
UNIVERSIDAD COMPLUTENSE DE MADRID 
FACULTAD DE CIENCIAS ECONÓMICAS Y 

EMPRESARIALES 

TESIS DOCTORAL 

The Role of Socioemotional Wealth on Performance and 
Financing Decision-Making in Family Firms 

(El Rol de la Riqueza Socioemocional en la Toma de 
Decisiones del Rendimiento y la Financiación en las Empresas 

Familiares) 

MEMORIA PARA OPTAR AL GRADO DE DOCTOR 

PRESENTADA POR 

Carlos Antonio Aguirre Gamarra 

Directora 

María Ángeles Montoro Sánchez 

Madrid 

© Carlos Antonio Aguirre Gamarra, 2021 



UNIVERSIDAD COMPLUTENSE DE MADRID 

FACULTAD DE CIENCIAS ECONOMICAS Y EMPRESARIALES 

 

 

 

DOCTORAL THESIS 

The Role of Socioemotional Wealth on Performance and Financing Decision-

Making in Family Firms 

(El Rol de la Riqueza Socioemocional en la Toma de Decisiones del 

Rendimiento y la Financiación en las Empresas Familiares)  

 

A THESIS SUBMITTED TO THE UNIVERSIDAD COMPLUTENSE DE MADRID FOR THE 

DEGREE OF DOCTOR OF PHILOSOPHY 

Carlos Antonio Aguirre Gamarra 

 

DIRECTOR 

María Ángeles Montoro Sánchez 

Madrid, 2021 



 

2 
 

  



 

4 
 

 

ACKNOWLEDGMENTS AND DEDICATIONS 

 First of all, I would like to express my deep gratitude to God. Secondly, I want to especially 

thank Professor María Ángeles Montoro Sánchez, my thesis supervisor, for her continued support 

and encouragement. I certainly would not have been able to complete this thesis without her 

guidance, patience and encouragement.  

 Furthermore, I would like to thank my family, particularly my wife and children, who have 

supported and assisted me throughout these years to make possible this achievement that I desired 

from the very bottom of my heart. 

 I am also grateful to all my friends in Peru and those I have made in Spain for their 

consistent encouragement. My special thanks also go to Spain and Universidad Complutense de 

Madrid, as they allowed me to make this dream come true. I will always be deeply grateful to them 

for this opportunity. I have learned to appreciate them.  

 Finally, but not least important, I wish to extend my thanks to Universidad Esan, my alma 

mater, and all my friends there for their support when I wanted to give up.   

 This thesis is dedicated to all of you.   

  

  



 

5 
 

TABLE OF CONTENTS 

ENGLISH SUMMARY (RESUMEN EN ESPAÑOL) .............................................................. 9 

CHAPTER 1: INTRODUCTION .............................................................................................. 23 

1.1. IMPORTANCE OF THE TOPIC AND ANTECEDENTS ........................................... 25 

1.2. OBJECTIVES OF THE THESIS AND RESEARCH QUESTIONS ............................ 43 

1.3. CONTRIBUTIONS ........................................................................................................ 45 

1.4. ORGANIZATION OF THE STUDY ............................................................................ 46 

CHAPTER 2: LITERATURE REVIEW ................................................................................. 51 

2.1. DEFINITION OF FAMILY FIRMS .............................................................................. 53 

2.2. AGENCY PROBLEMS AND FINANCIAL PERFORMANCE .................................. 60 

2.3. UNDERSTANDING THE SOCIOEMONOTIONAL WEALTH APPROACH .......... 73 

2.4. THE PECKING ORDER THEORY ............................................................................ 121 

CHAPTER 3: SEW, FAMILY UTILITY FUNCTION, AND FIRM TOTAL VALUE .... 135 

3.1. SEW AND FAMILY FIRM TOTAL VALUE: A CONCEPTUAL PROPOSAL ...... 137 

3.2. SEW AND FAMILY FIRM TOTAL VALUE: FORMAL MODEL .......................... 150 

3.3. RESULTS, ANALYSIS, AND DISCUSSION ........................................................... 174 

3.4. SEW, PROSPECT THEORY, AND INDIFFERENCE CURVES ............................. 176 

CHAPTER 4: THE SOCIOEMOTIONAL WEALTH – PECKING ORDER THEORY 181 

4.1. SOCIOEMOTIONAL WEALTH AND FAMILY FIRM VALUE ............................. 183 

4.2. SEW AND THE PECKING ORDER THEORY: A SIMILAR LOGIC ..................... 185 

4.3. THE SEW – PECKING ORDER THEORY: A PROPOSAL ..................................... 190 

4.4. RESULTS, ANALYSIS, AND DISCUSSION ........................................................... 207 

CHAPTER 5: THE SEW – PECKING ORDER THEORY: EMPIRICAL EVIDENCE IN 

EMERGING MARKETS ......................................................................................................... 211 

5.1. INTRODUCTION ........................................................................................................ 213 



 

6 
 

5.2. HYPOTHESIS ............................................................................................................. 213 

5.3. RESEARCH METODOLOGY .................................................................................... 221 

5.4. RESULTS, ANALYSIS, AND DISCUSSION ........................................................... 232 

CHAPTER 6: CONCLUSIONS .............................................................................................. 253 

6.1. GENERAL CONCLUSIONS ...................................................................................... 255 

6.2. CONTRIBUTIONS ...................................................................................................... 260 

6.3. LIMITATIONS ............................................................................................................ 263 

6.4. FUTURE RESEARCH ................................................................................................ 265 

REFERENCES .......................................................................................................................... 267 

APPENDIXS .............................................................................................................................. 305 

 

  



 

7 
 

LIST OF FIGURES 

Figure 1 A Typical Value Function .............................................................................................. 90 

Figure 2 Indifference Curves for Alternative Changes ................................................................. 92 

Figure 3 Impact of the SEW on the total value of a family firm ................................................ 123 

Figure 4 Owner-Manager / Family Utility Function................................................................... 139 

Figure 5 Family Firm Total Value from Different Perspectives................................................. 149 

Figure 6 Sales (S), Net Income (NI), and Marginal Net Income (MNI) .................................... 157 

Figure 7 Cash Flow to Family (FTE) and Marginal Net Income (MNI) .................................... 158 

Figure 8 Cash Flow to Family (FTE) and Marginal Net Income (MNI) .................................... 159 

Figure 9 Typical Indifference Curve........................................................................................... 162 

Figure 10 Utility Function maximization ................................................................................... 164 

Figure 11 Indifference curves and endowment effect ................................................................. 179 

Figure 12  shocks, Indifference curves, and endowment effect .................................................. 180 

Figure 13 Simulation results ....................................................................................................... 207 

Figure 14 Model 1 ....................................................................................................................... 234 

Figure 15 Model 1 ....................................................................................................................... 234 

Figure 16 Model 1 ....................................................................................................................... 235 

Figure 17 Indifference Curve, Shareholder only interested in EGs ............................................ 307 

Figure 18 Indifference Curve, Shareholder only interested in NEGs ......................................... 308 

Figure 19 NPVt vs. NPV ............................................................................................................ 309 

Figure 20 NPVt vs. 〖∆u〗_(〖SEW〗_ )^mu ......................................................................... 310 

Figure 21 NPVt vs. X.................................................................................................................. 311 

 

  



 

8 
 

LIST OF TABLES 

Table 1 Relevant General Insights from Relevant Research Data .............................................. 107 

Table 2 Summary of the Models and Main Results .................................................................... 171 

Table 3 Base case ........................................................................................................................ 192 

Table 4 The family firm issues external equity .......................................................................... 195 

Table 5 The family firm use of financial slack or cash ............................................................... 197 

Table 6 The family firm is active and buys all issued shares ..................................................... 198 

Table 7 The family firm issues external default-risk-free debt ................................................... 199 

Table 8 Family Firms by Country and Industry.......................................................................... 222 

Table 9 Correlations, Means, and Standard Deviations .............................................................. 232 

Table 10 Results of Model 2 (D1 = 1, Family firm; D1 = 0, Non-Family Firm) ....................... 237 

Table 11 Results of Model 3 ....................................................................................................... 240 

Table 12 Results of Model 4 (D1, Family Firm; D2, Business Risk) ......................................... 241 

Table 13 Results of Model 4 (D1, Family Firm; D2, Performance Hazard) .............................. 244 

Table 14 Results of Model 5 ....................................................................................................... 245 

Table 15 The Pecking Order ....................................................................................................... 312 

Table 16 The Pecking Order ....................................................................................................... 314 

Table 17 The Pecking Order ....................................................................................................... 316 

Table 18 Results of Model 2 ....................................................................................................... 317 

 

  



 

9 
 

 

 

 

 

 

ENGLISH SUMMARY (RESUMEN EN 

ESPAÑOL) 

 

  



 

10 
 

 

 

 

 

 

  



 

11 
 

 The concept of Socioemotional wealth has emerged as a promising theoretical framework 

which will help us to explain the particular aspects of family firms and to differentiate family firms 

from non-family firms (Dehlen, 2013). Similarly, the Socioemotional wealth approach is called to 

become the potential dominant paradigm in the family business field and the most important 

differentiator of the family firm as a unique entity (Berrone et al., 2012; Debicki et al., 2016; Hauck 

et al., 2016). Additionally, because the preservation of SEW by family firms would explain the 

distinctive behavior and activities in family firms (De Massis et al., 2012), the different financial 

decisions of family firms should not be the exception; therefore, performance and financing 

decisions may be influenced by the SEW endowment.  

 In this connection, this thesis revolves around the Socioemotional wealth approach and its 

impact on certain financial decisions made by family firms to maximize the family’s utility 

function (Kammerlander et al., 2015). To this end, and in order to achieve the purposes of this 

thesis, theoretical proposals are made, formal models are built, and empirical evidence from 

emerging countries (Peru, Chile and Colombia) is provided.  

 Despite the criticisms on the assumptions of economic rationality and the objective of 

maximizing only financial benefits, which are presumably inherent in the economic science 

(Becker, 1974b; Rees, 1968), and when applied to the field of study of family firms seem to lead 

to mathematical models with results or inferences that are not consistent with the observed reality 

(Barton & Gordon, 1987; Barton & Matthews, 1989; Koropp et al., 2013; Michaelas et al., 1998), 

this thesis makes theoretical proposals and builds formal (mathematical) models that, by 

integrating such assumptions with the Socioemotional wealth approach, explain certain behaviors 

and decisions of family firms that are well recognized in the literature, thus showing that it is 
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possible to bridge both approaches to analyze and better understand financial decision-making in 

this type of firms. 

 In this respect, the first objective of this thesis is to make a conceptual proposal and to 

develop, mathematically and graphically, a formal model based on microeconomics assumptions 

and the Socioemotional wealth approach that analyzes utility maximization in a family firm, 

considering both economic and non-economic goals, Socioemotional wealth, and the owner-

manager’s utility function. The second objective is, based on literature review and the previous 

conceptual proposal and formal model, to propose a complementary definition of Socioemotional 

wealth in order to expand and enrich the concept of Socioemotional wealth. The third objective is 

to develop a theoretical proposal and a formal model to contribute to explain financing decisions 

in family firms. This model is an attempt to bridge the pecking order theory and the Socioemotional 

wealth approach. The fourth and last objective is to provide empirical evidence and stylized facts 

about the pecking order theory in family firms with respect to non-family firms in emerging 

markets (Peru, Chile, and Colombia), by using conventional regression models that test the 

pecking order theory, moderating by business risk and performance hazard and controlling for debt 

capacity. It is necessary to highlight that, to our knowledge, the relationship between decisions to 

issue debt or capital and Socioemotional wealth, moderated by business risk and performance 

hazard, operationalizing Socioemotional wealth with the issuance or not of equity, has not been 

empirically studied. 

 In this regard, this thesis presents a conceptual proposal and a formal model that follow the 

rigor and logic of microeconomics and where the competitive environment, the resources and 

capabilities, the competitive advantages, the technology, among others, are considered to be 

exogenous, so that family firms can decide how to allocate their financial resources between 
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economic goals and non-economic goals, taking into account that non-economic goals are primary 

generators of Socioemotional wealth utilities (Berrone at al., 2012), thus attempting to maximize 

the family’s level of utility, satisfaction or welfare rather than financial benefits. In this manner, it 

is formally demonstrated that the alleged “irrationality” of family firms is not such (Aghion & 

Bolton, 1992; Gomez-Mejia et al., 2007; LeCornu et al., 1996; Vazquez & Rocha, 2018); on the 

contrary, their decisions follow a rationality that seeks not only to attain economic goals. 

Furthermore, based on the literature review, the conceptual proposal, and the formal model, it will 

be proposed a definition of SEW that intends to complement and expand the definitions previously 

proposed by different researchers in this field of study. The concept of Socioemotional wealth has 

been generally approached from the perspective of psychology, sociology and recently social 

psychology (Jiang et al., 2018). As part of the proposal of this thesis, Socioemotional wealth is 

defined by incorporating the perspective of microeconomic theory in general and utility theory in 

particular, along with concepts stemming from the prospect theory and the endowment effect 

(Kahneman et al., 1991; Kahneman & Tversky, 1979, 1984; Thaler, 1980; Tversky & Kahneman, 

1986) and the Behavioral Agency Model (Wiseman & Gomez-Mejia, 1998). 

 Considering that in general it has been argued and observed that family firms tend to follow 

the pecking order theory in their financing decisions (e.g. Bauweraerts & Colot, 2012; Blanco-

Mazagatos et al., 2007; Coleman & Carsky, 1999; Dreux, 1990; Gallo & Vilaseca, 1996; 

Hutchinson, 1995; Koropp et al., 2014; López-Gracia & Sánchez-Andújar, 2007; López-Gracia & 

Sogorb-Mira, 2008; Mahérault, 2000; McConaughy et al., 2001; Michaelas et al., 1998; Norton, 

1990; Poutziouris, 2001; Romano et al., 2000), the thesis combines a traditional financing theory 

that was not developed with family firms in mind (Koropp et al., 2013), such as the pecking order 

theory, with the Socioemotional wealth approach and proposes “The Socioemotional wealth – 
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Pecking order theory” to help to explain family firms’ financing patterns, thus adding a piece to 

the “puzzle”. This behavior of family firms would be explained in part by the existence of the 

Socioemotional wealth value. In this respect, it is argued that owner-managers perceive a higher 

value of the firm than potential external investors due to the existence of the Socioemotional wealth 

value, which has an intrinsic monetary value for the family (Astrachan & Jaskiewicz, 2008; 

Zellweger et al., 2012; Zellweger & Astrachan, 2008). In view of this higher perceived value per 

share and following the logic of the pecking order theory, one would expect that, in general, the 

potential investors would offer a lower price per share than the value per share perceived by the 

owner-manager. Hence, selling shares in such a situation would imply transferring shareholder 

family’s value to the new shareholders. Therefore, the issuance of shares to external investors 

would be a last resort action.    

 This thesis, through an empirical study of 340 public companies from emerging countries, 

listed on the respective stock exchanges of Lima (Peru), Santiago (Chile), and Bogota (Colombia), 

and using data for the 2014-2018 period, finds in general (partially in some models) that family 

firms would strongly follow the pecking order theory and to a higher degree than non-family firms, 

even controlling for debt capacity. This would also be due, at least in part, to the existence of the 

Socioemotional wealth value. Moreover, in general, it is observed that the business risk and 

performance hazard affect family firms more than these variables affect non-family firms when 

these follow the pecking order theory in their financing decisions. 

 Lastly, this thesis presents research conclusions, limitations, contributions, and possible 

future research. With these conceptual proposals, the building of formal models, and the empirical 

evidence found, it is accomplished the objectives of this thesis. 

 The contributions of this thesis are the following: 
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 Provide evidence that it is possible to use together assumptions of rationality and utility 

maximization from economic science and the SEW approach in order to show, thorough formal 

and mathematical models, theoretical and/or empirical behaviors of family firms regarding 

performance decisions. This model challenges the assertion that formal models offer results, which 

are not observed in real life (Barton & Gordon, 1987; Barton & Matthews, 1989; Koropp et al., 

2013; Michaelas et al., 1998). 

  Define SEW from a microeconomic perspective, thus complementing and enriching the 

previous definitions. 

 Propose a theoretical proposal and a formal model that shed additional light on why family 

firms would follow the pecking order. In this regard, the thesis advanced the family firm literature 

by offering a more nuance theoretical explanation of financing decisions in family firms, based on 

The SEW endowment. This model also challenges the assertion that formal models offer results, 

which are not observed in real life (Barton & Gordon, 1987; Barton & Matthews, 1989; Koropp et 

al., 2013; Michaelas et al., 1998).   

 Make an empirical analysis, using data from Peruvian, Chilean and Colombian public 

firms, in order to provide more empirical evidence about family firms’ financing decisions in 

emerging countries, moderating by business risk and performance hazard and controlling for debt 

capacity.  

 As a general conclusion, the theoretical and empirical results of the thesis reflect the 

importance of Socioemotional wealth in family firms’ behavior and financial decisions. 

Additionally, these results make a contribution for Socioemotional wealth to become the dominant 

paradigm in the family business field and the most important differentiator of the family firm as a 

unique entity (Berrone et al., 2012; Debicki et al., 2016; Hauck et al., 2016). 
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 El concepto de Riqueza Socioemocional ha surgido como un prometedor marco teórico 

que nos ayuda a explicar los particulares aspectos de las empresas familiares y a diferenciar a las 

empresas familiares de las no familiares (Dehlen, 2013). De manera similar, el enfoque de la 

Riqueza Socioemocional esta llamada a ser el paradigma dominante en el campo de las empresas 

familiares y el más importante diferenciador de las empresas familiares como entidades únicas 

(Berrone et al., 2012; Debicki et al., 2016; Hauck et al., 2016). Adicionalmente, debido a que la 

preservación de la Riqueza Socioemocional por parte de las empresas familiares explicaría el 

comportamiento y las actividades distintivas en las empresas familiares (De Massis et al., 2012), 

las diferentes decisiones financieras de las empresas familiares no deberían ser la excepción; por 

lo tanto, las decisiones que afectan el desempeño y el financiamiento en empresas familiares serian 

influenciadas por la dotación de Riqueza Socioemocional.  

 En ese sentido la presente tesis gira en torno al enfoque de la Riqueza Socioemocional y 

sus impactos en ciertas decisiones financieras en empresas familiares en su búsqueda de maximizar 

la función de utilidad de la familia (Kammerlander et al., 2015). Para tal fin se hacen propuestas 

teóricas, se construyen modelos formales, y se ofrece evidencia empírica de países emergentes 

(Perú, Chile, y Colombia), buscando alcanzar los objetivos de la tesis.  

 A pesar de las críticas a los supuestos de racionalidad económica y al objetivo de 

maximización de beneficios financieros, supuestamente inherentes a la ciencia económica 

(Becker, 1974b, 1976; Rees, 1968), que aplicados al campo de estudio de las empresas familiares 

parecen llevarnos a modelos matemáticos cuyos resultados o inferencias no se condicen con la 

realidad observada (Barton & Gordon, 1987; Barton & Matthews, 1989; Koropp et al., 2013; 

Michaelas et al., 1998), la presente tesis realiza propuestas teóricas y construye modelos formales 

(matemáticos) que integrando dichos supuestos con el del enfoque de la Riqueza Socioemocional 
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explican ciertos comportamientos y decisiones en empresas familiares bastamente reconocidos en 

la literatura, mostrando  de esta manera que es posible tender puentes entre ambos enfoques a fin 

de analizar y entender mejor la toma de decisiones financieras en este tipo de empresas.   

 En este sentido, el primer objetivo de esta tesis es realizar una propuesta teórica y 

desarrollar, matemática y gráficamente, un modelo formal basado en supuestos microeconómicos 

y en el enfoque de la Riqueza Socioemocional que analice la maximización de utilidad en una 

empresa familiar, considerando objetivos económicos y no económicos, la Riqueza 

Socioemocional, así como la función de utilidad del gerente propietario. El segundo objetivo es, 

basado en la revisión de literatura y la propuesta conceptual y modelo formal previamente 

explicado como el primer objetivo, proponer una definición complementaria de Riqueza 

Socioemocional de manera de expandir y enriquecer el concepto de Riqueza Socioemocional 

usando conceptos microeconómicos. El tercer objetivo es desarrollar una propuesta teórica y un 

modelo formal a fin de contribuir a explicar las decisiones de financiamiento en empresas 

familiares. Este modelo es un intento de acercar la teoría del orden jerárquico y el enfoque de la 

Riqueza Socioemocional. El cuarto y último objetivo es ofrecer evidencia empírica y hechos 

estilizados sobre la teoría del orden jerárquico en empresas familiares con respecto de las no 

familiares, usando modelos de regresión convencionales (panel data) que testean la teoría del orden 

jerárquico, moderando por el riesgo del negocio y el riesgo de desempeño, y controlando por 

capacidad de endeudamiento. Es necesario resaltar que la relación entre las decisiones de emitir 

deuda o capital y la Riqueza Socioemocional, moderada por el riesgo del negocio y riesgo de 

desempeño, operacionalizando la Riqueza socioemocional con la emisión o no de capital, aun no 

se ha llevado a cabo en la literatura. 
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 En ese sentido, la tesis presenta una propuesta conceptual y un modelo formal siguiendo la 

rigurosidad y lógica propia de la microeconomía y donde el entorno competitivo, los recursos y 

capacidades, las ventajas competitivas, la tecnología, entre otros se consideran exógenos, de 

manera que las empresas familiares deciden como asignar sus recursos financieros entre objetivos 

económicos y no económicos, teniendo en cuenta que los objetivos no económicos son 

especialmente generadores de Riqueza Socioemocional expresados en niveles de utiles, 

satisfacción, o bienestar (Berrone at al., 2012), buscando de esta manera maximizar no sus 

beneficios financieros sino más bien el nivel de utilidad, satisfacción o bienestar de la familia. De 

esta manera se sustenta formalmente que la supuesta “irracionalidad” de las empresas familiares 

no es tal (Aghion & Bolton, 1992; Gomez-Mejia et al., 2007; LeCornu et al., 1996; Vazquez & 

Rocha, 2018); al contrario, sus decisiones obedecen a una racionalidad que busca no solo alcanzar 

objetivos económicos. Asimismo, en base a la revisión de literatura, a la propuesta conceptual y al 

modelo formal proponemos una definición de Riqueza Socioemocional que busca complementar 

y ampliar las definiciones previamente planteadas por diferentes investigadores de este campo de 

estudio. El concepto de Riqueza Socioemocional se ha aproximado en general desde la perspectiva 

de la psicología, sociología, y recientemente desde la psicología social (Jiang et al., 2018). La 

propuesta de la tesis define la Riqueza Socioemocional adicionando la perspectiva de la teoría 

microeconómica en general y de la teoría de la utilidad en particular, junto con conceptos 

provenientes de la teoría prospectiva y el efecto dotación (Kahneman et al., 1991; Kahneman & 

Tversky, 1979, 1984; Thaler & Johnson, 1990; Tversky & Kahneman, 1986).  

 Teniendo en cuenta que en general se ha argumentado y observado que las empresas 

familiares suelen seguir la teoría del orden jerárquico en sus decisiones de financiamiento (e.g. 

Bauweraerts & Colot, 2012; Blanco-Mazagatos et al., 2007; Coleman & Carsky, 1999; Dreux, 
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1990; Gallo & Vilaseca, 1996; Hutchinson, 1995; Koropp et al., 2014; López-Gracia & Sánchez-

Andújar, 2007; López-Gracia & Sogorb-Mira, 2008; Mahérault, 2000; McConaughy et al., 2001; 

Michaelas et al., 1998; Norton, 1990; Poutziouris, 2001; Romano et al., 2000), la tesis combina 

una teoría tradicional del financiamiento que no fue desarrollada pensando en empresas familiares 

(Koropp, et al., 2013), como lo es la teoría del orden jerárquico, con el enfoque de la Riqueza 

Socioemocional y propone “La teoría de la Riqueza Socioemocional – Orden Jerárquico” que 

ayuda a explicar los patrones de financiamiento de las empresas familiares, poniendo de esta 

manera una pieza adicional en el “rompecabezas”. Este comportamiento por parte de las empresas 

familiares se debería en parte a la existencia del valor de la Riqueza Socioemocional. En este 

sentido, se argumenta que el gerente propietario percibe un mayor valor de la empresa que los 

potenciales inversionistas externos debido a la existencia del valor de la Riqueza Socioemocional, 

el mismo que tiene un valor monetario intrínseco para la familia (Astrachan & Jaskiewicz, 2008; 

Zellweger et al., 2012; Zellweger & Astrachan, 2008). Debido a este mayor valor percibido por 

acción y siguiendo la lógica de la teoría del orden jerárquico, se esperaría que en general los 

potenciales inversionistas ofrezcan un menor precio por acción con respecto al valor percibido por 

acción por parte del gerente propietario; entonces vender acciones en dicha situación implicaría 

transferir valor de la familia accionista a los nuevos accionistas. Por lo tanto, la emisión de acciones 

a externos inversionistas seria lo último en realizar.     

 La presente tesis, mediante un estudio empírico de 340 empresas públicas de países 

emergentes de las respectivas bolsas de valores de Lima (Perú), de Santiago (Chile), y de Bogotá 

(Colombia), con datos del periodo 2014-2018, de manera general (en algunos modelos 

parcialmente) encuentra que las empresas familiares seguirían fuertemente el orden jerárquico y 

en mayor grado que las no familiares incluso controlando por capacidad de endeudamiento, lo 
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mismo que se debería al menos en parte a la existencia del valor de la Riqueza Socioemocional. 

Asimismo, en general vemos que el riesgo del negocio y el riesgo de desempeño afectan a las 

empresas familiares más que a las no familiares en su seguimiento de la teoría del orden jerárquico 

dentro de sus decisiones de financiamiento. Finalmente se discuten los resultados, limitaciones, 

contribuciones, y futuras líneas de investigación. Con estas propuestas conceptuales, construcción 

de modelos formales, y evidencia empírica encontrada, consideramos que hemos alcanzado los 

objetivos trazados para la presente tesis. 

 Los aportes de esta tesis son:  

 Proporcionar evidencia de que es posible utilizar en conjunto, los supuestos de racionalidad 

y maximización de la utilidad de la ciencia económica y el enfoque de la Riqueza Socioemocional 

para mostrar comportamientos teóricos y/o empíricos de las empresas familiares con respecto a las 

decisiones de financiamiento y desempeño. Este modelo “reta” la afirmación de que los modelos 

formales ofrecen resultados o inferencias que no se observan en la realidad (Barton & Gordon, 

1987; Barton & Matthews, 1989; Koropp et al., 2013; Michaelas et al., 1998). 

 Definir Riqueza Socioemocional desde una perspectiva microeconómica, complementando 

y enriqueciendo así las definiciones anteriores.  

 Realizar una propuesta teórica y un modelo formal que arroje luz adicional sobre por qué 

las empresas familiares seguirían el orden jerárquico. En este sentido, la presente tesis avanza en 

la literatura sobre empresas familiares al ofrecer una explicación teórica adicional sobre las 

decisiones de financiamiento en empresas familiares, basados en la dotación de la Riqueza 

Socioemocional. Este modelo “reta” también la afirmación de que los modelos formales ofrecen 

resultados o inferencias que no se observan en la realidad (Barton & Gordon, 1987; Barton & 

Matthews, 1989; Koropp et al., 2013; Michaelas et al., 1998).    
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 Finalmente se realiza un análisis empírico, utilizando datos de empresas públicas o 

cotizadas de Perú, Chile y Colombia, con el fin de brindar más evidencia empírica sobre las 

decisiones de financiamiento de las empresas familiares en países emergentes, moderando por el 

riesgo del negocio y el riesgo de desempeño, y controlando por capacidad de endeudamiento. 

 Como conclusión general, los resultados teóricos y empíricos de la tesis reflejan la 

importancia que tiene la Riqueza Socioemocional en el comportamiento y las decisiones 

financieras dentro de las empresas familiares. Así también, estos resultados contribuyen a que la 

Riqueza Socioemocional se convierta en el paradigma dominante en el campo de las empresas 

familiares y en el más importante diferenciador de las empresas familiares como una entidad única 

(Berrone et al., 2012; Debicki et al., 2016; Hauck et al., 2016). 
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1.1. IMPORTANCE OF THE TOPIC AND ANTECEDENTS  

 Family business are the ubiquitous form of business organization in any economy on the 

world (La Porta et al., 1999). Thanks to the prominent of this kind of firm, research on family 

business has proliferated in the last years. In this regard, Rovelli et al. (2021), retrieve from Scopus 

all 1,381papers published in Family Business Review (FBR), Journal of Family Business Strategy 

(JFBS), and Journal of Family Business Management (JFBM) (three of the most important 

dedicated journals to family business) from 1988 to 2020. Through a bibliometric analysis, the 

authors found that from 1988 to 2020, FBR, JFBS, and JFBM have published 1,381 papers on the 

topic with 52,970 citations, 38.4 citation per paper on average. The second most cited paper, with 

824 citations, is one of the seminal Socioemotional wealth papers by Berrone et al. (2012). 

Likewise, the most productive countries were the US (630 papers) and Germany (119 papers). 

Finally, one of the recurrent topics is the Socioemotional wealth. 

 It was made an overview of academic research on family business using the Web of Science 

database. It was founded 498 papers, which refers to family business or family firms with 

Socioemotional wealth, from 2000 to 2020. For instance, during the last six years were published 

65 papers (2020), 49 papers (2019), 51 papers (2018), 39 papers (2017), 35 papers (2016), and 46 

papers (2015). The main journals were FBR (81 papers), JFBS (57 papers), Entrepreneurship 

Theory and Practice (28 papers), and JFBM (27 papers).  

 The academic relevance of the topic of family business justifies this research work. 

Moreover, this thesis revolves on the Socioemotional wealth concept, which unlike other theories 

or concepts “imported” into the field of family firms, the Socioemotional wealth approach is a 

“homegrown” theoretical construction within the family business field (Berrone et al., 2012). 

Besides, Socioemotional wealth is called to become the dominant paradigm in the family business 
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field and the most relevant differentiator of a family firm and a non-family firm (Berrone et al., 

2012; Debicki et al., 2016; Hauck et al., 2016). Likewise, it is important to do research in emerging 

countries, in which the research, not only in this topic, is scarce.  

 The justification of this research can also be expressed in a practical approach. At a 

pragmatic level, it is important to go further in the investigation of financial policies and the capital 

structure of family firms due to their economic significance.   

 La Porta et al. (1999), who examine large corporations in 27 wealthy economies, find that, 

with the exception of countries with very good shareholder protection, these firms are typically 

controlled by families or the state. Anderson & Reeb (2003) find that families are present in one-

third of the S&P500 firms. Villalonga & Amit (2006) find that 34% of all Fortune-500 firms are 

family firms. It is estimated that in Latin America 80% of enterprises are family-run, contributing 

more than half of the Gross Domestic Product, hereinafter “GDP”, and providing employment for 

at least 70% of the labor force. Shanker & Astrachan (1996) find that family firms account for 

approximately 57% of employment as well as a similar percentage of the United States’ GDP 

(Gomez-Mejia et al., 2001). Likewise, it is estimated that in Peru, at least 80% of enterprises are 

family-run and provide 60% of employment (Ramirez, 2015)1. In addition, in Peru family firms 

represent 90% of all enterprises and generate 75% of the GDP (PriceWaterhouseCoopers, 2016)2. 

These studies and data show that family firms are very common around the world and permit to 

infer their importance in the GDP and employment. Therefore, it is very important to understand 

the factors that determine family firms’ financing and financial performance decisions since these 

                                                           
1 Data obtained from the Lima Chamber of Commerce (http://www.camaralima.org.pe/principal). 
2 According to the Inter-American Development Bank, they would represent 60% of the employment in Peru 

(interview to Julio Jaramillo, IDB representative in Peru, November 2014. 
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decisions, in turn, determine their financing, capital structure, growth and survival (Keasey & 

Watson, 1987; Michaelas et al., 1998). 

 Regarding economic or “non-economic rationality”, financial or non-financial 

performance, utility function maximization, and financial decisions in family firms, it seems to be 

the overall consensus among family firm scholars that the use of formal models, based on 

assumptions of economic rationality and perfect markets, lead to implications that are not 

consistent with what is observed in reality. 

 In this respect, Ansoff (1965) and Williamson (1975) assert that in order to understand 

economic decisions in the firm, it is necessary to understand non-economic factors such as 

managerial and behavioral aspects. Barton & Matthews (1989) point out that unrealistic 

assumptions, which assume firms as a rational economic entity with a unique goal of shareholder 

wealth maximization, need a new paradigm. Carleton & Silberman (1977) suggest that a 

managerial/behavioral perspective is needed to completely understand the relation and level 

between debt and equity in each particular case.   

 Traditional financial theories assume that shareholders have a rational behavior based on 

their unique objective: wealth or financial maximization. This “rational” behavior that seeks to 

maximize financial wealth and the existence of a perfect market assumption allow the development 

of mathematical models of firm and investor behavior that result in an oversimplification about 

how the world works (Barton & Gordon, 1987). According to Barton & Matthews (1989), this 

rational behavior is an oversimplification; hence, it is necessary to incorporate more factors or 

characteristics to explain financial aspects, for instance in family firms, in order to avoid 

conclusions that are often at odds with real world observations.  
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 For instance, with respect to financing and capital structure traditional theories such as the 

Modigliani and Miller theory (Modigliani & Miller, 1958, 1963), the trade-off theory (Kraus & 

Litzenberger, 1973), the agency theory (Jensen & Meckling, 1976), and the pecking order theory 

(Myers 1984; Myers & Majluf, 1984), Matthews et al., (1994) affirm that these traditional financial 

theories have been developed and have contributed to explain and predict business financing and 

capital structure, but these theories do not analyze financing and capital structure decision-making 

from a managerial choice perspective.  

 Therefore, there are criticisms on the use of mathematical models as a consequence of the 

assumptions of economic rationality and the existence of a unique financial wealth maximization 

objective, typical of economic science, which results in odd conclusions about family firms’ 

behavior. Thus, this approach would come from economic science.  

 However, the definition of economics as the science that studies the allocation of only 

material goods to satisfy only material wants is the narrowest and least satisfactory of all (Becker, 

1976; Rees, 1968). It seems unfair to affirm that economists only consider financial goals3 or 

financial wealth in their analysis. Although non-economic aspects were considered as important 

aspects of behavior by several nineteenth-century economists, unfortunately this seems to have 

been ignored in modern economic literature (Becker, 1974b). Making an analogy to Becker (1976) 

when referring to transaction costs and incomplete information, it is possible to state that not 

considering non-financial aspects such as emotional value should not be confused with irrational 

behavior. In other words, taking into account non-financial aspects in the field of study of family 

firms would help us to understand the economic rationality of supposedly or apparently “irrational” 

behaviors.  

                                                           
3 In this document, the terms financial/economic goal and non-financial/non-economic goal will be used 
interchangeably. 
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 Therefore, it is unfair to assert that economists only consider financial goals or financial 

wealth in their analysis. There are many examples of academic works in the field of economics 

considering non-economic aspects (Becker, 1961, 1968, 1971, 1973, 1974a; Boulding, 1973; as 

cited Becker, 1974b). Traditionally, everything that affects utility, satisfaction or welfare is 

considered “economic” (e.g. Ekelund, 1998), including economic and “non- economic goals”. 

 As examples of potential reconciliation, on the one hand, Becker (1974b) states that if the 

“head” (owner-manager) cares about all the other family members, redistribution of income among 

members by the owner-manager would not affect the consumption and welfare of any member; 

thus, the family´s utility function is identical to that of the owner-manager and, as a result, to 

maximize the utility of the owner manager is to maximize the utility of the family. In this regard, 

Becker (1974b, p. 1079) asserts: “In this sense, then, a family with a head can be said to maximize 

"its" consistent and transitive utility function of the consumption of different members subject to 

a budget constraint defined on family variables. The "family's" utility function is identical to that 

of one member, the head, because his concern for the welfare of other members, so to speak, 

integrates all the members' utility functions into one consistent "family" function.” The total family 

members´ utility function (𝑢) can be considered as the aggregated utility function of each family 

member or the utility function of the owner-manager (patriarch). Thus, it would be possible to 

model utility functions and indifference curves of owner-managers or family members in order to 

better understand some behaviors. On the other hand, everything that affects utility, satisfaction or 

welfare is considered “economic” (e.g. Ekelund, 1998), including economic and “non- economic 

goals”; therefore, when owners-managers make decisions to maximize non-economic goals at the 

expense to economic goals, thereby maximizing the level of utility, welfare, or satisfaction, these 

decisions should not necessarily be considered “irrational.”       
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 This thesis posits that these approaches do not have to be totally irreconcilable. On the 

contrary, these approaches would be to some extent complementary in order to explain family firm 

issues.  

 In this respect, this thesis attempts to bridge classical economic approach (with at least part 

of their assumptions and abstractions) with non-economic factors into formal models of family 

firms that are not only interesting but that also pose a challenge. Precisely, this thesis in part 

assumes this challenge and makes it one of its main contributions. 

 

Performance in family firms 

 With regard to performance, on the one hand, several studies provide evidence that family 

firms have a better financial performance than non-family firms. For instance, it is found that 

public family firms outperform public non-family firms (Anderson & Reeb, 2003; Villalonga & 

Amit, 2006). However, Villalonga & Amit (2006) also find that family ownership creates value 

only when the founder serves as CEO or as Chairman with a hired CEO; when descendants serve 

as CEOs, firm value is destroyed, suggesting that the classic owner-manager conflict in non-family 

firms is more costly than the conflict between family and non-family shareholders in “founder-

CEO firms”. 

 On the other hand, even though there is evidence that the concentration of ownership results 

in a better financial performance by public family firms, this is far from a consensus among 

researchers (González et al., 2010; Mazzi, 2011; O’Boyle et al., 2012). With respect to private 

family firms, similarly, the results are not only scarce but also ambiguous (Zellweger, 2006). For 

instance, running regression analyses on data drawn from 620 private family firms in Italy, it is 

suggested that in private firms the positive effects that were previously associated with the 
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presence of family managers do not appear to compensate for the disadvantages deriving from a 

non-monetary (or non-economic) goal orientation, for the costs deriving from the need to solve 

conflicts between family managers, and for the impossibility of enlarging the company’s social 

and intellectual capital through the employment of non-family managers (Sciascia & Mazzola, 

2008). Likewise, family firms were found to have a similar performance and also a lower return 

on sales as compared to non-family firms in Spain (Gallo et al., 2000; Gallo & Vilaseca, 1996). 

Therefore, there are mixed and inconclusive results about family firm’s financial performance. 

 The fact that the presence of family managers do not appear to compensate for the 

disadvantages of their own presence because of non-economic goal orientation (Sciascia & 

Mazzola, 2008), suggests that there is a trade-off between economic goals and non-economic goals 

(D. Miller & Le Breton-Miller, 2014; Schulze & Kellermanns, 2015). For instance, initially, over 

a period of time, a family firm can allocate resources to economic and non-economic goals without 

having to prioritize between them. Nevertheless, it will get to a point in which the owner-manager 

has to decide whether to allocate resources to economic or non-economic goals in order to 

maximize the owner-manager’s utility function but not necessarily the cash flow or the profit 

(financial performance), ceteris paribus. 

 Similarly, socioemotional wealth, hereinafter “SEW”, is the main reference point when 

making decisions and has a value for the owner-manager of a family firm. This value is more 

intrinsic than financial gains, its preservation is an end in itself, and it is anchored at a deep 

psychological level among family owners because their identity is tied to the firm (Berrone et al., 

2010). Owner-managers derive utility from non-pecuniary benefits and are willing to avoid losing 

SEW (or preserving SEW) even affecting financial performance (Stockmans et al., 2010).  
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 It is acknowledged that entrepreneurs and owner-managers of private non-family and 

family firms often have economic and non-economic goals because of having a different utility 

function, so that entrepreneurs and owner-managers could present forms of behavior different from 

economic rationality (e.g. Aghion & Bolton, 1992; Gomez-Mejia et al., 2001; LeCornu et al., 

1996) . When the owner-managers make decisions to increase organizational efficiency, which is 

considered to be rational behavior, this may not necessarily result in higher financial performance 

since the meaning of efficiency depends on the goals pursued (Lee, 2006; Vazquez & Rocha, 

2018). Behavioral economists suggest that individuals are motivated by an idiosyncratic set of 

preferences–some economic and some non-economic in nature–; hence, those individuals who 

manage a private family or non-family firm define its value in terms of their personal utility, 

thereby defining its value in terms of utilities (Schulze et al., 2003a, 2003b). Thus, what matters 

at the end is to maximize their utility function by balancing the pursuit of financial and non-

financial goals by family owners (Kammerlander et al., 2015).  

 Then, based on the microeconomic theory in general and on the utility theory in particular  

(e.g. Call & Holahan, 1983; Copeland & Weston, 1988; Romer, 2006), it can be pointed up that 

the family firm owner ultimately would want to maximize their utility function, regardless of 

whether the utility comes from achieving economic or non-economic goals, considering that the 

utilities generated by achieving non-economic goals are SEW utilities. In this regard, it is 

important to highlight that Berrone et al., (2012, p. 260) define the term “SEW utilities” as the 

utility or utilities generated by achieving non-economic goals.  

 In this respect, it would be important to propose a conceptual proposal and to develop, 

mathematically and graphically, a formal model based on microeconomics assumptions and the 

SEW approach that analyzes utility maximization in a family firm, considering both economic and 
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non-economic goals, SEW, as well as the owner-manager utility function, thereby, reconciling 

both approaches.   

 

Financing decisions in family firms 

 With regard to financing and capital structure decisions, Matthews et al. (1994) affirm that 

traditional financial theories, such as the Modigliani and Miller theory (Modigliani & Miller, 1958, 

1963), the trade-off theory (Kraus & Litzenberger, 1973), the agency theory (Jensen & Meckling, 

1976), and the pecking order theory (Myers, 1984; Myers & Majluf, 1984), have been developed 

and have contributed to explain and predict business financing and capital structure; however, 

scholars also say that these theories do not analyze financing and capital structure decision-making 

from a managerial choice perspective. In this connection, scholars assert that capital structure 

decisions are influenced, for instance, by personal characteristics such as emotions and the owner´s 

attitude toward internal and external financial resources (Matthews et al., 1994). 

 The traditional theory of business financing developed by Modigliani & Miller (1958, 

1963) is based on certain assumptions, among them, the non-existence of taxes, transaction costs, 

and information asymmetries; and concludes that the choice between debt and capital is irrelevant 

to the value assessment of the firm (Bauweraerts & Colot, 2012; Modigliani & Miller, 1958, 1963). 

Later, Modigliani and Miller eliminate the assumption of the non-existence of taxes and conclude 

that a more frequent use of indebtedness increases the value of the firm because of the generation 

of tax shields due to debt use.  

 Kraus & Litzenberger (1973) propose the Trade-off theory introducing insolvency or 

bankruptcy costs. According to the Trade-off theory, the firm value is equal to the firm value 

without debt, plus the net present value of tax shield from debt interest, and minus the net present 
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value of bankruptcy cost. Even though some studies suggest that the Trade-off theory seems to 

work well to explain capital structure (Bauweraerts & Colot, 2012), in general, this theory seems 

to be a poor explanation of capital structure decisions in small, usually family firm corporations 

(Norton, 1991).  

 Jensen & Meckling (1976) developed the Agency theory, whereby agency costs affect 

capital structure due to the conflicts between corporate directors, shareholders, and bond or debt 

holders (Jensen & Meckling, 1976).  

 Myers and Majluf (1984) and Myers (1984) propose the pecking order theory, which states 

that, due to the asymmetry of information between executives and external investors (creditors and 

shareholders), internal financing will be preferred to external financing (debt and share issue). 

Given that managers have better information than external investors, potential lenders and 

shareholders would demand a premium, which is considered as the cost of information. 

Consequently, firms would favor self-financing to avoid this premium (Myers, 1984; Myers & 

Majluf, 1984).  

 All of the traditional theories that were mentioned above with their traditional financial 

markets assumptions were not developed with family firms in mind (Koropp et al., 2013). As a 

result, there is no consensus about which factors impact on the financing decisions and capital 

structure of the firm, especially in family firms. As Barton & Gordon (1987, 1988) assert, this lack 

of consensus may be the result of using only the financial and economic perspective, without a 

behavioral perspective. In that sense, Ansoff (1965) and Williamson (1975) had already 

recognized from those years the necessity to incorporate non-economic (managerial and 

behavioral) factors to improve our understanding of financial decisions. It is very interesting to 

deeply think on these expressions: 
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  “Probably the most frequent criticism of financial theory in general and capital 

structure in particular, is the oversimplification of the assumptions about how the world 

works. While simplifying assumptions is arguably necessary to make the mathematics of 

financial model building tractable, the conclusions are often at odds with real world 

observations” (Barton & Gordon, 1987, p. 69). 

  “Although such studies provide important insights into financial decision making, 

normative capital structure theories with their traditional financial market assumptions 

were not developed with family firms in mind, as these firms are typically closely held and 

are not publicly listed.” (Koropp et al., 2013, p. 116).  

 Therefore, traditional financing theories only consider economic-financial aspects (debt 

tax shields, transaction costs, bankruptcy costs, and agency costs) (Michaelas et al., 1998) and, in 

general, these theories have been developed under assumptions that adapt better to some or all of 

the following characteristics: developed economies, high level of institutionalization, efficient and 

profound markets, atomized and/or diversified shareholders, effective legal and institutional 

protection for minority shareholders, and so on. This suggests to some extent that these theories 

have been developed within a theoretical framework which usually adapts to non-family firms. 

Furthermore, the application of traditional financial theories, in order to have an important and 

profound understanding of financing decision-making and capital structure in non-family firms, 

but particularly in family firms, seems to have given non-conclusive evidence due to contradictory 

results in different studies. With respect to the pecking order theory, some empirical studies 

confirm this theory; however, opposing results show that the pecking order theory cannot alone 

explain financial choices by the firm. For instance, in a study done by Norton (1990), using 

surveys, it is asserted that not only large firms but also small firms follow a pecking order in 
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making financial decisions; however, opposing results show that pecking order theory cannot alone 

explain financial choices by the firm (Bauweraerts & Colot, 2012). Finally, Barton & Matthews 

(1989) assert that neither the agency cost theory nor any modern financial theory, referring to 

Modigliani-Miller theory, pecking order theory, and so on, are able to explain capital structure in 

large, public firms, let alone in small, private ones.  

 It seems that traditional financial theories help to improve our understanding of financial 

decision-making and capital structure in family firms, shedding some light on these issues; 

however, even in the words of Myers (1984), these theories are not able to solve all the puzzle4. 

Therefore, it is necessary to include other factors or variables in order to have a better 

comprehension of family firms´ financial decisions. 

 Regarding the difference between family and non-family firms with respect to the use of 

debt and external equity, there are also mixed results. If it is reviewed all the research done on 

family firms´ financial decisions over the last years, it can be observed mixed results on how family 

firms use the different financial sources, for instance debt (Koropp et al., 2013). On the one hand, 

some researchers provide some evidence in favor of the hypothesis that family firms prefer to use 

internal resources to finance their operations and growth, following the pecking order theory 

(Romano et al., 2000); on the other hand, other researchers state that family firms use similar or 

even higher levels of debt than non-family firms do (Blanco-Mazagatos et al., 2007; Coleman & 

Carsky, 1999; McConaughy et al., 2001).  

 From these conflicting results, it is suggested that, at least in family firms, financial 

decisions are heavily influenced and determined by very personal characteristics, such as 

emotions, values, perceptions, attitudes, and the importance given to non-economic goals by the 

                                                           
4 In his 1984 President’s address to the American Finance Association, Professor Myers referred to the conflict among 

the different theories as the “capital structure puzzle” (Barclay & Smith, 1999). 
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owner-manager. These personal characteristics are very important in order to better understand 

financial decisions in family firms because the financial decision-making is mainly in the hands of 

the owner-managers (Matthews et al., 1994); the inherent centrality of the financial decision-

making process in family firms is well recognized, and thus these kinds of decisions are strongly 

influenced by the owner-managers (Feltham et al., 2005; Koropp et al., 2013; Van Auken, 2005). 

 However, despite the fact that the financial decisions of family firms are strongly 

influenced, for instance, by emotions and the importance given to non-economic goals, there is 

little research considering the non-economic aspects of the financial decision-making and of 

capital structure determination in family firms (Barton & Gordon, 1987, 1988; Barton & 

Matthews, 1989; Gallo et al., 2004; Koropp et al., 2013, 2014; Van Auken, 2005; Van Auken & 

Werbel, 2006). In this sense, Michaelas et al. (1998, p. 247) mention the following: 

 “…, virtually all research done on capital structure focuses on quantitative analyses in 

explaining how capital structure is affected by a number of financial factors.  However, it 

has been suggested that there is a need for qualitative research which will exploit the effect 

of management preferences, perceptions, beliefs and attitudes towards external finance on 

firms’ capital structure if we are to better understand capital structure practices”. 

 Therefore, this suggests that it is necessary to include non-economic factors in order to 

have a better comprehension of family firms´ financial issues. This opens the challenge and the 

opportunity of to some extent “reconciling” and “combining” aspects of the traditional financial 

theories with concepts from the field of study of family firms, such as SEW, in order to continue 

contributing to solve the “puzzle”.   

 From the field of study of family firms, the concept of SEW has emerged as a promising 

theoretical framework which will help us to explain the particular aspects of family firms and to 
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differentiate family firms from non-family firms (Dehlen, 2013). Moreover, the SEW approach is 

called to become the potential dominant paradigm in the family business field and the most 

important differentiator of the family firm as a unique entity (Berrone et al., 2012; Debicki et al., 

2016; Hauck et al., 2016).  

 The concept of SEW is closely related to non-financial goals and emotional value. In this 

regard, SEW is defined as “non-financial aspects of the firm that meet the family´s needs, such as 

identity, the ability to exercise family influence, and the perpetuation of the family dynasty” 

(Gomez-Mejia et al., 2007, p. 106). In order to get a broader understanding of SEW, some authors, 

mentioning different sources, list a variety of forms that involve SEW: ability to exercise authority; 

satisfaction of need for belonging, affect and intimacy; perpetuation of family values through the 

business; preservation of family dynasty; conservation of the family firm´s social capital; 

fulfillment of family obligations based on blood ties rather than on strict criteria of competence; 

opportunity to be altruistic to family members; fulfill the need for identification; projecting a 

positive image and reputation of the family; receiving recognition due to generosity from 

community; having personal prestige in the community and society; sense of pride and 

preservation of the “good name” for current and future generations; and enjoying a sense of self 

and identity from the business (e.g. Corbetta & Salvato, 2004; Kepner, 1983; Kets de Vries, 1993; 

Lee & Rogoff, 1996; Schulze et al., 2003b; Stafford et al., 1999; Tagiuri & Davis, 1996; Westhead 

et al., 2001). Therefore, it is important to notice that these varieties of forms that involve SEW or 

different sources of SEW can be considered as non-financial goals. Thus, it suggests that the more 

non-financial goals, the more SEW and emotional value perceived by the owner-manager.  

 It is also generally acknowledged that family firms pursue economic and non-economic 

goals when making decisions (e.g. Chrisman et al., 2004). This has profound implications for 
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financial decisions because family firms may follow an idiosyncratic financial logic driven by not 

only economic (e.g. profitability and growth) but also non-economic reasons such as 

“socioemotional value” (e.g. Gallo et al., 2004; Gomez-Mejia et al., 2007; Koropp et al., 2013) 

due to there is a profound desire and willingness to protect the family firm as a source of SEW 

(e.g. Gomez-Mejia et al., 2007; Koropp et al., 2013).  

 To our understanding, literature and research on SEW as determinant of financing 

decisions and capital structure not only in private family firms but also in public family firms, are 

scarce. However, in recent years interesting research work has been carried out considering SEW 

as a variable that influences financing decisions (e.g. Baixauli-Soler et al., 2021; Kupp et al., 2019; 

Molly et al., 2019). In general, recent studies use surveys, do not use a longitudinal statistical 

analysis, and do not carry out a formal theoretical development relating the Pecking Order Theory 

and the SEW approach; though, actually as an exception and as an important contribution at the 

same time, Baixauli-Soler et al. (2021) measure SEW directly through surveys, using the 

Socioemotional wealth importance scale (SEWi) developed by Debicki et al.(2016). If scholars 

hope that SEW be consolidated as a key concept in family business research, it is necessary to do 

research using this concept in order to explain different issues on family firms, among others some 

financing and capital structure decisions. In this vein, this thesis revolves around the concept of 

SEW and its impacts on financing and performance decisions in family firms.  

 Regarding the pecking order theory and family firms, although there are contradictory 

results and the evidence is not conclusive, as mentioned previously, there is more evidence in favor 

of the fact that family firms with a greater concentration of ownership would follow what this 

theory indicates (e.g. Bauweraerts & Colot, 2012; Blanco-Mazagatos et al., 2007; Coleman & 

Carsky, 1999; Gallo & Vilaseca, 1996; López-Gracia & Sánchez-Andújar, 2007; López-Gracia & 
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Sogorb-Mira, 2008; Mahérault, 2000; McConaughy et al., 2001; Michaelas et al., 1998; Norton, 

1990; Poutziouris, 2001; Romano et al., 2000). 

 There are many reasons to explain why family firms may follow the pecking order theory 

proposals when making financing decisions. For instance, there are behavioral factors related to 

the need for control, loss of management freedom to action, independence, autonomy, values, 

attitudes, emotions, and personal goals (e.g. Dreux, 1990; Hutchinson, 1995; Koropp et al., 2014; 

McConaughy et al., 2001; Poutziouris, 2001; Romano et al., 2000), or agency problems based on 

asymmetric information, lack of access to the supply of equity and debt, credit rationing, debt 

capacity, among others (e.g. Coleman & Carsky, 1999; Mahérault, 2000; Myers, 2001; Myers & 

Majluf, 1984; Romano et al., 2000; Stiglitz & Weiss, 1981). However, this thesis proposes that 

SEW endowment or SEW value can contribute to explain to some extent a part of the “puzzle”. In 

this regard, for instance, maintaining control is a non-economic goal in itself and creates SEW 

utilities; moreover, control allows achieving other non-economic goals over time, thereby creating 

more SEW utilities. Control would be a means to an end, not an end in itself; the end in itself 

would be the SEW. 

 According to the pecking order theory (Myers, 1984; Myers & Majluf, 1984), the main 

determinant of financing decisions is the information asymmetry about firm value between insiders 

(managers) and outsiders (potential debt and stock investors). For instance, insiders might estimate 

a higher firm value than potential stock investors due to asymmetric information; therefore, 

investors will be willing to pay less than what insiders consider to be the “right” price. It results in 

insiders following the pecking order in their financing choices: initially, internal funds, for which 

there is no information asymmetry problem; after that, debt, for which the problem is small; and 

finally, as a last resort in order to avoid to transfer value from current stockholder to new ones, 



 

41 
 

external equity, for which the information asymmetry problem is big. There is a similar logic with 

respect to the perceived total value of the firm between the pecking order theory and the SEW 

approach.  It is possible to measure SEW and give it a measurable financial value equal to the 

controlling family´s perceived total value of the family firm minus the sum of the present value of 

the expected future cash flows (financial worth) and the private benefits (Astrachan & Jaskiewicz, 

2008; Gomez-Mejia et al., 2007, 2010; Wiseman & Gomez-Mejia, 1998; Zellweger et al., 2012; 

Zellweger & Astrachan, 2008).  

 Based on the above, it is identified a potential research line that is important to continue 

and study more deeply in which the interdependence and/or convergence of traditional theories 

(e.g. the pecking order theory), managerial perspectives (e.g. decision-making process), personal 

characteristics (e.g. economic vs. non-economic goals preferences, emotions, and so on), and the 

SEW approach should be related or put together, at least some of them, in order to have a better 

understanding of financing decisions and capital structure especially in family firms. Taking into 

account that the SEW approach and the pecking order theory have in some sense a similar logic 

regarding family firm value, it is possible to develop a theoretical proposal and a formal model 

utilizing both theories.     

 

Research in emerging markets 

 Even culture and geographical context influence the behavior of family firms (Basco, 2015; 

Gupta & Levenburg, 2010). It at least means that the way in which family firms make financial 

decisions in emerging countries could be different from the way they make financial decisions in 

developed countries. In this respect, The European Academy of Management (EURAM) (2015 

and 2017) states the following: 
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  “Currently, the vast majority of family business studies have mostly focused on 

developed economies (e.g. North America and Europe). Moreover, theories in the family 

business literature are often developed based on particular points of view (e.g. Anglo-

American) and tested in developed economies. This limits our understanding of family 

firms around the world as the contexts where they have been founded, developed and 

operated may differ substantially. Therefore the validity, reliability and applicability of 

existing theories may be questioned.” (The European Academy of Management (EURAM), 

2015). 

  “Indeed, the extant literature’s focus on economically developed countries, limits 

our understanding of the phenomenon because the institutional and cultural contexts where 

family firms are founded, developed, and operated differ substantially around the world. 

Therefore, the generalizability of extant theories may be questioned. While recent studies 

have attempted to address this issue by examining cultural and geographical factors as one 

driving forces of family firm heterogeneity (Discua Cruz, Hamilton, & Jack, 2012; Gupta 

& Levenburg, 2010; Basco, 2015; Memili, Fang, Chrisman, & De Massis, 2015), we still 

know little about family businesses in developing, emerging, and transitional economies”. 

(The European Academy of Management (EURAM), 2017). 

 Therefore, academics and researchers are calling for more research on family firms in 

emerging markets. 

 Maquieira et al. (2012) state that, given that information is often lacking in emerging 

markets, and particularly, when referring to the subset of small and medium enterprises, a deeper 

analysis is frequently postponed. In recent years, several scholars have devoted some attention to 
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understand emerging markets’ special features, but there has not been a comprehensive study of 

how practitioners really make financial decisions in emerging markets. 

 In this respect, heeding the call to do more research in emerging markets, it is very relevant 

to do research in these kinds of countries, such as Peru, Chile, and Colombia.  

 

1.2. OBJECTIVES OF THE THESIS AND RESEARCH QUESTIONS 

 Overall, the general objective of this work is to contribute to study the role of SEW in the 

financial performance, utility maximization, family firm value, and financing decisions of family 

firms, theoretically and/or empirically. In this regard, the general objective is approached through 

the following specific objectives: 

 The first specific objective of this thesis is to propose a conceptual proposal and to develop, 

mathematically and graphically, a formal model based on microeconomics assumptions and the 

SEW approach that analyzes the utility maximization and the firm value in a family firm, 

considering both economic and non-economic goals, SEW, as well as the owner-manager utility 

function.  As far as it is known, this has not been done yet. The implications of the model must be 

in accordance with extant family firm literature in order to provide evidence that it is possible to 

build “coherent” formal models juxtaposing the microeconomic theory and the SEW approach. 

 The second specific objective is, based on the literature review and the previous conceptual 

proposal and formal model, to propose a complementary definition of SEW in order to expand and 

enrich the SEW concept. In general, SEW is conceptualized from a psychological and sociological 

perspective, and recently from a socio-psychological perspective (Jiang et al., 2018). 

 The first and the second specific objectives address the following research questions: 
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 Can a conceptual proposal and a formal model contribute to explain family firm’s behavior 

regarding the allocation of resources in economic and non-economic goals in order to maximize 

the owner-manager utility function?  From a microeconomic perspective, is it possible to develop 

theoretical foundations in order to enrich and expand the concept of SEW? From a microeconomic 

perspective, is it possible to develop theoretical foundations in order to explain the “emotional 

value” of the family firms? 

 The third specific objective of this work is to develop a theoretical proposal and a formal 

model to contribute to explain financing decisions in family firms. This model is an attempt to 

bridge the pecking order theory and the SEW approach. The implications of the model must be in 

accordance with extant and preponderant family firm literature about financing decisions in order 

to provide evidence that it is possible to build “coherent” formal models juxtaposing a traditional 

financing theory (pecking order theory) and the SEW approach. 

 This third specific objective addresses the following research questions: What is the role 

of SEW in a family firm’s financing decisions? Can a theoretical proposal and a formal model, 

combining the pecking order theory and the SEW approach, contribute to explain the role of SEW 

in family firm’s financing decisions?  

 The fourth and last specific objective is to provide empirical evidence and stylized facts 

about the pecking order theory in family firms with respect to non-family firms in emerging 

markets, by using conventional regression models that test the pecking order theory, moderating 

by business risk and performance hazard and controlling for debt capacity. This fourth specific 

objective addresses the following research question: Do family firms follow the pecking order 

theory with and without the limitation of debt capacity in emerging markets? 
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1.3. CONTRIBUTIONS 

 Several authors criticize the use of formal models in order to explain family firm’s 

behaviors. These authors affirm that formal models, which are built using some classical 

assumptions of economics such as “economic rationality”, utility maximization, and prefect 

markets, offer results which are not observed in real life (Barton & Gordon, 1987; Barton & 

Matthews, 1989; Koropp et al., 2013; Michaelas et al., 1998). This thesis challenges such assertion. 

In this sense, the first contribution of this thesis is to provide evidence that it is possible to use 

together assumptions of rationality and utility maximization from economical science and the 

SEW approach in order to show theoretical and/or empirical behaviors of family firms regarding 

performance decisions, through the building of a formal and mathematical model. The results and 

prediction of this model are overall in accordance with family firm’s behaviors or decisions show 

in family business literature and observe empirically.    

 The second contribution Moreover, this model provides contributions to the literature by 

providing extra guiding theoretical explanation for perceived family firm total value in the eyes of 

the owner-manager from a microeconomic and utility theory perspective. This perceived family 

firm total value includes subjective value beyond the merely financial or economical value.   

 It is important to mention that the concept of Socioemotional wealth has been generally 

approached from the perspective of psychology, sociology and recently from social psychology 

(Jiang et al., 2018). In this regard, the third contribution of this thesis is to define SEW from a 

microeconomic and utility theory perspective together with the endowment theory and possession 

attachment, thus, complementing and enriching the previous definitions.   

 The fourth contribution of this thesis is to make a theoretical proposal and a formal model 

that shed additional light on why family firms would follow the pecking order in their financing 
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decisions. This model challenges again the assertion that formal models offer results and 

inferences that are not observed in real life (Barton & Gordon, 1987; Barton & Matthews, 1989; 

Koropp et al., 2013; Michaelas et al., 1998). In this regard, this model provides contributions to 

the literature by providing extra guiding theoretical explanation for financing decisions in family 

firms and by developing theoretical linkages with the pecking order theory and the Socioemotional 

wealth approach: The Socioemotional Wealth – Pecking Order Theory.   

 The final contribution of this thesis is to carry out an empirical analysis, using data from 

Peruvian, Chilean and Colombia public firms, in order to provide empirical evidence about the 

statistical relationship between family firms’ financing decisions and the pecking order theory in 

emerging countries. It is necessary to highlight that, to our knowledge, the statistical relationship 

between decisions to issue debt or capital and Socioemotional wealth, moderating by business risk 

and performance hazard, controlling by debt capacity, and operationalizing Socioemotional wealth 

with the issuance or not of equity, has not been empirically tested. The results shows that at least 

in these emerging markets, overall family businesses follow The Socioemotional Wealth – Pecking 

Order Theory.   

   

1.4. ORGANIZATION OF THE STUDY  

 Given the importance that SEW has gained in recent years as a variable that has the 

potential to develop into a theory in order to have a better understanding of family firms (Berrone 

et al., 2012; Dehlen, 2013; Zellweger et al., 2012; Zellweger & Dehlen, 2012), overall this 

document revolves around this concept. As it has mentioned previously, the general objective of 

this thesis is to study the role of SEW in the financial performance, utility maximization, family 

firm value, and financing decisions of family firms. The general objective is approached through 



 

47 
 

the different chapters to be developed in this thesis. In this regard, in order to better understand the 

role of SEW in these different financial aspects in family firms, this document is divided into the 

following chapters. 

 Chapter 1, “Introduction”, presents the importance of the topic, describes important 

concepts about the topic, and presents objectives, research questions, and contributions of the 

thesis. Overall, the following literature review will present the most important literature on the 

theories, concepts, and variables related to family firms, Socioemotional wealth, and financing 

decisions, which are very relevant in order to argue in favor of and develop theoretical proposals, 

formal models, and hypothesis about performance and financing decisions in family firms to be 

presented in the following chapters. 

 Chapter 2, “Literature review”, presents a review that revolves on: i) the definition of 

family firm and its relationship with SEW, ii) the SEW and its relationship with family firm value, 

ownership and control, utility and prospect theory, and financial performance, and iii) the potential 

combination of the SEW approach and the pecking order theory.  

 To some extent, this chapter addresses the issue of reconciling or combining not only the 

SEW approach and the pecking order theory, but also the apparent totally different rationality 

between classic economic theory (economic rationality) and “irrationality” followed by family 

firms, for instance as pursuing to achieve non-economic goals and SEW. Likewise the chapter sets 

out the conceptual bases to enrich and expand the definition of SEW.  

 Finally, this chapter argues in favor of the possibility to build formal models of owner-

manager´s utility maximization and financing decisions whose implications are in accordance with 

extant and generally accepted family firm literature. The first formal model is related to the role 

of SEW in some financial performance decisions and behaviors in family firms; while the second 
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model is related to the role of SEW together with the pecking order theory in order to explain 

financing behaviors in family firms. 

 Chapter 3, “SEW, Family Utility Function, And Firm Total Value”, based on the literature 

review and using assumptions and fundamentals of utility theory and the SEW approach, builds 

04 versions of a formal model. Moreover, mathematical methods are used such as total and partial 

differentiation (comparative statistics) and graphical analysis, which are used traditionally in 

microeconomic analysis. This model seeks to give a complementary and additional theoretical and 

formal support to "rationality" and certain behaviors observed in family firms that have been 

widely discussed in the academic literature. In that sense, the model would help to explain why 

family firms not only pursue economic goals but seem to pursue non-economic goals more 

vigorously, wherewith they do not necessarily maximize their financial performance but rather 

their utility function. In addition, based on microeconomic theory, this chapter offers additional 

theoretical support on the perceived value of the family firm by the owner-manager.   

 Then, based on the literature review and the previously built model, a definition of SEW 

that complements the extant SEW´s definitions is proposed. This proposed definition also seeks to 

enrich the concept of SEW, adding concepts and assumptions of microeconomic theory in general 

and utility theory in particular.    

 After that, the implications of the models are contrasted with some previous empirical 

studies about the issue and the results of the theoretical proposal and the formal model are analyzed 

and discussed.       

 Finally, it is carry out an analysis and discussion of the role of the prospect theory in the 

model and the implications of changes in the reference point in family firm financial performance 

decisions and their utility maximization behavior.  
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 Chapter 4, “The Socioemotional Wealth – Pecking Order Theory”, based on the literature 

review and on the conceptual proposal and the formal model developed in Chapter 3, and drawing 

on the SEW approach and the pecking order theory, builds a financing model called “The 

Socioemotional Wealth – Pecking Order Theory” to contribute to explain why family firms would 

follow the pecking order in their financing decisions. This model is the result of juxtaposing a 

traditional financial theory (the pecking order theory) and the concept of SEW which emerge from 

the family firm literature. Next, the findings of the model and its implications are presented, 

discussed and contrasted with some previous empirical studies. Finally, the results of the 

theoretical proposal and the formal model are analyzed and discussed. 

 Chapter 5, “The SEW – Pecking Order Theory: Empirical Evidence”, based on the 

literature review and the theory and formal model which were developed in the chapter 4 (the 

Socioemotional Wealth – Pecking Order Theory), proposes different hypothesis about financing 

decisions in family firms. Then, the research methodology, variables, methods, regression model 

formulas, and empirical results are presented.  

 Through an empirical study of 340 public companies from emerging countries listed on the 

respective stock exchanges of Lima (Peru), Santiago (Chile), and Bogota (Colombia), using data 

for the 2014-2018 period, it was found in general (partially in some models) that family firms 

would strongly follow the pecking order theory and to a higher degree than non-family firms, even 

controlling for debt capacity. This would also be due, at least in part, to the existence of the 

Socioemotional wealth value. Likewise, it is observed that the business risk and performance 

hazard affect family firms more than these variables affect non-family firms in their financing 

decisions. 
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 Lastly, Chapter 6, “General conclusions”, presents the general conclusions, contributions, 

limitations and future research of the thesis. It is discussed the general conclusions, contributions, 

limitations, and future research of the conceptual proposals and formal models presented in 

Chapters 3 and 4 and of the empirical findings contained in Chapter 5. 
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2.1. DEFINITION OF FAMILY FIRMS  

 Even though it is widely accepted that family businesses are unique entities, the family 

business literature continues without having a widely accepted definition of family business (Chua 

et al., 1999). The definition of family firm is an ongoing topic among family firm researchers and 

is an important source of discussion among scholars in the topic. It is very difficult to reach 

consensus on what a family firm is; for this reason, a variety of definitions of family business have 

been used in different studies (Kontinen & Ojala, 2010; D. Miller et al., 2007; Zellweger et al., 

2010). Indeed, researchers do not even agree on whether the firm or the family should be the unit 

of analysis (Chrisman et al., 2005).  

 Nowadays, there is no consensus on a definition of family firm that is generally accepted 

by researchers (Chrisman et al., 2005; Littunen & Hyrsky, 2000); in general, businesses have been 

classified as family firms based on ownership, governance, family involvement in management, 

succession, or a combination of these issues (e.g. Astrachan et al., 2002; Berrone et al., 2010; 

Gomez-Mejia et al., 2010; Holt et al., 2010; Klein et al., 2005). However, this operational 

definition of family firm seems to be insufficient to characterize them.   

 Indeed, researchers have employed multiple criteria to define a family firm, such as 

ownership, management, directorship, self-identification, multiple generations, and intra-family 

succession intention. Moreover, multiple criteria have been used to divide artificially and 

dichotomously a sample of firms into family and non-family firms (Astrachan et al., 2002; Chua 

et al., 1999; De Massis et al., 2012). Even though researchers have recognized the heterogeneity 

of family firms and the convergence of their definition, they still need to delineate the underlying 

definition that they used in order to facilitate dialogue and comparisons within studies and to allow 

subsequent research to build on previous work (De Massis et al., 2012).     
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 Next, a brief discussion will be held on the importance of defining the family firm and on 

the evolution that the definition of family firm has undergone, finally relating the concept of family 

firm to the concept of SEW. 

 It is important to standardize the concept of family firm in order to have comparable and 

understandable research on family firms, to integrate family firm theory, to find appropriate group 

comparisons, to derive relevant statistics (Astrachan et al., 2002; Kontinen & Ojala, 2010; Shanker 

& Astrachan, 1996; Smyrnios et al., 1998), and to be considered as a topic of serious research 

(Klein et al., 2005). Moreover, it is very important to have a definition of family firm to help us 

identify family firms as unique and distinct entities that make them a field worthy of independent 

study (Chua et al., 1999). It is also important to not only differentiate between family and non-

family firms but also to differentiate one type of family firm from another type; unfortunately, 

there is not yet a definition that captures the distinction between them (Astrachan et al., 2002).    

 The first definitions of family firms dealt with concepts focused on business, setting aside 

family influence; later, the existence of reciprocal relationships between family and business was 

brought up (Astrachan, 2003). Researchers initially adopted an operational definition of family 

firm based on family involvement, which is easy to operationalize and includes a combination of 

ownership, governance, management, and even the existence of family successors or 

transgenerational succession (Astrachan et al., 2002; Chrisman et al., 2005, 2012; Chua et al., 

1999); nevertheless, this approach has significant problems dealing with the distinction between 

family and non-family firms. Unfortunately, the components of family involvement, such as 

ownership, management, and governance, do not distinguish between family and non-family firms 

with similar levels of family involvement when one of them considers itself to be a family firm 

and the other one does not (Chua et al., 1999).    
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 Despite that seemingly there is a general agreement that a family firm is one which is 

owned and managed by a nuclear family, researchers have recognized the necessity to differentiate 

between operational definition (identifying the observable and measurable characteristics that 

differentiate a family business from a non-family business) and theoretical definition 

(distinguishing family business from non-family business based on a conceptual foundation) in 

order to study family firms (Chua et al., 1999). In this regard, Chua et al. (1999, p. 25) taking into 

account that the nature of a family firm must transcend the family involvement in ownership and 

management, and based on the essence of a family firm (vision and intention), propose the 

following definition:  

 "The family business is a business governed and/or managed with the intention to shape 

and pursue the vision of the business held by a dominant coalition controlled by members 

of a same family, or a small number of families, in a manner that is potentially sustainable 

across generations of a family or families."  

 This definition includes two essential characteristics: i) the intentions and vision are 

instituted by the dominant coalition, which is in turn controlled by members of the family, and ii) 

the potential transgenerational sustainability of that vision for the business to continue operating 

as a vehicle to achieve a future state and position of the family; these characteristics distinguish 

family and non-family firms (Chrisman et al., 2010, 2012; Chua et al., 1999). This definition of 

family firm implies that it is sufficient that the family or a small number of families controls the 

dominant coalition; however, it is not necessary that the family have the ownership control (Barnett 

& Kellermanns, 2006; Chrisman et al., 2010, 2012; Chua et al., 1999). In this approach, vision 

means a notion of a better future for the family (a future achieved by using the firm as a vehicle) 
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and intention means the desire and behavior of the dominant coalition to shape and pursue the 

vision, potentially across generations of the same dominant coalition (Chua et al., 1999). 

 The authors also argue that a theoretical definition of family business must be based more 

on the essence of family influence than on the components of family involvement because what 

really differentiates a family business from a non-family business is its behavior (Chrisman et al., 

2010, 2012; Chua et al., 1999); however, it is important to highlight the relevance of the 

components of family involvement because ownership, governance, management, and succession 

influence goals, strategies, and structure that make the vision possible to be pursued. 

 A definition of family firm should be transparent, not ambiguous, modular, and its 

operationalization should be effective and permit the accomplishment of valid and reliable 

research works and results; furthermore, the intention to artificially dichotomize family from non-

family business creates more problems (Astrachan et al., 2002). In this vein, Astrachan et al. 

(2002), proposing that there are discrete and particular characteristics of a business that are more 

accurately measured on a continuous scale, developed the Family Power Experience Culture Scale 

(F-PEC) to capture and measure family involvement and the extent of family influence on the 

business (Astrachan et al., 2002; Chrisman et al., 2010, 2012). In this proposal, what can be 

considered a family firm? Or in the words of  Klein et al., (2005, p. 323) “What makes a business 

a family firm? Our answer is the influence of the owning family”.   

 The F-PEC consists of three subscales: power (ownership, governance, and management), 

experience (the generation of ownership in management and on the governance board, and the 

number of family members involved in the firm), and culture (overlap between family values and 

business values, and family business commitment) (Astrachan et al., 2002). In some way, it can 

be noticed that the operational definition of family business (family involvement) is captured in 
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the power subscale. The F-PEC Scale has demonstrated some levels of reliability and validity (Holt 

et al., 2010; Klein et al., 2005). 

 Another theoretical manner to understand, define, and distinguish family firms from non-

family firms comes from the concept of “familiness” and the resource-based view theory 

(Habbershon et al., 2003; Habbershon & Williams, 1999). In sum, they propose that, according to 

the resource-based view of competitive advantage, family firms should be distinguished by the 

presence of unique, idiosyncratic, and synergistic resources and capabilities that emerge from 

family involvement and interactions among family members and their behavior. The authors define 

the bundle of resources that are distinctive to a firm as familiness (Habbershon et al., 2003; 

Habbershon & Williams, 1999; Klein et al., 2005); however, for other authors, familiness is 

essentially an expression of  degrees of interaction among the family, the firm, and the 

management (more overlap of these, more familiness) (Rutherford et al., 2008). Actually, family 

involvement, according to this proposal, can generate unique resources and capabilities for family 

firms in order to have competitive advantages, returns, and economic rents (wealth creation) (Holt 

et al., 2010). As can be noticed, Habbershon et al. (2003) limited the scope of their approach by 

focusing mainly on wealth creation (economic goal); in this regard, it was proposed to expand the 

scope of this perspective by adding non-economic goals and value creation (Chrisman, Chua, & 

Litz, 2003). 

 Chrisman et al. (2005), recognizing the existence of two approaches, operational 

perspective (family involvement) and theoretical perspective (family essence), and discussing the 

convergence of family firm definition, proposed that the theoretical definition is a more complete 

and better definition because the essence approach is based on the belief that the components of 

involvement are necessary but not sufficient conditions (Chrisman et al., 2005, 2010, 2012). It is 
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also argued that the agency theory and the view of resource-based theoretical perspectives can 

explain the distinctiveness of family firms. In this connection, the agency theory bases this 

distinctiveness on altruism and entrenchment while resource-based view bases this distinctiveness 

on the idea that family involvement may create differences in the performance of family and non-

family businesses due to resources and capabilities that make family business unique. However, 

the authors criticize that both perspectives are based on the assumption that family businesses only 

pursue economic goals; in that sense, they suggest that both theoretical frameworks need to work 

with the more realistic assumption that family businesses pursue both economic and non-economic 

goals, which ultimately affect family firm behavior (Chrisman et al., 2005, 2012; Chua et al., 

1999). 

 As we mentioned previously, it is absolutely relevant that a theory of family firm be able 

to differentiate family from non-family firms. In this regard, based on the behavioral and 

stakeholder theories, Chrisman et al. (2012) argue that the goals adopted by a family firm, which 

are not only economic but also family-centered non-economic goals, will be influenced by family 

involvement and family essence; it means that these non-economic goals could eventually 

influence firm behaviors. In this respect, it is proposed that a greater emphasis on non-economic 

goals may be the characteristic that differentiates family from non-family firms, taking into 

account that family firms pursue non-economic goals at least more heavily than non-family firms 

do (Chrisman et al., 2012; Gomez-Mejia et al., 2011; Sharma et al., 1997; Zellweger & Dehlen, 

2012). According to Gomez-Mejia et al. (2011; p. 654), “Most of the literature noted above has 

stressed the role of non-economic factors in the management of the firm as the key distinguishing 

feature that separates family from other organizational forms.” 
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 In this line of reasoning and under the realistic assumption that family firms make decisions 

to not only maximize financial returns but also to pursue non-economic goals, the concept of SEW 

emerges as a promising theoretical framework to explain family firms issues, behavior, and 

activities (Dehlen, 2013). SEW is defined as the “non-financial aspects of the firm that meet the 

family´s needs, such as identity, the ability to exercise family influence, and the perpetuation of 

the family dynasty” (Gomez-Mejia et al., 2007, p. 106).  

 There are different sources listing a variety of forms that involve SEW such as the ability 

to exercise authority, the satisfaction of needs for belonging, the perpetuation of family values 

through the business, the fulfillment of family obligations based on blood ties rather than on strict 

criteria of competence, the opportunity to be altruistic to family members, receiving recognition 

due to generosity from community, having personal prestige in the community and society, and 

the sense of pride and preservation of the “good name” for current and future generations, which 

are all part of non-economic utilities or SEW (Corbetta & Salvato, 2004; Kepner, 1983; Kets de 

Vries, 1993; M. Lee & Rogoff, 1996; Schulze et al., 2003b; Stafford et al., 1999; Tagiuri & Davis, 

1996; Westhead et al., 2001).  

 Taking into account the assumption that family firms make decisions to not only maximize 

financial returns but also to pursue non-economic goals and preserve SEW, while discussing the 

definition of family firm, Dehlen (2013, p. 5) posits that “Offering a multi-dimensional framework, 

SEW opens up a broader definitional spectrum for family firms. This broader spectrum may 

facilitate a richer analysis of family firms.”  

 Therefore, regarding the definition of a family firm, it is necessary to include particular 

behaviors and intentions (goals) as sources of distinctiveness of a family firm from a non-family 

firm (Chrisman et al., 2005). In this regard, Chrisman et al. (2003, 2005), Chua et al. (1999) and 
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Habbershon et al. (2003) suggest that a family firm exists because of the economic and non-

economic value created by combining family and business systems, thereby creating utilities for 

members of the family and shaping their behaviors and decisions.  

 In summary, the debate about what a family firm is from an operational and a theoretical 

point of view is still open; however, the involvement and essence approaches seem to be 

converging (Chrisman et al., 2005; De Massis et al., 2012). Likewise, because the pursuit of non-

economic goals and of the preservation of SEW by family firms would explain the distinctive 

behavior and activities in family firms, SEW may be a theoretical framework to help us not only 

differentiate family from non-family businesses but also to define family firms and to understand 

their behavior (De Massis et al., 2012). What would mainly differentiate a family firm from a non-

family firm is the existence of SEW. In this connection, the process of decision-making such as on 

financing decisions and capital structure in a family business may be influenced by SEW.   

 

2.2. AGENCY PROBLEMS AND FINANCIAL PERFORMANCE  

 Chrisman et al. (2005, 2012) argue that the agency theory perspective can explain the 

distinctiveness of family firms based on altruism and entrenchment which result in agency 

problems that impact on financial performance in family firms. Scholars criticize that this 

perspective, the agency theory, is based on the assumption that family firms only pursue economic 

goals; in that sense, they suggest that this theoretical framework needs to work with the more 

realistic assumption that family firms pursue both economic and non-economic goals, which 

ultimately affect family firm behavior and financial performance (Chrisman et al., 2005, 2012; 

Chua et al., 1999). Under the realistic assumption that family firms make decisions to not only 

maximize financial returns but also to pursue non-economic goals, the concept of SEW emerges 
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as a promising theoretical framework to explain family firm issues, behavior, and activities 

(Dehlen, 2013), such as financial performance decisions. In this regard, the decision-making 

process that impact on the financial performance in family firms may be influenced by SEW. 

 Regarding the agency theory, this theory is very relevant in helping us address the 

individual-level behaviors and firm-level governance mechanisms that predict the performance of 

firms, in general, and of family firms, in particular. This theory has been used to study different 

disciplines such as accounting, economics, finance, marketing, organizational behavior, and so on 

(Eisenhardt, 1989). Specifically, the development of the agency theory (Jensen & Meckling, 1976) 

has substantially contributed to the study of family firms (Chrisman et al., 2010, 2012). However, 

inversely, family firm researchers have not only enriched the development of the agency theory 

by giving insights into this theory but also expanded theoretical boundaries by highlighting agency 

problems and conflicts of interest in family firms (Madison et al., 2016; Xi et al., 2013). 

 An agency relationship is a contract in which a party (the principal) engages another one 

(the agent) to perform some service or work on his or her behalf which implies delegating some 

authority to the agent to make decisions. Agency costs occur when the parties, who are assumed 

to be utility maximizers (utility derives from a combination of pecuniary and non-pecuniary 

benefits), have different goals and divisions of labor (Chrisman et al., 2012; Eisenhardt, 1989; 

Jensen & Meckling, 1976; Madison et al., 2016; Xi et al., 2013). The agency theory, assuming 

self-interest individuals, questions whether a company manager always acts in the interests of 

shareholders or has an opportunistic behavior by pursuing his or her own interests due to the 

separation of ownership and management (Berle & Means, 1932).   

 According to Eisenhardt (1989), the agency problems can arise in two forms: adverse 

selection and moral hazard. While adverse selection refers to the misrepresentation of skills and 
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abilities by the agent, moral hazard refers to the lack of effort by the agent. In order to control or 

mitigate the adverse selection problem, principals have to incur higher search and verification 

costs, while in order to control or mitigate the moral hazard problem, principals must establish 

appropriate incentives for the agent and governance mechanisms to monitor his behavior and 

decisions. Precisely, the costs incurred by these activities in order to control or mitigate agency 

problems are called agency costs (Jensen & Meckling, 1976). 

 Then, the agency theory, rooted in economics, assumes opportunistic self-interested or self-

serving behavior instead of other-serving behavior, bounded rationality of people, information 

asymmetry, and goal conflict, which would motivate principals to implement governance 

mechanisms to monitor and control agents and attempt to align an agent´s behavior with the 

principal´s interest, thereby incurring in agency costs (Eisenhardt, 1989; Madison et al., 2016; 

Westhead & Howorth, 2007). Jensen & Meckling (1976) define agency cost as the sum of the 

monitoring expenditures by the principal, the bonding expenditures by the agent, and the residual 

loss owing to divergent interest and contracting imperfection.  

 From this perspective, the agency theory is concerned with resolving two agency problems. 

The first one arises when the goals of the principal and the agent are in conflict and it is difficult 

or expensive to verify what the agent is doing for the principal because of asymmetric information. 

The second one is the risk sharing problem that arises when principal and agent have different 

perceptions or attitudes toward risk (Eisenhardt, 1989).  

 Although Jensen & Meckling (1976) mention that their work confines their attention to 

only a small part of this problem (the agency cost generated by the contracts between owners and 

top managers of corporations or pure agency relationship), their seminal paper discusses not only 

contracts between owners and CEOs (managers) but also the agency cost between owner-managers 
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and outside or potential shareholders (the agency cost of outside equity) and between owner-

managers and potential bondholders associated with the existence of debt claims (the agency cost 

of debt). Potential shareholders and bondholders (outsiders) bear all the cost but do not share 

proportionally in the consumption of non-pecuniary benefits by the owner-manager (Chrisman et 

al., 2012), so that prospective minority shareholders and bondholders will include in the price 

which they pay for shares and bonds the monitoring cost and the effect of the divergence between 

manager´s interest and goals and theirs.  

 Jensen & Meckling (1976) also state that the success of publicly-held business 

corporations, reflected in the growth of its use as corporate form and of its market value despite 

its separation of ownership and control and the consequent inherent agency costs, is based on the 

complex set of contracting relationships (law and sophisticated contracts) which can be considered 

as external and internal governance mechanisms delineating the rights of the involved parties 

(Schulze et al., 2002). The external control mechanisms come from the operation of efficient 

markets such as capital, product, and factor markets, whereas the internal control mechanisms 

come from board of directors, incentive compensation system, auditing, formal control systems, 

budget restrictions, and so on (Fama, 1980; Fama & Jensen, 1983b; Jensen, 1993; Schulze et al., 

2002).  

 In this regard, traditional agency theory proposes to separate management decisions from 

ownership and control in order to confront agency problems in complex organizations. In this 

sense, (Fama & Jensen, 1983b) argue that the efficiencies gained due to separation of residual 

claimants from decision-makers exceeds the costs owing to the benefits of more efficient 

decisions, thanks to specialization and willingness to accept risk because of unrestricted risk 

sharing (diversification from a portfolio point of view). Jensen & Meckling (1976), Fama & Jensen 
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(1983), and Jensen (1993) posit some external governance mechanism to reduce agency cost in 

publicly-held firms. For example, efficient capital markets reduce the monitoring cost by reflecting 

firm performance in the share price and the overinvestment problem by providing liquidity and the 

possibility of distributing the firm´s risk among a large number of shareholders, thereby reducing 

systematic risk. Likewise, competitive labor markets make it easier and less expensive to recruit 

qualified applicants and reduce the threat of adverse selection due to asymmetric information 

(Fama, 1980).  

 In contrast, traditional agency theory posits that in non-complex organizations, such as 

closed family firms,  an efficient mechanism to confront agency problems is to allocate 

management, control, and ownership to one or few agents so that relevant information for making 

decisions is concentrated in just one or few agents (Fama & Jensen, 1983b). Furthermore, this 

theory predicts that in private family firms the shareholder-manager agency conflict and costs are 

expected to be minimal or near to zero since the responsibilities of owner and manager fall on the 

same person (Steijvers & Voordeckers, 2009). It also implies that in the case of a combination of 

ownership, management, and control by the owner-manager, the concentration of ownership 

would be efficient. 

 According to Schulze et al., (2002), the claim that owner-management eliminates agency 

costs is based on two assumptions: most agency costs originate from the separation of ownership 

and control and the costly control mechanisms used by non-owner-managed firms are efficiently 

substituted by owner-management. For many years, agency problems were overlooked in family 

firms due to their unified ownership and management and the subsequent assumption that interests 

and goals are aligned, thus making monitoring and control unnecessary (Chrisman et al., 2004; 

Fama & Jensen, 1983b; Jensen & Meckling, 1976). Accordingly, owner-management should 
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substitute for the expensive controlling and monitoring mechanism that non-owner-managed 

companies use to limit or avoid agency problems (Schulze et al., 2001, 2002, 2003b).  However, 

nowadays there is an ongoing debate on whether private family firms incur in higher or lower 

agency costs because private ownership and owner-management may expose privately-held, 

owner-managed firms to agency problems and costs that were ignored by Jensen and Meckling 

(1976) and Fama and Jensen (1983) (Chua et al., 2011; Schulze et al., 2001, 2002, 2003a, 2003b; 

Steijvers & Voordeckers, 2009; Xi et al., 2013). In this regard, in recent years family firm scholars 

have highlighted and studied non-traditional agency problems in family firms, such as self-control, 

asymmetric altruism, and executive entrenchment (Chrisman et al., 2010, 2012; Madison et al., 

2016; Xi et al., 2013). 

 In general, researchers have tried to determine whether the concentration of ownership in 

the hands of a family, as a mechanism to mitigate agency problems, results in superior financial 

performance; by this, they would prove if concentrated ownership and owner-management lead to 

a zero or at least a minimum agency cost between owners and managers (Fama & Jensen, 1983b; 

Jensen & Meckling, 1976; Steijvers & Voordeckers, 2009). 

 In this regard, there have been several studies providing evidence that family firms have a 

better financial performance than non-family firms. For instance, it is found that publicly-traded 

family firms outperform publicly-traded non-family firms (Anderson & Reeb, 2003; Villalonga & 

Amit, 2006). Villalonga & Amit (2006) find that family ownership creates value only when the 

founder serves as CEO of the family firm or as chairman with a hired CEO; however, when 

descendants serve as CEOs, firm value is destroyed, suggesting that the classic owner-manager 

conflict in non-family firms is more costly than the conflict between family and non-family 

shareholders in founder-CEO firms.  
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 Daily & Dollinger (1992) suggest that family owned and managed firms show better 

performance than do non-family firms as a result of the unification of ownership and control. 

Analyzing 275 German exchange-listed companies, it is posited that family firms are not only 

more profitable than widely-held firms but also outperform companies with other types of block 

holders in firms in which the founding-family is still active either on the executive or the 

supervisory board (Andres, 2008). Regarding non-quoted family firms, it is also posited that family 

firms outperform non-family firms (Poutziouris, 2011; Poutziouris et al., 2002).  

 Chrisman et al. (2004) in an exploratory study and based on a study of 1,141 small 

privately-held U.S. family and non-family firms, suggest that not only agency problems exist in 

family firms but also the overall agency problem in family firms could be less serious than in non-

family firms. 

 According to Carney (2005), family-controlled firms’ competitive advantage arises from 

their system of corporate governance; in this regard, systems of corporate governance would 

embody incentives, authority patterns, and norms of legitimation that generate particular 

organizational propensities to create competitive advantages and disadvantages. The impact of a 

family’s control rights over a firm’s assets generates three dominant propensities (parsimony, 

personalism, and particularism) that give advantages to facilitate the creation of value in family 

firms in scarce environments (Carney, 2005).   

 Additionally, there are several works to suggest that family firms outperform non-family 

firms, yet some of them suggest that this occurs only when the founder is still involved in 

operations (e.g. González et al., 2012; McConaughy et al., 1998, 2001; Wagner et al., 2015). 

 Even though there is evidence that the concentration of ownership results in a better 

performance by family firms, this is far from a consensus among researchers (González et al., 
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2010; Mazzi, 2011; O’Boyle et al., 2012). In this regard, using a cross-sectional sample of 371 

Fortune 500 firms in 1980 and Tobin´s Q ratio as a proxy for market valuation of the firm’s assets, 

it was found that performance initially improves as board ownership increases from 0% to 5%, 

decreases as ownership rises from 5% to 25%, and finally increases but much more slowly as board 

ownership rises above 25%. Moreover, it was found that family management has a negative 

relationship with performance in older firms (more than 50 years), but the opposite effect in 

younger firms (Morck et al., 1988).  

 With respect to non-quoted family firms, similarly the results are not only scarce but also 

ambiguous (Zellweger, 2006). For instance, running regression analyses on data drawn from 620 

privately-held family firms in Italy, it is suggested that in privately-held firms the positive effects 

that were previously associated with the presence of family managers do not appear to compensate 

for the disadvantages deriving from a non-monetary (non-economic) goal orientation, for the costs 

deriving from the need to solve conflicts between family managers, and for the impossibility of 

enlarging the company’s social and intellectual capital through the employment of non-family 

managers (Sciascia & Mazzola, 2008). Likewise, family firms were found to have a similar 

performance and also a lower return on sales as compared to non-family firms in Spain (Gallo et 

al., 2000; Gallo & Vilaseca, 1996). This suggests that there is a trade-off between economic goals 

and non-economic goals. Initially, over a period of time, a family firm can allocate financial 

resources to economic and non-economic goals without having to prioritize between them. But it 

will get to a point at which the owner-manager has to decide whether to allocate financial resources 

to economic or non-economic goals in order to maximize the utility function but not neccesarily 

the cash flow or the profit (financial performance), ceteris paribus. 
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 It is evident that further research on the link between family firms and firm performance is 

needed in order to better understand this issue (Mazzi, 2011; O’Boyle et al., 2012), because the 

evidence is inconclusive (Rutherford et al., 2008). On the one hand, empirically these contradictory 

results may be a consequence of how performance and family involvement are measured and how 

family firms are defined; on the other hand, theoretically this suggests that the relationship is 

complex and very likely to be moderated or mediated by factors not included in the analysis 

(Chrisman et al., 2012).      

 Owing to mixed results, it seems to be that family involvement in a firm has the potential 

to both increase and reduce financial performance due to benefits and agency costs and, as a 

consequence of this, it is suggested that family businesses are not immune to agency problems 

(Chrisman et al., 2004). It also seems to be obvious that a family business faces agency costs that 

can arise from different sources (Chrisman et al., 2004). Apparently, there are several agency 

issues particularly experienced by family firms, such as the owner-manager agency problems, 

owner-bondholder agency problems, minority-majority owner problems (non-family-family 

shareholder relationship), that deserve a deeper analysis and discussion (Zellweger, 2006). 

 It is important to discuss what issues create or exacerbate agency problems in family firms 

that would eventually impact on their financial performance. Although originally agency problems 

were not expected in family firms because ownership and control fall on the same person (owner-

manager), as mentioned before, family firm scholars have highlighted previously non-traditional 

and overlooked agency problems such as asymmetric altruism, self-control, executive 

entrenchment, and even the pursuit of non-economic goals by owner-managers (Block, 2012; 

Eddleston et al., 2008; Eisenhardt, 1989; Gomez-Mejia et al., 2001; Madison et al., 2016; Schulze 

et al., 2001, 2003a, 2003b). 
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 With respect to altruism, for many years psychology has assumed that human beings are 

social egoists, caring exclusively for ourselves. However, recent evidence in support of the 

empathy-altruism hypothesis suggests a very different view: it suggests that not only human beings 

care for others but also that, when they feel empathy for others in need, they are capable of caring 

for them without any expectation of external reward (Batson, 1990). Economists in general model 

altruism as a utility function in which the welfare of an individual is positively related to the 

welfare of the others (Bergstrom, 1989), implying that his or her efforts to maximize his or her 

own utility allow him or her to satisfy at the same time both altruistic and egoistic preferences 

(Zellweger, 2006). Therefore, altruism is self-reinforcing and motivated by self-interest because it 

allows a person to simultaneously satisfy altruistic and egotistic preferences (Lunatti, 1997). 

 Altruism can positively impact family firm performance in different ways such as fostering 

loyalty and commitment among family members and between the family and the firm, promoting 

a bond among the family members, and facilitating communication, cooperation, and decision-

making (Daily & Dollinger, 1992; Simon, 1993; Zellweger, 2006). In contrast, altruism can also 

create or exacerbate agency problems that are expensive to control or mitigate; for instance, 

altruism encourages parents to be generous, thereby causing their offspring to free ride or to shirk 

responsibilities (Zellweger, 2006). 

 Schulze et al. (2001), introducing the problems of altruism and self-control into family 

business, argue that private ownership and family management expose family firms to agency 

problems. For example, private ownership frees firms from the discipline of markets of corporate 

control, increases the risk of experiencing the self-control problem that arises when owner-

managers have the incentive to take actions that harm not only themselves but also others around 
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them, and increases the threat of adverse selection in the labor markets (Jensen, 1993, 1994; 

Lubatkin et al., 2005; Schulze et al., 2001). 

 Therefore, altruism is very likely to be pronounced in family firms owing to the fact that 

the control over the firm makes it possible for owner-managers to be very generous to their children 

and relatives by providing family members with secure employment, perquisites, and privileges 

that they would not receive in other circumstances or firms (Gersick et al., 1997; Schulze et al., 

2001). It is also suggested that, due to altruism, family agents not only have the incentive to free 

ride and shirk responsibilities, but also have difficulty in monitoring and disciplining these kinds 

of behaviors (Schulze et al., 2001, 2002, 2003b). In the words of Schulze et al. (2001, p.103), 

“Because altruism biases parental perceptions (my kids are such hard workers!), it becomes 

difficult for family agents to take actions that might harm another family member’s welfare.” 

 Schulze et al. (2001, p.101) posit that “Private firms, however, cannot offer prospective 

employees the same terms of employment as public firms.” For instance, private firms cannot offer 

stock options due to the limited liquidity and the unwillingness of family owners to lose ownership 

and control, nor can they offer promotional opportunities for talented employees because such 

positions tend to be occupied or held by shareholders in private firms (Fama & Jensen, 1983b; La 

Porta et al., 1999; Schulze et al., 2001).   

 These inefficiencies imply important costs such as to hire lower quality managers, to face 

increased risk of hiring inferior and/or opportunistic employees, to experiment increasing 

monitoring costs because of inferior compensation and limited promotion opportunities, and in 

general to suffer from self-control problems due to being free from the discipline of competitive 

markets such as capital markets, stock markets, product markets, corporate control markets, and 
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labor markets (Schulze et al., 2001, 2002), all of which eventually impact on financial 

performance. With regard to the self-control problem, Schulze et al. (2001, p.102) state:  

 “Moreover, private ownership reduces external governance and exacerbate the self-

control problems that arise whenever firms are led by a powerful owner-manager, a threat which 

is particularly troublesome when privately held firms are owned and managed by family”. 

 With respect to entrenchment, Jensen & Meckling (1976) state that the cost of deviation 

from the goal of maximizing value declines as management ownership increases, so that there is a 

positive relationship between market value and management ownership (Morck et al., 1988). 

However, there is cost of significant management ownership such as the sacrifice of the benefits 

of unrestricted risk sharing (e.g. to avoid optimal risk reduction through portfolio diversification, 

then to assign lower values to uncertain cash flows, and finally to reduce optimal investment) and 

the specialization of decision functions (Fama & Jensen, 1983b). In this vein, Morck et al. (1988) 

find an inverse U-shape relationship between managerial ownership and firm valuation in a sample 

of U.S. firms. It could be interpreted that a firm’s performance improves with higher managerial 

ownership; however, after a particular point, managers become entrenched, pursuing private 

benefits at the expense of outside shareholders (Claessens et al., 2002).  

 Unlike the situation when a manager owns a small stake, the discipline of markets, such as 

the managerial labor market and corporate control market, may force him or her to make decisions 

in order to maximize corporate value. In contrast, a manager who controls an important fraction 

of the firm´s equity may have the sufficient voting power to guarantee his or her job in the firm at 

an attractive salary. Due to this control, the manager may indulge his personal preference for non-

value-maximizing behavior (Morck et al., 1988). Although entrenchment is not just a result of 

voting power or large ownership (it could be the result of status as a founder, personality, and so 
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on), on average, more ownership allows deeper entrenchment, so that finding effects of strong 

entrenchment would be expected in family firms. 

 It seems that the agency cost of ownership in family firms is not eliminated by family 

owner-management (not separation of ownership and control) because the family governance form 

can result in a misalignment of incentives and goals and in feelings of distributive injustice; 

moreover, in spite of increasing the need for a formal governance mechanism, the form of family 

governance decreases its effectiveness. 

 It is possible to suggest the following conclusions: 

 First, the agency theory to some extent explains the financial performance results in family 

firms.  

 Second, there are contradictory and therefore inconclusive results regarding the financial 

performance of family firms compared to non-family firms. Apparently, it would depend to some 

extent on the trade-off between the benefits and costs of having significant management ownership 

by family owners.   

 Finally, pursuing non-economic goals with more intensity than pursuing economic goals 

might have an impact on the financial performance of family firms. Given the economic and 

competitive environment, resources and capabilities, and even agency problems, the time would 

come when a family firm will have to decide to allocate scarce financial resources to economic or 

non-economic goals, which not only impacts on the firm's financial results but also, and more 

importantly, on the utility function of the family. 
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2.3. UNDERSTANDING THE SOCIOEMONOTIONAL WEALTH APPROACH 

In this section, this thesis presents several definitions, concepts, and theoretical 

relationships between different variables or theories and SEW, in order to use them for building 

theoretical proposals and formal models as well as to support the hypothesis of this research work. 

These relationships permit to lay the foundations in order to explain financial decisions in family 

firms later in this thesis. 

 

2.3.1  DEFINITION AND RELATIONSHIP WITH RELEVANT VARIABLES 

 In the following lines, it is discussed not only the definition and importance of the SEW 

but also its relationship with important variables such as non-economic goals, ownership, control, 

and the utility function of the owner-manager.      

Definition and importance of socioemotional wealth  

 The concept of SEW has had a profound influence on family business theory and research. 

It is important to understand and enrich the concept of SEW because, considering that family firms 

make decisions to not only maximize financial returns but also to pursue non-economic goals, 

hereinafter NEG, and thereby preserving SEW, this concept has emerged as a promising theoretical 

framework to explain family firms issues, behavior, and activities (Dehlen, 2013).  

 SEW preservation is not only a point of reference when making managerial and major 

strategic choices and policy but also the main reference point in family firms (Berrone et al., 2012; 

Gomez-Mejia et al., 2011). However, even though SEW is in general the main reference point for 

family principals when making decisions (financial decisions and policies would not be the 

exceptions), based on the behavioral agency theory it is possible to affirm that the reference point 

can change due to different external threats that confront the family firm (Gomez-Mejia et al., 

2007). To study SEW as the main reference point in decision-making in family firms is very 
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relevant because it would help us understand, for example, how owner-managers make certain 

types of decisions, follow certain types of behavior, when and in which scenarios they could be 

risk-averse or risk-willing, as well as the role of external threats and their consequent changes in 

the reference point. In this regard, Berrone et al., (2012, p. 261) affirm:  

 “Although SEW preservation is the “higher order” reference point for the family principal, 

poor performance acts as an informational clue that alters the family owners’ loss framing. 

Poor performance raises the specter of a dual threat: the prospect of severe financial 

hardship to the family’s standard of living (because the family has most of its patrimony 

deposited in one organization) and the possibility of SEW extinction (because the firm 

might have to be sold, merge with another firm, be taken over by another firm, go bankrupt, 

be liquidated, and the like). Empirical results are consistent with a shifting reference point 

in family-controlled firms but only when the family is forced to reconsider SEW as the 

primary reference point.”  

 The SEW approach is a “homegrown” theoretical formulation within the family business 

field that was built on prior family studies. Unlike other theories "imported" into the field of family 

business and therefore somewhat forced for this field of study, SEW naturally stems from the 

reality of family firms and is anchored in the behavioral agency theory within the management 

field (Berrone et al., 2012).  

 Regarding the concept of SEW, it is possible to infer the nature and concept of SEW 

through the dimensions of the construct called FIBER, proposed by Berrone et al. (2012), in order 

to measure SEW. It includes family control and influence (Klein et al., 2005; M. Lee & Rogoff, 

1996), identification of family members with the firm (Allen & Meyer, 1990; Carlock & Ward, 

2001; Klein et al., 2005; O’Reilly & Chatman, 1986), binding social ties (Berrone et al., 2010; D. 
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Miller et al., 2009; D. Miller & Le Breton-Miller, 2005), emotional attachment of family members 

with the firm (Allen & Meyer, 1990; Carlock & Ward, 2001; Eddleston & Kellermanns, 2007; 

O’Reilly & Chatman, 1986), and renewal of family bonds to the firm through dynastic succession 

(Lee & Rogoff, 1996; Zellweger et al., 2013). The five dimensions of SEW can have a different 

order of importance or weight depending on the preferences of the owner-manager (Cennamo et 

al., 2012).  

 Scholars have given some definitions of SEW. For instance, Gomez-Mejia et al. (2007, 

Pag. 106), based on identity-based rationale and defining SEW (Zellweger et al., 2013), assert that 

SEW refers to “…non-financial aspects of the firm that meet the family´s affective needs, such as 

identity, the ability to exercise family influence, and the perpetuation of the family dynasty.” This 

means that non-financial or non-economic aspects are related to SEW. Similarly, using a more 

“pragmatic and financial” point of view, Zellweger & Dehlen (2012, p. 282) define SEW as “… 

the absolute difference between an owner’s subjective value assessment and the objective market 

value for the ownership stake of a firm.” In this regard, Berrone et al. (2012) conceptualized the 

socioemotional endowment as the affected-related value that a family obtains from its controlling 

position in a firm.   

 Likewise, Gomez-Mejia et al. (2007, p. 108) mention the following “origins” of SEW: 

“The socioemotional wealth of family firms comes in a variety of related forms, including the 

ability to exercise authority (Schulze et al., 2003a), the satisfaction of needs for belonging, affect, 

and intimacy (Kepner, 1983),  the perpetuation of family values through the business (Handler, 

1994), the preservation of the family dynasty (Casson, 1999), the conservation of the family firm's 

social capital (Arregle et al., 2007), the fulfillment of family obligations based on blood ties rather 

than on strict criteria of competence (Athanassiou et al., 2002), and the opportunity to be altruistic 
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to family members (Schulze et al., 2003b)” (Schulze et al., 2003a; Kepner, 1983; Handler, 1994; 

Casson, 1999; Arregle et al., 2005; Athanassiou et al., 2002; Schulze et al., 2003b; as cited in 

Gomez-Mejia et al., 2007). Additionally, it includes fulfilling the need for identification, projecting 

a positive image and reputation of the family, receiving recognition due to generosity from 

community, having personal prestige in the community and society, sense of pride and 

preservation of the “good name” for current and future generations, and enjoying a sense of self 

and identity from the business (e.g. Corbetta & Salvato, 2004; Kets de Vries, 1993; Lee & Rogoff, 

1996; Stafford et al., 1999; Tagiuri & Davis, 1996; Westhead, Cowling, 2001). Furthermore, 

Stockmans et al. (2010), referencing Gomes-Mejia et al. (2007), state that NEGs such as 

maintaining family control, financial independence of the firm, and family harmony are described 

as a family firm’s SEW.  

 All of them (variety of related forms to SEW) might be classified, directly or indirectly, as 

NEGs; thus, this seems to imply to some extent that NEG and SEW are practically the same 

concept. Indeed, sometimes the difference between NEGs and SEW is not well established. 

However, Chua et al. (2015) affirm that the achievement of NEGs produces the SEW, separating 

and relating both concepts. Furthermore, Gomez-Mejia et al. (2007) introduced SEW as a stock of 

NEG benefits, utility, or value (Flows).     

 The importance of SEW in the field of study of family business is shown in different   

academic studies. In this regard, the SEW approach has been used to do research in different 

aspects of family firms such as earning management (Martin et al., 2014; Stockmans et al., 2010), 

stakeholders (Cennamo et al., 2012) environmental performance/Corporate social responsibility 

(Berrone et al., 2010; Labelle et al., 2015), diversification decisions (Gomez-Mejia et al., 2010), a 

firm’s reputation (Deephouse & Jaskiewicz, 2013), earnings quality (Pazzaglia et al., 2013), exit 
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strategies (DeTienne & Chirico, 2013), research and development (R&D) (Gomez-Mejia et al., 

2013), the entrepreneurial orientation-performance relationship (Schepers et al., 2014), 

profitability (Sciascia et al., 2014), initial public offering (IPO) (Kotlar et al., 2018; Leitterstorf & 

Rau, 2014),  CEO succession mechanisms and CEO career horizons (Minichilli et al., 2014; Strike 

et al., 2015), financial wealth and acquisitions (Gomez-Mejia et al., 2015), innovation (Filser et 

al., 2018; D. Miller et al., 2015), compliance (Kabbach de Castro et al., 2017), privatization (leave 

the stock-exchange) (Boers et al., 2017), CEO risk taking (Gomez-Mejia et al., 2017), choice of 

business exit (Chirico et al., 2019), among others. All of these studies reflect the importance and 

relevance of the SEW approach in the field of study of family firms.    

 Another important aspect of SEW is its role as a predictor of particular and distinctive 

family firm behaviors, decisions, and activities (De Massis et al., 2012), that would consist in its 

influence on the decision making process of every aspect of a family firms, including financing 

and capital structure. Apparently, SEW would have a positive role in family firms; however, 

despite the generally apparent "positive" connotation of the concept of SEW, there would be a dark 

side to the SEW. Being the main frame of reference for family firms, SEW can exacerbate the self-

serving behavior, which would explain why some family firms place family needs above those of 

their stakeholders, following a “family first” philosophy (Kellermanns et al., 2012).  

 In sum, SEW is the main reference point when making decisions and has a value for the 

owner of a family firm. This value is more intrinsic than financial gains, its preservation is an end 

in itself, and it is anchored at a deep psychological level among family owners because his or her 

identity is tied to the firm (Berrone et al., 2010). In this respect, based on the behavioral agency 

model, Wiseman & Gomez-Mejia (1998) argue that SEW is a fundamental endowment and the 

main reference point so that a family owner would be willing to accept greater risk to the financial 
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goals if thereby it would prevent losing the SEW endowment; it means that family firms are loss 

averse with respect to SEW (Gomez-Mejia et al., 2011). Finally, owners of family firms derive 

utility from non-pecuniary benefits or from the achievement of NEGs (Chua et al., 2015) and are 

willing to avoid losing SEW (preserving SEW) even affecting financial performance (Stockmans 

et al., 2010).  

Socioemotional wealth and non-economic goals 

 An important question is what is considered an economic or financial goal and what a non-

economic or non-financial goal.  

 On the one hand, different economic goals are mentioned in the literature. For instance, 

economic goals include increasing equity value, dividends, and financial private benefits 

(Astrachan et al., 2008), maximizing wealth, net income (net profits), growth related to net income, 

market share, and net assets (LeCornu et al., 1996), and maximizing shareholder value (Mahto et 

al., 2010). Within a firm, economic goals imply obtaining an acceptable return on equity (ROE) 

and return on assets (ROA), and at the family level, to have money available to the family (Dawson 

& Mussolino, 2014).      

 On the other hand, regarding NEGs, the literature points out different examples such as to 

create jobs for family members, to offer opportunities for growth and development for family 

members even though it would mean a lower profitability, and to maintain harmony (Chrisman et 

al., 2003), legitimacy as a form of public image or reputation within the community (Khatri & Ng, 

2000), the need to control one's own life, to have greater flexibility for personal and family life, to 

achieve a higher position in society, to be respected, to have freedom in adapting one's own 

approach to work, and to attain and preserve personal independence (Holmes & Zimmer, 1994), 

social prestige, promotion of relatives, and reputation (Ehrhardt & Nowak, 2003), desire for 
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independence, lifestyle, family security, to be respected, ensure succession to family members, 

keeping control (LeCornu et al., 1996), security, health, emotional well-being, and family cohesion 

(Pieper & Klein, 2007), social status of family members which may be tied to the size and 

performance of the family firm because of the link between the firm and the family (Chrisman et 

al., 2010, 2012; Dyer & Whetten, 2006; Zellweger & Astrachan, 2008), political power (Miller & 

Le Breton-Miller, 2014), among others.       

 Similarly, Zellweger et al. (2013, p. 232), stating that NEGs occur at the family and firm 

level and referencing other authors, give the following examples:  

 “At the family level, these goals include: pride in the firm, family status in the community, 

entrepreneurial tradition, social support among friends, harmony among family members 

(Chrisman, Chua, Pearson, & Barnett, 2012). Furthermore, family-centered non-financial 

goals shape the identity claims of the family (Berrone et al., 2010). At the firm level, non-

financial goals include: responsible employee practices, trusting relationships with 

suppliers and customers, environmental actions, corporate social performance, support for 

local community, and the like (Gomez-Mejia et al., 2007; Zellweger & Nason, 2008).” 

(Berrone et al., 2010; Chrisman et al., 2012; Gomez-Mejia et al., 2007; Zellweger & Nason, 

2008; as cited in Zellweger et al. 2013).  

Zellweger et al. (2013, p. 232) also define NEGs “as those that do not have a direct tangible 

monetary value, and occur at the family and firm level.”  

 Similarly, Berrone et al. (2010, p. 86), while referencing other authors, point out a broad 

spectrum of non-economic utilities, which includes: 

“… deriving a sense of self and identity from the firm (Kepner, 1983), projecting and 

perpetuating a positive family image and reputation (Sharma & Manikutty, 2005; Westhead 
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et al., 2001), receiving recognition for generous actions (Schulze et al., 2003b), enjoying 

personal prestige in the community and having social support among friends and 

acquaintances (Lee & Rogoff, 1996; Taguiri & Davis, 1996; Stafford et al., 1999; Corbetta 

& Salvato, 2004), maintenance of group integrity (Habbershon & Pistrui, 2002) , and 

“accumulation of social capital” (Arregle et al., 2007), among others.” (Arregle et al., 2007; 

Corbetta & Salvato, 2004; Habbershon & Pistrui, 2002; Kepner, 1983; M. Lee & Rogoff, 

1996; Schulze et al., 2003b; Sharma & Manikutty, 2005; Stafford et al., 1999; Tagiuri & 

Davis, 1996; Westhead et al., 2001; as cited in Berrone et al., 2010).  

Likewise, Berrone et al. (2010) state “Gomez-Mejia et al. (2007) collectively labeled these non-

economic utilities as “socioemotional wealth” or “affective endowments.” Then, again two aspects 

might be inferred: i) non-economic utilities are “similar” to socioemotional wealth and NEGs and 

ii) NEGs generate or create utilities.   

 Additionally, Astrachan & Jaskiewicz (2008, p. 142), referencing other authors, assert that 

these non-financial benefits refer to what can be considered as results or emotional return from 

achieving non-financial goals:  

 “Nonfinancial private benefits in privately held (family) businesses can, for example, refer 

to (1) an investment in a long-range project enhancing opportunities for future family 

generations that may not make sense from a purely financial perspective, but that serves 

to increase the family’s overall utility (Fama & Jensen, 1983a); (2) investments 

diversifying business activities in order to lower total risk, but that are at the same time 

not value driven (Demsetz & Villalonga, 2001; Denis, Denis, & Sarin, 1997; Gomez-Mejia, 

Haynes, Nunez-Nickel, Jacobson, & Moyano-Fuentes, 2007; Maug, 1998); (3) investments 

in brands or sectors that bring a high reputation to the family (Demsetz & Lehn, 1985); (4) 
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family business owners who hold steadfast in their reluctance to divest the business 

portfolio of a particular business unit/segment because, for example, the founding 

grandfather or great grandfather started the company in this line of business, expressing 

legacy value (Sharma & Manikutty, 2005); and (5) family business owners who continue 

to employ workers in a certain community even though “outsourcing” would be more 

financially beneficial (Astrachan, 1988; Wright et al., 1996)”  (Astrachan, 1988; Demsetz 

& Lehn, 1985; Demsetz & Villalonga, 2001; Denis et al., 1997; Fama & Jensen, 1983a; 

Gomez-Mejia et al., 2007; Maug, 1998; Sharma & Manikutty, 2005; Wright et al., 1996 as 

cited in Astrachan & Jaskiewicz, 2008).  

 Then, it suggests that by achieving NEGs, family firms generate or create non-financial 

benefits or utilities. 

 It is important to highlight that, despite the reasonable assumptions that the family 

exercises its influence in the firm in a goal-oriented manner and that the behaviors and decisions 

exhibited by a family firm are related to NEGs (Chrisman et al., 2010, 2012; Zellweger & 

Astrachan, 2008), these assumptions do not imply that controlling families are self-sacrificial in 

their goal or ignore financial goals and issues (Zellweger et al., 2013). Indeed, family firms need 

to achieve economic goals in order to achieve NEGs such as maintaining actual and 

transgenerational control by family members.  

 In sum, first, economic or financial goals are considered to be those that have a tangible 

monetary or financial value, and can be expressed in monetary units. This thesis classifies those 

goals as intermediate economic goals and final economic goals or simply economic goals. 

Intermediate economic goals, such as net income, market share, sales, operating cash flow, and so 

on., are those that a family firm achieves by spending or investing resources in the firm in order to 
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optimize or increase them, while final economic goals or economic goals–for instance, private 

benefits, dividends, and equity value– are those that are achieved by the family members for their 

own potential and personal consumption or saving. Final economic goals can generate or create 

utility, satisfaction or welfare through not only their consumption (the saving can be considered as 

postponed consumption) but also their impact on NEGs such as status in the community or sense 

of security due to, for example, an important family income and financial wealth.  

 Second, non-economic or non-financial goals (several examples of NEGs have been 

pointed out above) are those that generate or create utility, satisfaction or welfare by their 

achieving. Even though they do not have a direct tangible monetary or financial value, these goals 

may be priced in a market transaction because of their intrinsic value. Additionally, NEGs might 

also impact on economic goals; for instance, though not conclusive, there is some evidence (e.g. 

Alexander & Bulchholz, 1978; Balabanis et al., 1998; Cochran & Wood, 1984; Crisóstomo et al., 

2011; Harrison & Freeman, 1999; Klassen & McLaughlin, 1996)(Alexander & Bulchholz, 1978) 

that being socially and/or environmentally responsible, thereby achieving NEGs, positively 

impacts prices, sales, net income, and equity value.  

 Finally, both economic and non-economic goals have something in common as sources of 

utility, satisfaction, or welfare, and therefore in some sense, NEGs and economic goals would be 

substitutes for each other. In the case of NEGs, these generate or produce benefits, utility or value 

(flows) which are accumulated as SEW (stock) (Chua et al., 2015; Gomez-Mejia et al., 2007).  

Socioemotional wealth and ownership control 

 SEW is a goal in and of itself for family firms; likewise, family control is required in order 

to achieve this goal (SEW) (Gomez-Mejia et al., 2007; Sharma & Manikutty, 2005). Moreover, 

due to their close attachment to the firm, NEGs (e.g. the ability to exercise authority and control) 
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are important sources of emotional satisfaction for family members (Schulze et al. 2001). In other 

words, SEW is obtained by the family through controlling the firm. Regarding the relationship 

between ownership control and SEW, the latter appears only if the firm is under the control of the 

family owner because control is a necessary condition to create and preserve SEW. In this regard, 

(Zellweger et al., 2012, p. 853) affirm “The more of the business the family owns, the greater the 

family’s power to act in ways that increase its socioemotional wealth and the greater the perceived 

loss if control were relinquished”. 

 However, despite the fact that control is a condition for the existence of SEW and SEW 

should be increased and strengthened with control and ownership, it is not conclusive what the 

exact relationship is between ownership control and SEW. On the one hand, evidence has been 

provided that family firms with similar family control and ownership have different behavior as a 

consequence of different endowments of SEW; on the other hand, there is evidence that the greater 

the family control and ownership, the greater the SEW, and in turn, the greater the SEW, the greater 

the value perception of the firm (Berrone et al., 2010; Gomez-Mejia et al., 2003; Gomez-Mejia et 

al., 2007; Zellweger et al., 2012). In fact, in order to make decisions to achieve NEGs, the owner-

manager needs to have at least certain ownership control and autonomy; nevertheless, there would 

not be a lineal or at least a direct relationship between corporate ownership control and the ability 

to create SEW or between corporate ownership control and subjective value perception of the 

ownership stake due to the presence of some mediators, such as target, personal, and situational 

features (Zellweger & Dehlen, 2012).    

 The family´s intention for the transgenerational sustainability of control is a particular 

characteristic of a family firm (Chrisman et al., 2004; Chua et al., 2009), which in turn influences 

the adoption of NEGs by the controlling family (Chrisman et al., 2012). In this connection, taking 
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into account that intention for transgenerational sustainability of control and NEGs are linked 

(Gomez-Mejia et al., 2007; Zellweger & Astrachan, 2008), Chrisman et al. (2012) suggest that 

there is a tendency of committed family members to adopt NEGs that would be the desire not only 

for the family members in current control but also for the family members who will presumably 

assume control in the future. The latter suggests to some extent an intertemporal dimension in 

decisions in family firms with respect to NEGs.   

 Although Zellweger et al. (2012), doing empirical research on the influence of different 

aspects of control on SEW and on the price at which an owner is willing to sell his or her firm to 

non-family buyers, find that current control has no impact, that duration of control has a mixed 

impact, and that intention for transgenerational control has a consistent positive impact on them, 

it is generally acknowledged in the literature that without current control it is difficult, if not 

impossible, to transfer control to the future generations and to make decisions in order to achieve 

NEGs, thereby generating SEW.  

 According to everything mentioned above, this work proposes that the achievement of 

NEGs is a decision and a constant action over time for the family and for the owner-manager. The 

achievement of NEGs is also expected to generate or create utility, welfare, or satisfaction in the 

future as these non-economic goals are achieved continuously over time. Therefore, the family and 

the owner-manager have the expectation of continuously “generating” or “receiving” utility, 

welfare, or satisfaction, every moment in time and with the passage of time, beyond the reach of 

the present generation, thereby preserving and creating intertemporal socioemotional wealth. This 

would mean that the “amount” of utility, welfare, or satisfaction that is perceived by the owner-

manager at any moment in time (today for example) includes what is generated not only at this 

moment but also in the future, discounting or bringing to the present all the utility or satisfaction 
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that he or she hopes to be generated over time. This can be clarified with an example. An owner-

manager feels satisfaction (utilities) in the present with the expectation that his children and then 

his grandchildren or some of them will eventually inherit and manage the family firm and obtain 

benefits from the family firm such as security, status, employment, so on. Moreover, the owner-

manager himself feels utility, welfare, or satisfaction when he perceives himself "receiving" the 

benefits of achieving NEGs through the time. This approach is not new and is based on economic 

theory (e.g. Call & Holahan, 1983; Copeland & Weston, 1992; Mas-Colell et al., 1995; Romer, 

2006). 

 Therefore, an important conclusion of this part would be that the concept of SEW must be 

expanded in order to complement and enrich the existing definitions of SEW, relating the concept 

of SEW with the achievement of economic goals and NEGs and its consequent generation of 

utilities or satisfaction across time, giving SEW an intertemporal connotation. In this sense, later 

in this research it will propose a complementary definition of SEW to the existing ones.  

Socioemotional wealth and the utility function  

 The generation of utility, welfare, or satisfaction for the family or owner-manager through 

the intertemporal achievement of NEGs has been discussed previously. Thus, now it is important 

to discuss the family firm utility function.   

 It is acknowledged that entrepreneurs and owner-managers of privately-held firms or 

family firms often have economic goals and NEGs because of having a different utility function, 

for which reason entrepreneurs or owner-managers would show patterns of behavior different from 

economic rationality (e.g. Aghion & Bolton, 1992; Gomez-Mejia et al., 2001; LeCornu et al., 

1996). As a broad and more complete vision and perspective, a privately-held business owner´s 
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utility function not only comprises economic goals but also comprises NEGs, which results in non-

financial returns (Astrachan & Jaskiewicz, 2008; Kammerlander et al., 2015). 

 Behavioral economists suggest that individuals are motivated by an idiosyncratic set of 

preferences, some economic and some non-economic, and that owners who manage a private 

(family or non-family) firm define its value in terms of their personal utility, thereby defining its 

value in terms of utilities (Schulze et al., 2003b). Accordingly, Schulze et al., (2003b) also assert 

that in order to achieve this utility, the owner undertakes risks not only for financial benefits but 

also for the utility generated by the ability to exercise authority, dictate strategy, and choose which 

investments the firm will undertake (autonomy and independence). In fact, the latter, both 

autonomy and independence can be considered as NEGs that generate utility thanks to retaining 

control of the firm. Additionally, it is contended that there is a relationship between NEGs and 

family business owner utility (Astrachan & Jaskiewicz, 2008).  

 Then, utility arises from the consumption of anything that gives satisfaction; consumption 

includes not only goods and services but also non-pecuniary and/or psychological or psychic 

benefits (McMahon & Stanger, 1995). When evaluating family firm performance, it is necessary 

to consider the level of the family´s satisfaction with the family´s performance goals, economic 

and non-economic ones (Mahto et al., 2010).    

 A study of Initial Public Offerings (IPOs) and SEW by Leitterstorf & Rau (2014) suggests 

that in general there is a rate of substitution between economic utility and non-economic utility. In 

this regard, the gain of economic utility (by raising additional growth capital) might overweigh the 

loss of non-economic utility (by increasing non-family ownership or not remaining private, thereby 

reducing the influence of family shareholders). Therefore, this decision, IPO and going public, has 

the potential effect of losing SEW. What matters at the end is to maximize their utility function by 
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balancing the pursuit of financial and non-financial goals by family owners (Kammerlander et al., 

2015).  

 Becker (1974b, p. 178), applying modern microeconomic theory to family firms and 

explaining how the head of the family behaves, mentions “maximizes a utility function that 

depends on the consumption of all family members subject to a budget constraint determined by 

family income and family consumption …” (Becker, 1974b; as cited in Astrachan et al., 2008), 

which means that a family firm can be considered in some sense as a vehicle that permits a family 

to achieve economic and non-economic goals in order to maximize the family utility function.   

 Based on microeconomic theory in general and on marginal utility theory in particular (e.g. 

Call & Holahan, 1983, Copeland & Weston, 1992; Romer, 2006), it is possible to argue that the 

family firm owners ultimately must (or want) to maximize their utility function, regardless of 

whether the utility comes from achieving economic goals or NEGs. The term “SEW utilities” is 

used to name the utility or utilities generated by achieving NEGs (Berrone et al., 2012).     

 

2.3.2 PROSPECT THEORY, BEHAVIORAL AGENCY MODEL, AND SEW 

 Expected utility theory suggests that the domain of the utility function is final states rather 

than gains or losses (Mas-Colell et al., 1995; Von Newman & Morgenstern, 1953). Preference 

does not depend on current assets or endowment (Tversky & Kahneman, 1991). Additionally, it 

states that agents or people are risk averse; thus, their utility functions are concave. A person who 

is risk averse prefers a certain prospect to any risky prospect and weighs utilities of outcomes by 

their probabilities (e.g. Copeland & Weston, 1992; Mas-Colell et al., 1995; Von Newman & 

Morgenstern, 1953).  

 However, it is suggested that choices among risky prospects are inconsistent with the basic 

tenets of utility theory. For instance, people underestimate probable outcomes in comparison with 
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sure outcomes; as a consequence, this contributes to risk aversion when having sure gains and to 

risk seeking when having sure losses (Kahneman & Tversky, 1979). In this regard, the prospect 

theory emerges as an alternative theory and as a new descriptive model of choice under uncertainty 

in which values are assigned to gains and losses rather than to final assets (Thaler, 1980).  

 Prospect theory states that people in general perceive outcomes as gains or losses and not 

as final states of wealth or welfare; thus, the carriers of value are changes in wealth or welfare 

(Kahneman & Tversky, 1979). However, gains and losses are defined relative to some neutral 

reference point, which in general corresponds to the current asset position. It is interesting to 

highlight that the location of the reference point can be affected by the expectation of the decision 

maker (Kahneman et al., 1991; Kahneman & Tversky, 1979). Then, value is a function of the 

asset’s initial position (reference point) and the magnitude of the change from the reference point; 

likewise, changes of reference point often lead to reversals of preference (Tversky & Kahneman, 

1991).   

 Even though the reference point is one’s current assets or the status quo, there could be 

scenarios in which gains and losses are taken with respect to an expectation or aspiration level that 

differs from the status quo. For example, a businessman who expected to have economic losses 

equal to or greater than those of his competitors but finally has much fewer losses could interpret 

these small losses as a gain. Similarly, if he expected to have a large economic gains but finally 

something unexpected happens and he experiences a small loss with respect to what he hoped to 

earn, he could perceive such a reduction in his earnings as a loss, and not as a reduction in his 

earnings. In the words of Kahneman & Tversky (1979; p. 286), “a change of reference point alters 

the preference order of prospects”; thus, a person who does not experiment a complete adaptation 
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to recent losses may increase risk seeking and accept gambles that would be unacceptable to him 

in other situations. 

 Another important aspect to highlight is that the utility function depends on the special 

circumstances on preference. In this regard, Kahneman & Tversky (1979, p. 278) give two 

examples: “the utility function of a person who needs USD 60,000 to purchase a house may reveal 

an exceptionally steep rise near the critical value. Similarly, an individual´s aversion to losses may 

increase sharply near the loss that would compel him to sell his house and move to a less desirable 

neighborhood.”  

 Prospect theory also states that an outstanding characteristic of attitudes towards changes 

in welfare is that losses loom larger than gains; it means that the pain a person feels when he or 

she losses a sum of money is greater than the pleasure he or she feels when he or she earns the 

same amount of money (Kahneman et al., 1990; Kahneman & Tversky, 1984; Knetsch & Siden, 

1984). It means that the value function is defined on deviations from a reference point, is typically 

concave for gains and convex for losses, and is steeper for losses than for gains (Thaler, 1980). In 

this sense, see Figure 1: 
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Figure 1 A Typical Value Function 

A Typical Value Function 

 

Source: Kahneman, Knetsch, and Thaler, 1991.  

 The prospect theory states that most firms or individuals may be risk seeking when they 

are suffering losses or are below targeted aspiration levels; on the contrary, firms and individuals 

tend to be risk averse following achievements of aspirations and targets (Fiegenbaum & Thomas, 

1988). It means that troubled firms or individuals (returns below target) tend to be risk seeking.  

 Thaler (1980), after discussing the predictive errors in the utility theory, introduces the 

concept of endowment effect in order to explain some of its predictive errors or anomalies. The 

endowment theory (Kahneman et al., 1990; Knetsch & Siden, 1984; Thaler, 1980) tries to explain 

why people often demand much more to give up an object that is considered to be part of their 

endowment than they would be willing to pay to acquire it (the endowment effect). This anomaly 

is the manifestation of the asymmetry of value called loss aversion (Kahneman et al., 1990; 

Kahneman & Tversky, 1984). As a consequence of loss aversion, the loss of utility associated with 

giving up a valued good is greater than the utility gain with receiving it (Tversky & Kahneman, 

1991). Loss aversion implies the avoidance of loss even if this means accepting higher risk 
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(Tversky and Kahneman, 1986); hence, loss aversion should not be confused with risk aversion 

(Wiseman & Gomez-Mejia, 1998).  

 Loss aversion explains a preference for risky choices in order to avoid an anticipated loss 

altogether over less risky choices to only minimize the loss in order to preserve utility (Thaler & 

Johnson, 1990). According to the behavioral agency model (BAM) (Wiseman & Gomez-Mejia, 

1998), a model based on agency and prospect theory and under the assumption of loss aversion 

instead of risk aversion, self-interested individuals are less concerned with maximizing future 

wealth than minimizing losses to present wealth.     

 Another important issue to discuss is how the reference state or point is determined or 

reached. It is suggested that a shift of reference state or point induces reversals of preference. 

However, this presents some questions: What is the reference state or point? How was the reference 

state or point reached? And How does the reference state or point affect preference? (Tversky & 

Kahneman, 1991). Tversky & Kahneman (1991) assume that the decision maker has a current and 

definite reference point; nevertheless, to our knowledge, they do not establish or explain the origin 

and the determinants of the current reference point. Even though the reference state in general 

corresponds to the decision maker´s current position and is influenced by aspirations, expectations, 

norms, and social comparisons (Tversky & Kahneman, 1991), to our knowledge, it is not clear in 

the literature how the individual reached the current endowment or reference point by making 

decisions over time and based on his or her previous preferences or utility curves. It is as if the 

current reference point is given. 

Indifference curves    

 One of the first lessons in microeconomics is that two indifference curves can never 

intersect due to the assumption that indifference curves are reversible (Kahneman et al., 1991). 

Unlike the utility theory, which asserts that the marginal rate of substitution (slope) at a point on 
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an indifference curve is the same for movements in either direction (reversibility) (Knetsch, 1989), 

the disparity between the two bases for measuring economic value (endowment effect) seems to 

bring into question the assumption of the utility theory about the reversibility along indifference 

curves (Knetsch & Sinden, 1984; Tversky & Kahneman, 1991). In this connection, based on the 

prospect theory (loss aversion) and the endowment effect, Knetsch & Sinden (1984) give the 

following example about the non-reversibility of indifference curves (Figure 2): 

Figure 2 Indifference Curves for Alternative Changes 

Indifference Curves for Alternative Changes 

 

Source: Knetsch & Sinden, 1984. 

“…, for example, an individual is assumed to be equally well off at any point on the 

indifference curve Y1X. That is, varying amounts of Y, money wealth in the context of the 

earlier tests, would be exchanged for more of the good X in accord with the marginal rates 

of substitution indicated. However, if the evaluation of Y and X differs when the exchanges 

are made in the other direction (from X toward Y), as the evidence suggests, then the 

indifference curves Y1X will not trace points of equal satisfaction, as X is given up for Y. 

As more Y seems to be necessary to compensate for giving X than would be paid to acquire 

X, an indifference curve such as XY2 may be a more appropriate representation of equal 
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welfare levels for movements in this direction.” (Knetsch & Sinden, 1984, p. 519). There 

is another example in Tversky & Kahneman (1991, p. 1047). 

 In the example, first, it is important to notice that X is the endowment and the reference 

point. Second, the indifference curves can be crossed. Finally, a change of the marginal rate of 

substitution (slope) is possible depending on the reference point and on the direction of the change. 

Socioemotional wealth and Behavioral Agency Model: relevant studies.  

 Wiseman & Gomez-Mejia (1998), building on agency and behavioral decision theory 

(particularly on prospect theory), construct the Behavioral Agency Model, hereinafter BAM. 

Agency theory tends to neglect possible risk-seeking or risk-loving behaviors while other streams 

of research, such as prospect theory (Kahneman & Tversky, 1979), challenge this restrictive risk 

assumption. Likewise, agency theory tends to assume stable risk preferences while behavioral 

decision theory, utilizing a contingency-based view or problem framing from behavioral research 

(e.g. Gomez-Mejia et al., 2010; Kahneman & Tversky, 1979; Wiseman & Gomez-Mejia, 1998), 

relaxes this assumption considering the possibility of increasing or decreasing risk aversion. These 

limitations of the agency theory permitted the development of BAM. 

 BAM posits that risk preference, thus risk-taking behavior, changes with the framing of 

the problem (Kahneman & Tversky, 1979). In behavioral decision models, a problem is framed by 

comparing anticipated outcomes from available options against a reference point, which means 

that a problem or decision can be framed as a choice among potential gains or among potential 

losses, thus shifting risk preferences (Wiseman & Gomez-Mejia, 1998). In this respect, using the  

instance current wealth as the reference point for framing problems as gains or losses, it can be 

predicted that decision makers exhibit risk-averse preferences if having to choose among 

positively framed prospects and exhibit risk-seeking preferences if having to choose among 
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identical but negatively framed prospects (Gomez-Mejia et al., 2010; Kahneman & Tversky, 

1979). This shift of preferences is based on the concept of loss aversion (Kahneman et al., 1990; 

Kahneman & Tversky, 1984; Thaler & Johnson, 1990), which explains a preference for riskier 

decisions to avoid an anticipated loss altogether over less risky decisions to merely minimize, 

prevent, or reverse the loss in order to preserve their utility. Therefore, self-interest individuals are 

more concerned with minimizing losses to current wealth than maximizing future wealth 

(Wiseman & Gomez-Mejia, 1998). Unlike agency theory, which assumes that risk choices 

influence performance, BAM assumes that the impact of previous strategic choices on past and 

present financial performance, thereby affecting the reference point used in framing problems, 

may influence risk-bearing and, thus, risk-taking. In recent years, a growing research stream has 

analyzed strategic decision-making in family firms applying a refinement or some version of 

BAM. Precisely, it will be reviewed and analyzed some relevant studies about family firms and 

the BAM:   

1) Gomez-Mejia et al. (2007), applying the BAM and operationalizing the desire to preserve 

SEW as the decision to maintain family control of olive mills, argue and give empirical 

evidence that the family firm’s primary reference point is their SEW endowment, and in 

order to avoid losing SEW (loss aversion), family firms are willing to accept a high degree 

of risk performance (risk-willing) while, at the same time, avoiding risky business 

decisions that might exacerbate that risk (risk-averse). Thus, family firms may be risk 

willing and risk averse at the same time. SEW as a reference point implies that a family 

firm is willing to prioritize maintaining family control, thereby achieving non-economic 

goals, even though this decision means increasing the risk of poor performance 
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(performance hazard); at the same time, this implies to make conservative decisions to 

avoid increasing performance variability (venturing risk). 

  In this study, Gomez-Mejia et al. (2007), studying 1,237 family firms olive mills in 

Spain that face the opportunity of becoming members of a cooperative (losing family 

control and experimenting the consequent loss of SEW, but lowering business risk and 

performance hazard) or remaining independent (preserving SEW but increasing 

performance hazard), confirm their hypothesis: family firms are willing to incur a greater 

risk of financial performance in order to preserve their SEW wealth, while avoiding 

venturing risk.  

  From a behavioral perspective (Kahneman & Tversky, 1979; March & Shapira, 

1987, 1992; K. Miller & Chen, 2004), Gomez-Mejia and colleagues also propose that 

decision makers in family firms take a contingency-based view which results in a change 

of risk preferences depending on the context to be faced. Thus, risk evaluation is subjective 

rather than based on an economic calculus that considers risk and financial returns (Gomez-

Mejia et al, 2011), and depends on what is considered or believed to be more important 

(reference point) by the decision maker. In the case of family firms, SEW is the reference 

point so that owner-managers are loss averse regarding SEW and are willing to accept 

significant performance hazards and threats to the family firm´s financial well-being, such 

as a greater probability of failure and below-target performance in order to preserve this 

SEW endowment.  

  However, given that SEW endowment is critical, when performance is below target 

or aspiration level or when the probability of business failure is high, family firms avoid 

making decisions that imply an increase in risk taking, for instance, carrying out high-
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variance investments, under threats to survival (Gomez-Mejia et al, 2007, 2011). This is 

based on March & Shapira (1987, 1992), who argue that firms confront aspirational vs. 

survival reference points, and that, when a firm confronts a situation in which the 

probability of failure is high, it focuses on survival rather than on reaching the aspirational 

goals. Thus, risk taking decreases while the probability of failure increases (Gomez-Mejia 

et al., 2007). 

  This kind of behavior presents an apparent paradox in which the failure of the 

family firm means the loss of not only SEW wealth but also of financial wealth, hereinafter 

FW. Gomez-Mejia and colleagues, based on March & Shapira (1987, 1992), argue that 

family firms are willing to take this gamble, maybe believing that this risk is not exogenous 

and can be managed, hoping for the best.  

  In Gomez-Mejia et al. (2007), authors posit that family firms are maybe as rational 

as non-family firms when making risky business decisions, and the difference between 

them would be that the former prioritize preserving SEW despite facing a greater 

performance hazard while the latter mainly focus on maximizing FW. Another important 

aspect to highlight from this study is that there are many family firms that appear to make 

decisions taking FW as their reference point since they preferred to belong to the 

cooperative. Even though the authors posit some possible explanations, it is important to 

emphasize the fact that possibly each family firm principal has its own level or point when 

his or her reference point changes from SEW to FW and vice versa, due to his or her own 

tastes and preferences.  

2) Gomez-Mejia et al. (2010), also building on BAM and operationalizing the desire to 

preserve SEW as the decision to limit diversification, found that family firms diversify less 



 

97 
 

both domestically and internationally than non-family firms and are more willing to 

diversify as business risk increases. Taking into account that a family´s wealth is 

concentrated on a single firm, diversification implies a reduction of the risk of high FW 

concentration (classical agency prediction), reducing earning volatility and improving the 

chances of firm survival, and thus, it also implies an increase in financial utilities as a form 

of less business risk. However, diversification means a loss of SEW. Diversification 

requires financing resources by raising more debt or equity. New stockholders and creditors 

have the capacity of limiting the family´s ability to exercise unconstrained authority, 

influence, and power (Schulze et al., 2003b), then family firms avoid diversifying in order 

to preserve SEW (Gomez-Mejia et al., 2010). Diversification also involves the hiring of 

external personnel with outsider´s managerial talent, expertise, perspectives, and opinions 

not available within the firm. Then, unlike classical agency prediction, concentration of 

wealth discourages diversification. Gomez-Mejia and colleagues argue and give empirical 

evidence that the tendency to preserve SEW predominates in family firms; thus, family 

firms diversify less than non-family firms (Gomez-Mejia et al., 2011).  

  Furthermore, they show that performance variability and performance hazard tend 

to reverse the preference of family firms for avoiding diversification. They argue that it is 

reasonable that, given the undiversified wealth of the family (concentrated on the family 

firm), the risk of minimizing value and benefits of diversification to the family outweighs 

the utility created by preserving SEW (non-economic reference point) as the firm 

approaches or is in a situation of greater peril; in fact, the bankruptcy of the company means 

the loss of FW as well as SEW. 
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  Again, this seems to show that each family firm principal has his or her own level 

or point when his or her reference point changes, from SEW to FW and vice versa, due to 

his or her own tastes and preferences. The higher the performance variability and 

performance hazard, the greater the probability of insolvency and bankruptcy. This would 

also imply that little by little owner-managers are rebalancing the importance of FW with 

respect to SEW. In this regard, the variability of behaviors among family firms is 

recognized (Melin & Nordqvist, 2007) due to their discretion to behave idiosyncratically 

and the existence of a varied set of family goals (Chrisman & Patel, 2012; Gomez-Mejia et 

al., 2007). 

3) Chrisman & Patel (2012) argue that BAM provides an incomplete representation of the 

intertemporal aspects of problem framing (longer-term framing can lead to preferences for 

more risky options), resulting in inconsistent predictions with the well-accepted 

assumption that family firms have a longer term orientation in general and a long-term 

investment orientation in particular. In order to reconcile these apparently incompatible 

predictions, the authors add insights from myopic loss aversion framework, a derivative of 

prospect theory (Thaler et al., 1997).  

  Intention for transgenerational control by family firm principals not only influences 

family goals and behavior (Chua et al., 1999) but also implies the transfer of ownership 

and control to family members of the next generations; this probably extends the timeline 

over which family firms’ decisions are framed (Chrisman & Patel, 2012). Thus, this can 

make family goals, such as preserving SEW and economic goals for long-term wealth 

creation, become aligned. In other words “Risky investment with long-term pay-offs might 

increase risk aversion if seen as a threat to current socioemotional wealth (Gomez-Mejia et 
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al., 2010) but might also increase risk taking if family firms’ decision makers see long-

term financial investment as necessary to increase or preserve socioemotional wealth.” 

(Chrisman & Patel, 2012, p. 978). This suggests that, as long-term family goals become 

relatively more important, family firms tend to make decisions that increase SEW 

endowment in the long term, even though short-term SEW and financial wealth are put at 

risk. 

  Chrisman & Patel (2012), giving empirical evidence, found that family firms in 

general invest less in R&D than non-family firms. They posit that this behavior is due to 

family principals’ intention to avoid putting at risk the SEW. In this scenario, economic 

goals and non-economic goals seem to collide. However, they also found that there are two 

aspects that appear to attenuate this behavior.  

  First, gaps between aspiration and performance that put SEW at risk. As this gap is 

getting wider (loss perspective), economic goals begin to weigh more than non-economic 

goals because, if the firm does not survive, not only all the SEW will be lost but also all 

the financial wealth (Gomez-Mejia et al., 2007, 2010). In this respect, the authors found 

evidence that, in this scenario, family firms invest more in R&D than non-family firms; 

this means that economic goals and non-economic goals begin to converge. From this it 

can be inferred again that although SEW is the reference point, this does not mean that 

economic goals do not matter; both generate utilities, welfare or satisfaction. It can also be 

inferred that under certain contexts or factors, the relative relevance of the SEW or 

economic goals may gradually change, leading at some point or situation to a change of the 

reference point. 
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  Second, variations in the time horizons of family goals. If family firms evaluate the 

convenience of investing in R&D over a longer time period, the importance of such 

investment is probably better recognized, reducing myopic behavior. Given the well-

accepted assumption on the importance of transgenerational control in family firms, family 

owners are more likely to focus on the long term (Zellweger & Nason, 2008). Indeed, the 

achievement of long-term economic goals seems to increase the probability of maintaining 

control of the family firm, thereby permitting the achievement of NEGs and, thus, 

preserving SEW.  

4) Gomez-Mejia et al. (2013), somehow introducing the intertemporal aspect under the name 

of mixed gamble (gambles that have the potential for gain and loss outcomes) and refining 

the BAM (Martin et al., 2013), study family firms’ R&D investment. They study family 

firms’ R&D investment decisions, analyzing the family´s balancing of potential SEW gains 

and losses due to R&D investments. They argue that, as between economic and NEGs, 

there will be a trade-off between SEW gains (creation of SEW utilities) and SEW losses 

(loss of SEW utilities). They also considered three key moderator variables, including 

among them performance hazard.   

  SEW gains would be the result of the benefits from successful R&D investments. 

First, successful R&D investments confer competitive advantages and capabilities that 

reduce the probability of family firm failure, avoiding the loss of SEW and FW (Gomez-

Mejia et al., 2007). Additionally, successful R&D investments can also result not only in 

economic success (achievement of economic goals) but also in NEGs and in a better image 

and reputation of the family, thereby creating SEW utilities.  
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  Both family and non-family firms perceive R&D investments as a mixed gamble; 

nevertheless, for the former, the importance of the SEW endowment makes a key 

difference. The uncertainty regarding the financial results of the investment in R&D is the 

same for both groups of firms (unsuccessful R&D investments lead to declining 

performance or failure, while successful R&D investments result in a better competitive 

position and long-term survival). However, only family firms confront SEW trade-offs. 

They face a certain loss of SEW (R&D projects result in partial or total loss of SEW due 

to a certain loss of control resulting from the use of external expertise or capital) (Chrisman 

& Patel, 2012) and, at the same time, the anticipated potential SEW gains (successful R&D 

investments result in probable and maybe highly speculative preservation or enhancement 

of SEW in the future). Gomez-Mejia and colleagues (2013) argue that a certain loss of 

SEW is not likely to be outweighed by probable but uncertain SEW gains, which is in line 

with prospect theory (certain outcomes weight more than probable ones).  Their findings 

also suggest that family owners are aware of not only the short-term loss of SEW, but also 

the long-term potential gain of SEW when making decisions under risk, being motivated 

by the potential increase of the existing SEW endowment.  

5) Leitterstorf & Rau (2014), also using BAM, loss aversion, and problem framing, argue and 

give empirical evidence that family firms sacrifice IPO proceeds by choosing higher 

underpricing than non-family firms do in order to protect SEW. Even though an IPO 

potentially damages SEW in the short-term because an IPO probably results in less 

influence of family owners, some family firms carry out IPOs. This would be because there 

is a rate of substitution between economic utility (related to raising additional growth 

capital) and non-economic utility or SEW utility (related to the non-economic utility of 
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being private) and/or an IPO might be the only option to avoid bankruptcy in order to 

preserve financial and SEW wealth. 

  In this respect, family firms try to minimize the potential SEW losses by accepting 

IPO underpricing, thereby reducing economic goals, in order to reduce non-family 

ownership concentration (Booth & Chua, 1996), risk of lawsuits, and a failed IPO (Welch, 

1992). More non-family ownership concentration implies greater loss of control and 

autonomy by family owners to make decisions to achieve non-economic goals. Avoiding 

lawsuits and failed IPOs means to avoid affecting negatively family reputation.  

  In sum, the BAM suggests that family firms are willing to sacrifice economic gains 

by accepting a higher IPO underpricing, in order to minimize the probability of future SEW 

losses by avoiding loss of control and reputation. For a more detailed description, see 

Leitterstorf & Rau (2014). First, it seems to be that the problem is intertemporal, 

substituting present financial loss for SEW gains or lower SEW losses in the future (mixed 

gamble). Second, it seems to be that the problem is a marginal trade-off, weighting changes 

(flows) in financial and SEW wealth, which is in line with prospect theory. Finally, 

although family firms have SEW as their reference point, they are willing to change SEW 

utility to financial utility such as occurs in an IPO process due to the existence of their 

marginal rate of substitution. 

6) Gomez-Mejia et al. (2015) from a BAM, SEW, and gamble approach, examine the 

acquisition behavior and suggest that family firms differ from non-family firms by facing 

two type of utility dimensions in tandem, financial and SEW utility (Gomez-Mejia et al., 

2007). These utility dimensions would not be fully fungible, and a change of one of them 

implies an opposite change in the other one (Combs et al., 2010; Leitterstorf & Rau, 2014). 
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Family firm owners have to weigh the probable (or certain) gains and losses of strategic 

decisions, balancing their impact on current SEW endowment and future FW (mixed 

gamble). The authors also argue that under normal conditions family firm owners are loss 

averse, risk averse, and focus on their current endowment (SEW), but in a context of 

financial peril, the need for financial improvements, and loss aversion, they progressively 

focus on the family´s financial wealth; thus, they begin taking risks even at the expense of 

SEW because, if the firm goes bankrupt, SEW and financial wealth would disappear 

altogether. This means that, under vulnerability, SEW and FW are aligned.  

  Acquisitions imply a certain loss of SEW due to requirements of external financing 

and/or external personnel and experts which tend to weaken family control, autonomy, and 

independence (Dreux, 1990; Gomez-Mejia et al., 2010; Zellweger et al., 2012), yet 

acquisitions also pose an uncertain and higher future FW. They suggest that a certain loss 

of SEW looms larger than the uncertain future financial return from an acquisition (mixed 

gamble). Nevertheless, the authors provide evidence that although family control lowers 

the probability of acquisitions, they also find that performance below aspiration levels 

attenuates the negative effect of family control on the likelihood of acquisitions; thus, under 

financial vulnerability, SEW and financial concerns are aligned as drivers of strategic 

change. 

7) Kotlar et al. (2018) suggest that there is a contradiction between the BAM and the 

endowment effect in prospect theory regarding the IPO underpricing phenomenon in 

family firms. In this regard, the BAM predicts that family firms have higher IPO 

underpricing than non-family firms because of SEW loss aversion (e.g. Leitterstorf and 

Rau, 2014). Conversely, the endowment effect in prospect theory suggests that family 
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owners maximize their perceived total value (TV) of family firms, which includes SEW 

value perception (Zellweger & Astrachan. 2008; Astrachan & Jaskiewicz, 2008), thus 

demanding a higher IPO price. The authors reconcile these apparently incompatible 

predictions introducing intertemporal dynamic changes/adaptations of the reference point 

in decision framing and advancing the BAM with the logic of aversion to loss realization. 

  The authors posit that how family firms frame and evaluate mixed gambles is not 

clear and how they make strategic decisions when FW and SEW are at stake is debatable; 

this issue is particularly apparent in the context of business valuation, such as in an IPO 

process. 

  Kotlar et al. (2018) mention two approaches that affirm that family owners maintain 

the same reference point (static reference point) as before the IPO decision, according to 

the BAM (Leitterstorf et al. 2014), or after the IPO decision, according to instant 

endowment in prospect theory(Tversky & Kahneman, 1991). However, according to Kotlar 

et al. (2018), most strategic decisions, such as an IPO, are a set of events and it is possible 

that family owners adapt their reference point across stages of the decision process. An IPO 

process can be defined as a two-stage gamble model: the IPO decision to go public (initial 

listing decision), which may imply initial losses of SEW, and the IPO pricing decision. 

Under the assumption of aversion to loss realization (Thaler & Johnson, 1990), family firms 

have greater aversion to realizing initial SEW losses; then, they tend to underprice the IPO 

with the intent to recover such losses. However, if family firms adapt their reference point 

rapidly, accepting the initial loss of SEW and maximizing future FW would be the best 

choice, resulting in lower IPO underpricing. Based on the idea that reference point 

adaptation depends on past and present stimuli (e.g. Kahneman & Tversky, 1979; Thaler 
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& Johnson, 1990), the authors identify initial losses of current SEW and new expectations 

of future SEW as main drivers of loss realization. In that respect, they suggest that in a two-

stage gamble situation, family firms alternate their focus between SEW and FW depending 

not only on the firm´s situation before making a strategic decision by focusing primarily 

on minimizing losses of current SEW and being willing to sacrifice future FW (BAM), but 

also on changes to the firm´s situation during the decision process by focusing on 

maximizing future FW due to the fact that an IPO can be an important means to finance 

growth, to obtain financial gain, and to diversify the family´s FW (instant endowment in 

prospect theory), accepting to lose SEW if balanced by financial gains (Zellweger et al., 

2012). In summary, overall if the family owners do not accept the initial SEW losses, which 

implies aversion to loss realization, their reference point would remain the initial SEW 

endowment; in contrast, if the family owners accept the initial SEW losses (instant 

endowment theory), their reference point would change to the future FW. 

8) Chirico et al. (2019), drawing on a refinement of the BAM, argue and overall provide 

evidence that family firms are less likely than non-family firms to exit and tend to endure 

increased financial distress to avoid losing SEW. Likewise, when performance problems 

indicate that exit is unavoidable, family firms prefer to exit via a merger (vs. sale and 

dissolution) because it would save some SEW even though this means not maximizing 

financial returns (a merger would result in the highest combined SEW and financial value 

due to offering at least some future SEW and mitigating financial losses); in contrast, a 

non-family firms will choose the options (sale or liquidation) with the highest financial 

value.   The authors argue that family firms ponder exit opportunity and exit options taking 

into account the impact on not only financial wealth but also SEW, considering SEW to be 
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the most important. The exit implies a certain and immediate loss of SEW; conversely, the 

preservation of the firm signifies the possibility of a reverse negative financial situation 

and, thus, the possibility that family firms continue to derive SEW and financial returns 

over time. 

 Table 1 presents the most relevant insights from this research data for the purpose of this 

part of the present thesis and the variables that operationalize the SEW or the desire to preserve 

SEW. 



 

107 
 

Table 1 Relevant General Insights from Relevant Research Data 

Relevant General Insights from Relevant Research Data 

Source Operationalization of SEW General Insights about Family Firms 

Gomez-Mejia 

et al. (2007) 

Maintenance of family 

control 

SEW is their primary reference point; however, it can change depending on the 

context to be faced. 

They are loss averse instead of risk averse.  

In order to avoid losing SEW (loss averse), they are risk willing (poor performance) 

and risk averse (venturing risk). 

Risk taking decreases as the probability of failure increases. 

Unlike the majority of family firms, many family firms changed their reference point 

apparently to financial wealth (new reference point).      

Gomez-Mejia 

et al. (2010) 

Limitation of diversification SEW predominates in family firms. 

The reference point (SEW) might be changed by the increase of performance 

variability and performance hazard (from SEW to FW).  

Chrisman & 

Patel (2012) 

Investment in R&D The problem framing has intertemporal aspects.  

Intention for transgenerational control and long-term goals extends the timeline over 

which decisions are framed. 

Even though in the short-term they invest less (e.g. in R&D) to preserve SEW, this 

behavior is attenuated (increase of risk-taking behavior) by the gap between 

aspiration and performance (economic goals begin to weigh more) and by evaluating 

investments that increase or preserve future SEW over a longer period of time 

(reduction of myopic behavior).       

Gomez-Mejia 

et al. (2013) 

Investment in R&D Introduce intertemporal aspects under the name of mixed gambles (gambles that 

have the potential for gain and loss outcomes). 

They balance the certain and present SEW loss and the anticipated, potential, 

probable and highly speculative SEW gain in the future. 

Certain loss of SEW is not likely to be overweighed by probable but uncertain SEW 

gain.  

Leitterstorf & 

Rau (2014) 

IPO underpricing There is a rate of substitution between economic utility and non-economic or SEW 

utility. 



 

108 
 

Source Operationalization of SEW General Insights about Family Firms 

Intertemporal frame of problems (trade-off): present financial loss against future 

SEW gain or less SEW loss (mixed gamble). 

Even though family firms take SEW as a reference point, they are willing to 

exchange SEW utility for financial utility (e.g. in an IPO process) without changing 

their reference point because a marginal rate of substitution exists.  

Gomez-Mejia 

et al. (2015) 

Acquisitions Considers intertemporal aspect through mixed gamble approach. 

Suggests that family firms face two type of utility dimensions in tandem: financial 

and SEW utility. Both these utility dimensions would not be fully fungible. The 

change of one of them implies an opposite change of the other one. 

Family firms have to weigh the probable (or certain) gains and losses of strategic 

decisions, balancing their impact on current SEW endowment and future financial 

wealth (mixed gamble).  

The authors also argue that under normal conditions family firm owners are loss 

averse, risk averse, and focus on their current endowment (SEW), but in a context 

of financial peril, the need for financial improvements, and loss aversion, they 

progressively focus on the family´s financial wealth (progressive change of 

reference point). 

Under vulnerability, SEW and financial wealth are aligned. 

Kotlar et al. 

(2018) 

IPO underpricing Most strategic decisions are a set of events that imply a decision process. It is 

possible that family owners adapt/change their reference point across stages of the 

process. 

Depending on whether family firms adapt or not their reference point during the 

process (aversion to loss realization), they might accept to lose present SEW if 

balanced by future financial gains.  

Overall, if the family owners do not accept the initial SEW losses (aversion to loss 

realization), their reference point would remain the initial SEW endowment; in 

contrast, if the family owners accept the SEW initial losses (instant endowment 

theory), their reference point would change to the future FW.   

Chirico et al. 

(2019) 

Exit (merger, sale and 

dissolution) 

When performance problems indicate that exit is unavoidable, family firms prefer 

to maximize the combination of SEW and financial wealth (through a merger 

instead of sale or liquidation).    

Source: own elaboration 
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Finally, overall it is possible to suggest the following: 

 Both family firms and non-family firms are rational, but have different utility functions, 

indifference curves, and reference points. For family firms, economic and NEGs generate or create 

utility, satisfaction or welfare and have a rate of substitution. Just because the SEW is the reference 

point in family firms, the substitution rate of SEW utility vs. FW utility would appear to be high.    

 The reference point can change depending on the context to be faced. Faced for instance 

with an increasing probability of failure, little by little each owner-manager would rebalance the 

importance of SEW with respect to FW while, at the same time, change the substitution rate 

between SEW utility and FW utility; then, at a particular moment or point, the reference point 

might change for each owner-manager. Overall, this is an issue to be addressed empirically. Even 

though SEW is in general the main reference point for family principals, the reference point can 

change due to different external threats that confront the family firm (Gomez-Mejia et al., 2007). 

In this regard, poor performance implies a dual threat: i) the prospect of severe financial hardship 

to the family’s standard of living, and ii) the possibility of SEW extinction (because the firm might 

have to be sold, merge with another firm, be taken over by another firm, go bankrupt, be liquidated, 

and the like). In that scenario, the family is forced to reconsider SEW as the primary reference 

point. Therefore, the SEW value could happen to be a secondary aspect, somehow losing nearly 

all its potential value. 

 Performance variability or performance hazard tends to change the importance of NEGs 

relative to economic goals. Increments of performance variability or performance hazard would 

imply a higher weighting of economic goals. Similarly, a higher probability of bankruptcy would 

mean a greater probability of changing the reference point from SEW to FW.  
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 Regardless of what the reference point is, there is a substitution rate between SEW utility 

and FW utility. This means that in every decision to be made by family owner-managers, not only 

NEGs matter, but also economic goals.  In the case of family firms in which the reference point in 

normal situations is SEW, whenever a decision is made, its present impact on SEW utility will be 

pondered in an important way while continuing to consider its impact on FW utility. The latter is 

never ignored.  

 The problem framing and the reference point must be considered as intertemporal issues 

and/or as mixed gambles. For every decision, owner-managers seem to consider the short- and 

long-term economic and non-economic goals as well as their short- and long-term impact on SEW 

and FW. This suggests that owner-managers have to take into account the present and future impact 

of strategic and operational decisions on SEW and FW gains and losses, which depends on the 

reference point and on the utility function (rate of substitution), which in turn depend on the context 

to be faced.   

        

2.3.3 SOCIOEMOTIONAL WEALTH AND FAMILY FIRM VALUE 

 In this section of the thesis, it is discussed the impact of the SEW on the perceived family 

firm value. Likewise, it is discussed the relationship among emotional value, NEGs and SEW, and 

its psychological foundations. This permit later to support not only theoretical proposals about 

performance and financing decisions in family firma but also to propose a complementary 

definition of SEW from a microeconomic perspective.          

The endowment effect and possession attachment 

 The proposal of Zellweger et al. (2008) on how owners of firms, considering emotional 

value in monetary terms, subjectively value their ownership stake is based in part on two theories: 

i) endowment theory and ii) possession attachment. 
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 Endowment theory (Thaler, 1980) attempts to explain why people often demand much 

more to give an object than they would be willing to pay to acquire it (the endowment effect). This 

anomaly is the manifestation of the asymmetry of value called loss aversion (Kahneman et al., 

1990; Kahneman & Tversky, 1984). The latter means that the aggravation or the pain that a person 

experiences in losing a sum of money appears to be greater than the pleasure associated with 

gaining the same sum of money (Thaler, 1980). 

 For a long time, loss aversion has been considered the primary driver of the endowment 

effect; however, what really underlies loss aversion? (Shu & Peck, 2011). On the one hand, there 

is evidence that emotional attachment (a psychological approach) seems to explain and moderate 

loss aversion and endowment effect (Ariely et al., 2005; Shu & Peck, 2011). It has been also 

suggested by Zellweger & Dehlen (2012), based on the affect infusion model from cognitive 

psychology, that affective elements can explain, at least partly, the endowment effect. On the other 

hand, a cognitive perspective (another psychological approach) states that the buying and selling 

price gap is explained by what the seller and buyer, in their own perspective, perceive that they 

will give up in the transaction (Carmon & Ariely, 2000).   

 Some experiments suggest that the main effect would come from the pain of giving the 

object up rather than the appeal of the object the person owns (Kahneman et al., 1991); 

nevertheless, whatever the case, a person would tend to value their personal possessions more just 

because they are his or hers.  

 Thus, the value that a person assigns to an object appears to increase substantially as soon 

as the person is given the object; however, in a long-term perspective, sentimental attachment 

could be explained by the long-term endowment effect (Kahneman et al., 1990). The attractiveness 

and the value increase over time with the duration of ownership and the experience with ownership 
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(Ariely et al., 2005). Therefore, from the perspective of endowment theory and loss aversion, the 

“extra” value that a person perceives about an object that he or she possesses comes in a broad 

sense from the past (experience with the object) and the present (at this moment the object is his 

or hers). 

 With respect to possession attachment (Beggan, 1992; Belk, 1988, 1991; Richins, 1994a, 

1994b; Schultz & Menzel, 2004; Tuan, 1980), overall, this conceptual framework proposes that 

there is a relationship between an individual and a particular possession and the meaning that an 

individual attaches to this possession, thereby forming and reflecting the self. Belk (1988) asserts 

that our possessions are a main contributor to and a reflection of our identities and we regard our 

possessions as part of our selves. Similarly, Tuan (1980, p. 472) asserts “On the one hand, our 

fragile sense of self needs support, and this we get by having and possessing things because, to a 

large degree, we are what we have and possess”. Another important aspect of possession 

attachment is that possessions embody aspects of their owner's values and serve to signal the 

owner's values to others; it implies that possessions are actively communicating aspects of the self 

(Richins, 1994a, 1994b). Indeed, the role of possessions and their meanings in communicating the 

self-concept would imply a relationship between the meaning of possession and its value.  

 The meaning that objects possess can be classified into two types. Public meaning 

(subjectively meaning that it is shared by society at large) and private or personal meaning (sum 

of the subjective meanings that an object holds for a particular person or owner); they are both 

what gives a possession value (Richins, 1994a, 1994b). Private or personal meanings include 

elements of public meaning plus idiosyncratic meanings derived from the owner´s personal 

experience with the objects or possessions (Richins, 1994b). The last part implies that perception 

of value is related to the experience and, therefore, to the past.  
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 Possession attachment can also be defined as the degree to which a possession (object) that 

is owned (present), expected to be owned (future), or previously owned (past) by a person is used 

to communicate and maintain his or her self-concept (Richins, 1994a, 1994b; Zellweger et al., 

2008). This implies that, from the possession attachment point of view, the perception of value is 

related to the past, present, and expected future experience. 

 Some dimensions of meaning discussed in the possession attachment literature are relevant 

and applicable in the context of ownership of firms; thus, organizational ownership can have value 

for its role in expressing or reinforcing the sense of self (Zellweger et al., 2008).  For instance, 

Schneider (1987) suggests that the goals, structures, and processes of an organization are 

determined by an owner´s choices to found a particular organization; in this case, goals are in the 

head of the founder and are transmitted in his or her behavior (decisions). It posits that owner-

managers would see themselves and/or their families as personally identified with the family firm; 

indeed, there have been and are families and their companies with similar or identical names, such 

as Richard Branson (Founder of Virgin) and Ingvar Kamprad (Founder of IKEA) (Dyer & 

Whetten, 2006; Zellweger & Astrachan, 2008; Zellweger & Dehlen, 2012). In the case of Ingvar 

Kamprad, IKEA, Ingvar Kamprad Elmatryd is the name of his parents’ farm, and Agunnaryd is 

the name of his home municipality (Moukogiannis, Unger, and Vogelsang, 2007, as cited in 

Zellweger & Dehlen, 2012); this can be considered as a sign of identification with the firm 

(Zellweger & Dehlen, 2012). 

 In this regard, it is suggested that SEW fulfills the need for identification (individual’s self-

concept) in family firms. Likewise, even though this is not explicit in family business literature, 

when an employee’s self-concept is strongly tied to the firm’s identity, he or she derives substantial 

non-economic benefits (Ashforth & Mael, 1989, 1996; Gomez-Mejia et al., 2007; Schneider et al., 
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1995). In that sense, Gomez-Mejia (2007, p. 108) also states that “Organizational identification 

should be particularly salient in family firms, adding much to its socioemotional wealth. By 

definition, a family-owned firm provides a distinct self-defining role to its members based on 

family ties.”  

 For instance, due to the importance of SEW to family owners, they should pursue 

environmental actions to avoid being stigmatized as irresponsible corporate citizens, thereby 

avoiding public condemnation that could be emotionally devastating for family members (e.g. 

Berrone et al. 2010, Dyer et al., 2006, Kets de Vries, 1993). This negative image of the firm is 

privatized and personalized, thus meaning a loss of SEW for the family (Berrone et al. 2010).   

 In sum, first and with respect to endowment theory, it would have been suggested that the 

owner of a family firm priced emotional aspects of the ownership stake beyond financial ones. The 

emotional value perceived by the owner-manager for his or her family firm would come from the 

past experience with the firm (sentimental attachment and long-term endowment effect) and from 

the mere fact of being the owner (present experience), which implies some emotional attachment. 

In this regard, a family firm has a longer history of shared experience and past events with family 

owners, from which emotions, both positive and negative, emanate (Berrone et al., 2012). 

Similarly, because emotional attachment grows up with the passage of time, the value that the 

owner-manager perceives for SEW endowment should increase with the duration of ownership 

over time (Zellweger et al., 2012).  

 Second, possession attachment suggests that the ownership of a firm is likely to create or 

generate emotional attachment and its consequent emotional value, since this ownership reflects 

the owner’s self, communicates his or her values, and communicates who he or she is, due to not 

only the corresponding past and present possessions but also the expected future possessions.    
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 Finally, it is proposed that the whole emotional value that “comes from” the endowment 

effect and possession attachment is part of the utility, satisfaction, or welfare to the family owners 

(static, not intertemporal point of view) and, therefore, is part of the SEW value; however, the 

utility that the family owners expect to be generated by expected future experiences with the family 

firm, achieving NEGs over time, should be added to the SEW value (dynamic, intertemporal point 

of view). In this regard, Astrachan et al. (2008) and Zellweger et al. (2008) include the emotional 

benefits (net of the emotional costs) gained by achieving non-financial goals over time, thereby 

enriching and extending the concept of emotional value; thus, SEW would come not only from the 

emotional value generated by the endowment effect and possession attachment but also from the 

non-economic goals that are expected to be achieved in the present and especially in the future by 

the current and next generations. 

SEW, NEGs, and Perceived family firm value 

 Schumpeter posits that firm owners value non-financial aspects of their ownership stake 

such as social status (Schumpeter, 1934). Doing some experiments, supported in the endowment 

theory and emotional attachment approach, which consists in measuring the maximum willingness 

to pay to maintain an entitlement (WTP) and the minimum compensation demanded or willingness 

to accept its loss (WTA), Knetsch & Sinden (1984) show evidence that people value more highly 

assets that are part of their endowment; thus, it would mean that an owner of a firm considers 

financial and non-financial aspects and emotional components when valuing his or her ownership 

stake. The value that an individual gives to an object increases greatly as the object is given to the 

individual. This perceived additional value comes from the endowment effect (Ariely et al., 2005; 

Kahneman et al., 1990, 1991; Kahneman & Tversky, 1979). In this regard, it is well acknowledged 
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that owners of firms value their ownership stake subjectively because there is to some extent 

emotional value to be considered (Zellweger et al., 2008). 

 Zellweger & Astrachan (2008, p. 347) contend the following: “This gap between 

willingness to sell and willingness to acquire represents the monetary value placed on the 

nonfinancial benefit of owning the asset.” In this particular case, the asset would be the firm or the 

ownership stake of the owner; thus, owners of family firms value subjectively, in monetary terms, 

the non-financial aspects of the ownership stake (Zellweger & Astrachan, 2008). As we know, 

non-financial benefits from ownership are considered very relevant in family firms because family 

firm owners have more than financial goals in comparison with publicly-held and professionally 

managed non-family firms (Sharma et al., 1997; Zellweger & Astrachan, 2008; Zellweger & 

Dehlen, 2012, p. 282).  It implies that due to the existence of SEW utility, family firm owners tend 

to manifest biased value perceptions beyond the value estimated when using only financial 

information (Zellweger & Astrachan, 2008).  

 So far, we can point out that owners of family firms perceive emotional value from the 

mere fact of owning the company and from all the non-financial goals that can be achieved by 

having the control of the company. Zellweger et al. (2012) state that as families´ intentions for 

transgenerational control (a source of SEW) increase, family owners will demand a higher price 

for selling their firm, suggesting that family owners considered future benefits of family control 

over time as part of their SEW endowment.    

 According to traditional financial theory, rational agents try to maximize the financial 

business value and, in turn, their utility function by taking only financial goals into consideration. 

Financial business value is calculated by discounting expected cash flows (financial worth) and 

adding the value of private benefits of control consumed by family business to the financial worth 
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(Demsetz & Lehn, 1985). With respect to private benefits, there is evidence that the dominant 

coalition or controlling shareholders could extract value from other shareholders (private benefits) 

by consuming perks, imposing a favorable dividend policy, entrenching and overpaying 

management, and so on (Combs et al., 2010; Nenova, 2003; Villalonga & Amit, 2006).  However, 

owners of privately-held businesses in general have financial and non-financial (emotional) goals, 

which implies that they have a different utility function (LeCornu et al., 1996). Thus, the total 

value of a business is not only the sum of financial worth and private benefits as it is assumed by 

traditional financial theory; there are emotional aspects that have an important impact on the 

perceived total value of the firm. It means that family firm owners-managers consider the family 

firm to be more than a simple object to maximize economic goals and financial value. In sum, the 

total value of a firm is equal to the sum of financial value (including private financial benefits) and 

emotional value  (Astrachan & Jaskiewicz, 2008; Zellweger & Astrachan, 2008).  

 In the words of Astrachan & Jaskiewicz (2008, p. 140), “Therefore, we present a new 

valuation formula that addresses, from an owner’s perspective, financial and nonfinancial 

(emotional) returns and how they affect total business value, which we consider an expression of 

business utility for the owner”. It would imply that the utilities generated by achieving NEGs and 

their consequent emotional return (utilities) can be priced or have a monetary value. The formulas 

proposed by Astrachan & Jaskiewicz (2008) are the following: 

TV = FV + EV                                                                                                                               (1)  

Where: TV = Total value of the firm to the owner, FV = Financial value, and EV = Emotional 

value.  

FV = DCF + DFPB                                                                                                                       (2) 

EV = ER – EC                                                                                                                               (3)  
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TV = DCF + DFPB + (ER – EC)                                                                                                  (4) 

Where: DCF = value of discounted cash flow, DFPB = value of discounted financial private 

benefits, ER = Emotional returns, and EC = Emotional cost. 

 On the one hand, the authors mention as an example of emotional return (ER) the result of 

achieving financial and non-financial business, family, and individual goals such as pride, self-

worth, educational opportunities, family involvement/togetherness, opportunities for 

self/offspring, community recognition, and independence. Therefore, it would be inferred that the 

“result” of achieving non-financial goals, ER, is basically utility, welfare, or the satisfaction (SEW 

with positive valence) generated by achieving them, which in turn increases the perceived value.  

 On the other hand, they mention as examples of Emotional cost (EC) the result of not 

achieving financial or non-financial goals, such as family tension, conflicts, obligations, 

dependence, sibling rivalry, and the reduction of leisure time. In this case, the “result” would be a 

reduction of utility, welfare or satisfaction (SEW with negative valence) and, hence, a reduction 

of perceived value. In this connection, based on the potential dark side of SEW, it is asserted that 

“SEW with negative valence indicates an inclination to withdraw from the firm and to sell out, 

whereas SEW with positive valence indicates an inclination to be attached to the ownership and to 

invest the self in it. In both cases, we suggest that affect biases subjective value perceptions and 

hence shapes SEW perceptions” (Zellweger & Dehlen, 2012, p. 282).  

 Furthermore, Zellweger & Astrachan (2008) introduce the concept of emotional value in 

order to capture that part of minimum compensation demanded or willingness to accept its loss 

(WTA) that is not explained by the financial value of the ownership stake. The financial value, 

similarly to the proposal of Astrachan & Jaskiewicz (2008), is equal to the present value of the 
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firm´s cash flow plus the present value of financial private benefits of control. They present the 

following formula: 

Emotional Value (EV) = WTA – Financial Value – Private Benefits of Control                         (5) 

Actually, the formula (4) and (5) would express the same; then WTA = TV (Total value).  

 Zellweger & Astrachan (2008) suggest that the pursuance of family-centered non-

economic goals creates emotional value or SEW. The authors also suggest that the price at which 

the family would be willing to sell the entire business to non-family members (WTA) would 

include the emotional value or the SEW endowment; thus, SEW may be measurable in monetary 

units. Another important aspect to highlight is that emotional value stems from not only achieving 

NEGs but also achieving economic goals through the sense of pride, status, recognition, and so on. 

There is a relationship among achieving NEGs, family firm owner utility, and the family firm 

value; therefore, the recognition of non-financial components is very relevant to understand the 

total firm value from the owner´s perspective (Astrachan & Jaskiewicz, 2008).  

 Where would the emotional value come from? What would be the source of the emotional 

benefits? In this regard, Gomez-Mejia et al. (2011) assert that there are emotional connections that 

family owners feel for their firm which impact on the psychological, behavioral, social, and 

cognitive aspects of managing the business; just emotional returns and costs and emotional value 

constructs are constructs attempting to capture these emotional connections.   

 Additionally, Zellweger & Astrachan (2008, p. 351), referencing other scholars, quoted the 

following emotional benefits: “Entrepreneurship research provides an extensive list of emotional 

benefits related to an ownership stake in a firm. It has been reported that firm owners derive value 

from power and prestige (Baumol, 1990), satisfaction with the level of challenge (Naughton, 

1987), and autonomy and independent decision-making (Douglas & Shepherd, 2000; Gimeno et 
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al., 1997). Similarly, family business research reports that owners derive value from passing on 

the legacy of the enterprising family tradition, emotional bonds between family members, and 

nostalgia (Sharma & Manikutty, 2005; Villalonga & Amit, 2006).”  

 In the case of emotional cost, Zellweger & Astrachan. (2008, p. 353), referencing other 

authors, quoted the following: “For example, personal sacrifices, burden of responsibility, risk 

exposure, dominance of professional life, role ambiguity and related work-family conflicts, 

deadline pressure, stress, long working hours, isolation, a lack of opportunity to interact, and 

responsibility for the organization and employees (Boyd & Gumpert, 1983; Douglas & Shepherd, 

2000; Mack & McGee, 2001; Tetrick, Slack, Sinclair, & Da Silva, 2000).” 

 Thus, the emotional value (ER – EC) stems from the NEG achievements which create or 

generate SEW utility, for which reason the emotional value seems to be part of the SEW value.  

 

The role of market experience and SEW 

 Despite the fact that Kahneman et al. (1990) ran some successful experiments in favor of 

the endowment effect, in which individuals were in an environment of market discipline and with 

an opportunity to learn, some economists suggest that this anomaly (WTA) would disappear if 

individuals were in a market and in a real setting with a wide number of opportunities to learn 

(Kahneman et al., 1991).  

 In this regard, there is evidence that the difference between WTA and WTP is due to the 

lack of market experience because individuals could learn to become more “rational”, for instance, 

under the pressure of a competitive market such as a stock exchange, acquiring experience such as 

selling or buying an object (e.g. a firm), or when there is a desire to sell the firm. Since ownership 
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stake can be substituted or sold and bought in financial markets, it loses its particular and personal 

value for its owner (Zellweger & Astrachan, 2008). 

 Accordingly, it is expected that emotional value would be higher for a closely-held 

ownership than for a publicly-held ownership; thus, private-held family firms would be difficult 

to sell or buy when the firm gives significant emotional value to the family owner (Berrone et al., 

2012; Zellweger & Astrachan, 2008). The subjective emotional value perception is biased and 

deviates from economic value because the family owner wants to be offset by the loss of this 

emotional value (Sharma & Carney, 2012; Zellweger & Dehlen, 2012).  

 

2.4. THE PECKING ORDER THEORY 

In this section of the present research work, it is discussed the pecking order theory and its 

potential relationship or adaptation to family firms financing decisions. Likewise, it is presented 

and discussed different statistical methodologies, variables, and regression equations, which have 

been used to test the pecking order theory.      

 

2.4.1    THE PECKING ORDER THEORY AND THE SEW   

 As mentioned previously, it is possible to measure SEW and give it a measurable financial 

value; the SEW value in monetary units is equal to the controlling family’s perceived total value 

of the family firm minus the sum of the present value of the expected future cash flows (financial 

worth) and the private benefits (Astrachan & Jaskiewicz, 2008; Gomez-Mejia et al., 2007, 2010; 

Wiseman & Gomez-Mejia, 1998; Zellweger et al., 2012; Zellweger & Astrachan, 2008) (See 

Figure 3a). However, this would not be the complete story. Part of the difference between the 

controlling family´s perceived total value of the family and the firm’s total value estimated by a 
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potential investor is due to the existence of asymmetric information. It is suggested that insiders 

have information about the true value of the firm due to asymmetric information (See Figure 3b). 

Indeed, there is another theory that states that there would be such difference because of the 

existence of asymmetric information: this theory is called the pecking order theory (POT). The 

pecking order theory of capital structure states that the primary determinant of corporate debt-

equity choice is the information asymmetry concerning firm value between firm insiders and 

external investors (outsiders) (Agca & Mozumdar, 2007).  

 The pecking order theory (POT) suggests that, under the assumption of asymmetric 

information, managers rely on internal sources of funds; and, if external resources are necessary, 

they prefer debt to equity (Myers, 1984; Myers & Majluf, 1984). This means that firms have no 

debt-to-value ratio target; if firms have positives-Net Present Value  projects (NPV), they will 

follow a hierarchy fashion: firms will issue debt instead of issuing equity when internal cash flows 

(retained earnings and depreciation) are insufficient  (Fama & French, 2002; Myers, 1984; Myers 

& Majluf, 1984). This means that when firms reach their debt capacities, they will eventually issue 

equity (Lemmon & Zender, 2010). 

 It is relevant to analyze some pecking order theory’s assumptions. For instance, we have 

the following assumptions: i) managers (insiders) act in the interest of old or existing stockholders, 

refusing to issue undervalued shares unless the wealth transfer from old to new stockholders is 

more than offset by the Net Present Value (NPV) of the project, thereby maximizing the value of 

the present shareholders, ii) managers know more or have more information about the firm value 

than potential investors (information asymmetry), and iii) there are no taxes, transactions costs or 

other capital imperfections, except asymmetric information (Myers, 2001; Myers & Majluf, 1984).  
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Figure 3 Impact of the SEW on the total value of a family firm 

Impact of the SEW on the total value of a family firm 

 

Source: own elaboration 

 It is important to highlight that the assumption of managers (insiders) acting in the interest 

of old or existing stockholders is an excellent and indisputable assumption for family firms because 

in this kind of firms the owner is the manager or at least it is very probable that founders or family 

members are central to strategy and to financial decision-making. Moreover, it is well 

acknowledged that family firms are very dependent on the owner, who is frequently the single 

decision-maker (Founder’s legacy centrality) (Feltham et al., 2005; Kelly et al., 2000; Watson & 

Wilson, 2002). With respect to the assumption of asymmetric information, this is a valid one not 

only for non-family firms but also for family ones; indeed, it can be considered a fact of life 

(Maherault, 2000; Myers & Majluf, 1984; Poutziouris, 2001). 
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 It is well accepted that market imperfections, such as asymmetric information, result in an 

important difference between the cost of internal and external financing resources (Berger & Udell, 

1998), that the consequences of asymmetric information on the cost of internal and external 

financing resources (premium) is increased by risk (Myers, 2001), and that investors are less well-

informed than existing firm insiders (managers) about the value of the firm (Vanacker & Manigart, 

2010); thus, the pecking order theory proposes among other issues the following :  

 First, firms (managers) prefer to finance new projects with internal funds (retained earnings 

and/or internal equity), because these financial resources are not affected by asymmetric 

information. 

 Second, in general it is better to issue safe securities than risky ones. External financing 

using debt is better than financing by equity (Myers, 2001; Myers & Majluf, 1984). If internal 

funds are not sufficient to finance all the financial needs (investment opportunities outstrip 

operating cash flows), firms will need to use external funds (debt and external equity). In that 

situation, these will prefer to issue the safest security (default-risk-free debt or low-risk debt), 

rather than risky debt and equity as a resort because default-risk-free-debt is less affected by 

asymmetric information than risky debt and external equity (Myers, 2001; Myers & Majluf, 1984; 

Vanacker & Manigart, 2010).  

 Risky debt has a lower risk than stocks; hence, investors in debt are subject to a better 

valuation of the firm. Risky debt suppliers may be reluctant to finance risky projects if they are 

not compensated by increased interest rates. According to Frank & Goyal, (2003), Myers and 

Majluf (1984) do not formally include risky debt in their analysis. Myers (1984) suggests 

intuitively that, if debt is risky, it falls between retained earnings and equity.   
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 Finally, if insiders issue new stocks, these financial instruments could be mispriced by the 

market. In these circumstances, if insiders insist on issuing stocks, it could imply that new investors 

capture more than the NPV of the new project (Harris & Raviv, 1991). External equity will be 

issued only if debt is costly because the firm has a high debt ratio and, therefore, managers and 

investors expect the cost of financial distress (Myers, 2001; Myers & Majluf, 1984). 

 A key point of the pecking order theory, hereinafter POT, is that insiders could eventually 

perceive a higher value of the firm than investors could due to information asymmetry. The 

situation is similar with the relationship between the perceived SEW value and the perceived total 

firm value, based on which it is anticipated that the effects would be similar because it is possible 

to follow a similar logic. In this connection, it is posited that part of the difference perceived in 

total firm value by the owner-manager is explained by the existence of asymmetric information; 

however, the difference is exacerbated or enlarged by the existence of SEW endowment, which is 

typical in family firms.  

 There are many reasons why family firms could follow the POT proposals when making 

financing decisions. For instance, there are behavioral factors related to the need of control, loss 

of management freedom to action, independence, autonomy, values, attitudes, emotions, and 

personal goals (e.g. Dreux, 1990; Hutchinson, 1995; Koropp et al., 2014; McConaughy et al., 

2001; Poutziouris, 2001; Romano et al., 2000). Likewise, there are agency problems based on 

asymmetric information, lack of access to the supply of equity and debt, credit rationing, among 

others (e.g. Coleman & Carsky, 1999; Mahérault, 2000; Myers, 2001; Myers & Majluf, 1984; 

Romano et al., 2000; Stiglitz & Weiss, 1981). However, this work proposes that SEW endowment 

or SEW value can contribute to explain a part of the “puzzle”. In this regard, the argument and a 

formal model are developed in Chapter 4.  
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2.4.2.  THE PECKING ORDER THEORY RELEVANT STUDIES   

 Shyam-Sunder & Myers (1999) test traditional capital structure against the pecking order 

theory, using the basic pecking order model (the simple model). Even though financial decisions 

are explained by different motives, forces, and constraints, Shyam-Sunder & Myers (1999), using 

a sample of 157 mature corporations during the period of 1971-1989 and assuming that real 

investments are exogenous and free of liquidity constraints caused by asymmetric information 

(without limitation of debt capacity), conclude that the pecking order is a much better explanation 

of the debt-equity choice and an excellent first-order descriptor of corporate financing behavior 

compared to trade-off theory. The assumption of firms having excess debt capacity is reasonable 

if it is taken into account that the sample is made up of large, public firms. 

 They use the basic pecking order model (the simplest form): 

ΔD it = a + bpo DEFit + eit                             (6) 

Where: 

i : firm 

t : time 

eit : error term 

ΔD : the amount of debt issued or retired 

DEF : the funds flow deficit or deficit. 

 It is expected that a = 0 and bpo = 1 (bpo is the pecking order coefficient). The prediction 

of bpo equal to 1.0 is based on a literal interpretation of the simple model that assumes no existence 

of financial distress and agency costs of debt, but these costs exist and limit debt capacity (Agca 

& Mozumdar, 2007). 

 All variables are scaled by book assets. 
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DEFt = DIVt + Xt + ΔW + Rt – Ct                                      (7)  

Where: 

DIVt : dividend payments 

Xt : capital expenditures  

ΔW : net increase in working capital 

Rt : current portion of long-term debt at start of period 

Ct : operating cash flows, after interest and taxes.  

 In this simple form, the pecking order model says that when a firm´s internal cash flow is 

not sufficient for its real investments and dividend payments, the firm issues debt, while equity is 

never used unless the firm can only issue junk debt or the costs of financial distress are high. 

However, the broader pecking order hypothesis would accommodate some equity issues. This 

simple model also implies that a substantial amount of intertemporal variation in net debt issue 

(ΔD) should be explained by only DEF (Chirinko & Singha, 2000). The pecking order theory 

assumes that the financing deficit and its components are exogenous when they are in reality 

endogenous (Frank & Goyal, 2003). In the strict pecking order model, all components of the deficit 

would be exogenous as long as safe debt can be issued; it also means that investment and financing 

decisions are independent. Indeed, Shyam-Sunder & Myers (1999) assumed this in their empirical 

paper. Even though this is an important limitation of the model, considering the kinds of firms they 

used, it is a reasonable assumption.     

 The authors obtain a bpo = 0.85, which they considered as the right order of magnitude 

even though it is significantly less than the simple pecking order prediction of 1.0. Likewise, 

instead of the simplicity of the model, the 𝑅2 (0.86) is very high. The parameters are similar if 

estimated with random-effects and fixed-effects models or the pool model; furthermore, there is 
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nothing in the pecking order theory that requires a balanced panel of firms (Frank & Goyal, 2003). 

For instance, bpo ranges from 0.75 to 0.85 depending on the technique and the dependent variable. 

Shyam-Sunder & Myers (1999) paper has generated an interesting debate and discussion about its 

relevance and validity:   

 Chirinko & Singha (2000) state that the simple model and the test of the pecking order 

presented by Shyam-Sunder & Myers (1999) not only generate misleading inferences but also can 

evaluate neither the pecking order nor the static trade-off models. They also posit that the strong 

form of the pecking order model implies that firms meet their deficit only with debt (a = 0 and bpo 

= 1); thus, this model is very restrictive and not very useful to test the pecking order model because 

it will be rejected if the firm issues equity. The authors assert that the model can be recast in a 

semi-strong form which states that firms meet their deficits by relying initially and mainly on debt. 

It means that bpo will be less than but close to 1.0. Values of the bpo from 0.75 to 0.85 are 

considered to be consistent with the semi-strong form test. The authors also conclude that the 

equation of the simple model is unable to detect a pecking order financing pattern. For instance, a 

situation in which firms rely initially on internal funds, rather than on equity, and finally on debt 

can result in a bpo close to 1.0. Moreover, they suggest that the relationship between ΔD and DEF 

must be concave. According to Agca & Mozumdar (2007), if firms issue debt before issuing equity 

following the pecking order theory, the debt-deficit profile should be concave and piecewise-linear 

as suggested by Chirinko & Singha (2000).  

 Frank & Goyal (2003) test the pecking order theory using a broader sample than Shyam-

Sunder and Myers (1999) for the same period of time (1971-1998). Contrary to Sunder & Myers 

(1999), Frank & Goyal (2003) conclude that equity issues track DEF more closely than do debt 
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issues. Using 768 firms over the period 1971-1989, they obtain a bpo = 0.27 and the 𝑅2 = 0.27. 

Even though the pecking order theory is rejected, it does not mean that DEF is totally irrelevant.  

 Since the pecking order theory is based on a difference of information and, thus, on adverse 

selection problems, and taking into account that small firms (usually high-growth firms as well) 

are commonly subject to adverse selection problems, it is expected that these kinds of firms better 

match the pecking order prediction (Fama & French, 2002). Contrary to this, Frank & Goyal (2003) 

show that the pecking order theory performs better for large firms. The greater the size, the better 

the performance of the pecking order predictions.  

 The authors also include in the simple model conventional factors that are used to explain 

corporate leverage and to test the trade-off theory (see Harris & Raviv, 1991; Rajan & Zingales, 

1995): tangibility of assets (T), growth opportunities / market-to-book ratio (MTB), size – log sales 

(LS), and profitability (P).  

Their version of basic regression equation is: 

ΔDi = a + Bt ΔTi + Bmtb ΔMTBi + Bls ΔLSi + Bp ΔPi + bpo DEF + eit                                   (8)   

Δ denotes the first differences between years. Unlike the traditional form, the authors use first 

differences arguing that they intend to explain a change (ΔD).  

 With respect to the traditional factors, Harris & Raviv (1991) assert that the consensus is 

that there is a positive relationship between leverage and fixed assets, investment opportunities, 

and size, and a negative relationship with the probability of bankruptcy and profitability.  

 On the one hand, according to Harris & Raviv (1991) and Frank & Goyal (2003), one might 

expect that firms with few tangible assets would have greater asymmetric information; thus, under 

the pecking order theory, firms with few tangible assets will tend to accumulate more debt over 

time and have higher leveraged ratios (Bt < 0). On the other hand, firms with a large fraction of 
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assets as tangible assets might use these as collateral; moreover, these assets would have more 

value in liquidation. Tangibility is an indicator of collateral disposition (Agca & Mozumdar, 2007). 

Thus, these firms would have more debt capacity and leveraged ratio (Bt > 0) (Frank & Goyal, 

2003; Rajan & Zingales, 1995). In the words of Rajan & Zingales (1995): “…, the greater the 

proportion of tangible assets on the balance sheet…, the more willing should lenders be to supply 

loans…” 

 With regard to future growth opportunities, firms with higher leveraged ratios might pass 

up profitable investment opportunities when these appear (Myers, 1977). Then, firms with 

expected profitable future investments would use a great amount of equity or less debt (Rajan & 

Zingales, 1995). Firms with greater growth options are associated with higher financial distress 

costs and, as a consequence, are able to support lower levels of debt because of less debt capacity 

(Agca & Mozumdar, 2007). The usual prediction is Bmtb < 0 (Frank & Goyal, 2003).  

 In general, large firms are more diversified, have better reputation and credit ratings in 

financial markets, fail less often, and suffer from less information asymmetry and agency problems 

(Agca & Mozumdar, 2007; Frank & Goyal, 2003; Lemmon & Zender, 2010; Rajan & Zingales, 

1995). Therefore, size should have a positive effect on debt supply and debt capacity. The normal 

prediction is that Bls > 0. 

 According to Rajan & Zingales (1995) and Frank & Goyal (2003), the prediction on 

profitability is conflicting and ambiguous. On the one hand, under the pecking order theory, there 

would be a negative relationship between leverage and profitability because firms prefer to use 

internal funds rather than debt (Myers & Majluf, 1984). On the other hand, from the supply side 

point of view, suppliers of debt should be more willing to lend to more profitable firms, with more 

operating cash flow generation (Rajan & Zingales, 1995).  
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 The conventional factors can be used not only to test the trade-off theory but also to 

determine the ability to support debt as proxies of debt capacity (Agca & Mozumdar, 2007).  

Adding the conventional factors, Frank & Goyal (2003) obtain a bpo = 12.5 and a 𝑅2 = 0.219. 

They finally conclude that equity financing dominates debt financing and evidence poses serious 

problems for the pecking order; however, this does not mean that DEF is totally irrelevant. Even 

though DEF plays a small role in explaining net debt issues when it is used in conjunction with 

conventional factors, it is statistically significant.    

 According to Agca & Mozumdar (2007), there is evidence in favor and against the pecking 

order theory. In this regard, they show that the divergence and contradictory evidence with respect 

to the pecking order theory can be explained by the constraint on the amount of debt that firms can 

support or debt capacity (Myers, 1984). The pecking order theory is not about the relative 

proportion of internal funds, debt, and equity but rather about the relative sequencing of them. 

Furthermore, the authors explore a possible explanation for the difference in financing behavior 

between large and small firms (see Frank & Goyal, 2003), using debt capacity as explanatory 

variable. In this connection, Agca & Mozumdar (2007, p. 4) state the following:  

“How much a firm borrows depends on how much it can borrow (its debt capacity), as well 

as how much it wants to borrow. The observed debt level is the lower of the two. Since the 

pecking order theory focuses on the amount of debt firms want to borrow, it is a more 

natural theory of large firms that are typically older and more profitable, and have more 

tangible assets and fewer growth options.”  

 Agca & Mozumdar (2007), recognizing that the simple model lacks the power to 

differentiate the pecking order theory from other financing patterns (Chirinko & Singha, 2000), 

they implement alternative specifications. One of them captures the notion that if the pecking order 
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is valid, then the debt-deficit profile should be concave and piecewise-linear; this specification test 

for general concavity in the relationship is made by adding a quadratic deficit term in the regression 

equation (DEF2): 

ΔDit = bpo DEFit + bp1 DEFit2 + eit                                                                                           (9) 

 If the pecking order theory is valid, the net new debt issued will be a concave function of 

DEF; hence, the parameter bp1 must be negative (bp1 < 0). This regression equation is able to 

reject the pecking order theory if it is invalid empirically. 

 In other specifications, they explicitly add the conventional factors (Harris & Raviv, 1991; 

Rajan & Zingales, 1995) as proxies of the debt capacity or the amount of debt firms can support: 

firm size, asset tangibility, growth options, and profitability. This model has the implicit hypothesis 

that while the trade-off theory determines the amount of debt a firm can issue (as mentioned 

previously, the conventional factors have been used to test the trade-off theory), the pecking order 

explains the amount of debt a firm wants to issue (Agca & Mozumdar, 2007).  

 Agca & Mozumdar (2007) find that the explanatory power of the regressions increases 

from the simple model through each of two alternative specifications. They also find that the 

parameter bpo is close to 1.0 and the debt-deficit relationship is concave (bp1 < 0). Similarly, they 

find–as do Chirinko & Singha (2000)–that small firms attach better to the pecking order behavior 

than large firms, explaining the differences by the amount of debt they can support. Finally, they 

provide evidence that firms follow the pecking order theory under the condition of having debt 

capacity. 

 Lemmon & Zender (2010) find that in the absence of debt capacity, debt appears to be 

preferred to equity and the pecking order theory provides a good description of financing behavior. 

They control debt capacity and also include the square of the financing deficit in order to “capture” 
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the notion that under the pecking order theory the relationship between ΔD and DEF when firms 

face debt capacity constraints is concave (Chirinko & Singha, 2000): 

ΔDit = a + bpo DEFit + bp1 DEFit2 + eit                                                                                   (10) 

 Unlike the regression equation of Agca & Mozumdar (2007), they include the parameter 

a. 

 The authors measure debt capacity by considering the conventional factors but adding the 

firm age through a logic model in order to estimate the probability of having a bond rating as a 

proxy of debt capacity (Firms are classified into subsamples based on debt capacity). With respect 

to the inclusion of firm age, younger firms used to have a shorter track record; thus, they probably 

have less debt capacity. Lemmon & Zender (2010) find that the pecking order model performs 

better for old firms.   

 Lemmon & Zender (2010) conclude that the pecking order is a good description of 

financing behavior and that the preference of small, high-growth firms for equity is explained by 

their debt capacity constraints. Contrary to Fama & French (2002) and Frank & Goyal (2003), they 

posit that a better performance of the pecking order theory in large firms rather than in small firms 

is consistent whit this theory. They argue that if the growth options of small firms are significantly 

more valuable (relative to assets in place) compared to those of large firms, then the former may 

actually face lower adverse selection costs associated with an equity. The authors also implicitly 

assume that asset growth and profitability are exogenous to the financing decisions (investment 

and financing decisions are independent) and recognize that this would be correct only with perfect 

markets. 
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CHAPTER 3: SEW, FAMILY UTILITY 

FUNCTION, AND FIRM TOTAL VALUE  
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3.1. SEW AND FAMILY FIRM TOTAL VALUE: A CONCEPTUAL PROPOSAL  

 This thesis proposes to differentiate what SEW (or SEW endowment) is as a concept or 

definition from what SEW utility (𝑢SEW) and SEW value are. In this regard, this thesis suggests 

that SEW (or SEW endowment) is the utility, satisfaction, or welfare created or generated and 

perceived in a moment by the owner-manager or the family, for example by achieving NEGs, 

whereas, based on microeconomic theory, the SEW utility is the level or the amount of utility, 

satisfaction, or welfare expressed in “utilities units” perceived by the owner-manager or the family. 

SEW can be expressed in monetary units (SEW value) as the value of the SEW utility subjectively 

perceived by the owner-manager or the family. It is also important to keep in mind that SEW is 

not the same as NEGs. 

 Economic goals, hereinafter EGs, such as dividends, private benefits, and equity value, 

allow to achieve some NEGs such as status, reputation, financial independence, and so on, and in 

turn to create or generate SEW utility. Thus, achieving not only NEGs but also EGs generates or 

creates SEW utility (𝑢SEW) or levels of satisfaction or welfare for the family. Then, taking into 

account that family firms have a utility function that depends on EGs and NEGs and using the 

marginal utility theory, the maximization of utility by a family firm will be formalized 

mathematically and graphically. It will be formally shown that family firms do not maximize EGs 

as a mean to maximize their utility function. Based on the previously developed conceptual 

proposal and the formal model, the SEW and SEW utility (𝑢SEW) will be related from an 

intertemporal approach with the perceived value of the family firms. Finally, a new complementary 

definition of SEW is proposed from a microeconomic point of view. 

 Within the family firm, it is possible to classify all the economic goals into two groups: i) 

Intermediate economic goals (EGI) and ii) Final economic goals or simply economic goals (EGs). 
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Examples of EGI are increase in sales, acceleration of growth, cost reduction, increase in net 

income, increase in market share, increase in operating cash flows, and so on. Examples of EGs 

are dividends (Div), private benefits (X), and equity value (E) (e.g. Astrachan & Jaskiewicz, 2008; 

Dawson & Mussolino, 2014; LeCornu et al., 1996; Mahto et al., 2010). Some examples of NEGs 

have been given in the previous chapter (e.g. Chrisman et al., 2010; Chrisman, Chua, & Litz, 2003; 

Chrisman, Chua, & Zahra, 2003; Dyer & Whetten, 2006; Holmes & Zimmer, 1994; LeCornu et 

al., 1996; Pieper & Klein, 2007; Zellweger et al., 2013; Zellweger & Astrachan, 2008). The 

relationship among EGs, NEGs, and the family owner utility function is presented in Figure 4. 
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Figure 4 Owner-Manager / Family Utility Function 

Owner-Manager / Family Utility Function 

 

Source: own elaboration 

Where E0: 

                                                                                                                                                                                                        (11)                                                                                                                                                                                           

𝐾𝑒  : Cost of equity  

𝐶  : Consumption in monetary units. 
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With respect to Figure 4: 

(1) Family owners achieve EGs through achieving EGI. Family firms need to spend and invest 

some cash flow in EGIs (𝐺𝐸𝐺𝐼 𝑎𝑛𝑑 𝐶𝑎𝑝𝑒𝑥𝐸𝐺𝐼), such as product design, advertising, 

improvement of products and services, operating efficiency, staff training, work environment, 

and so on, in order to maximize EGs.  

𝐺𝐸𝐺𝐼  : Operating expenses in EGIs. 

𝐶𝑎𝑝𝑒𝑥𝐸𝐺𝐼   : Investments in EGIs.  

(2) At least some NEGs could impact directly and positively on the capacity of the family firm to 

generate cash flows, thereby increasing EGs (dividends (𝐷𝑖vs), private benefits (X), and equity 

value (E). 

𝐺𝑁𝐸𝐺  : Operating expenses in NEGs. 

𝐶𝑎𝑝𝑒𝑥𝑁𝐸𝐺  : Investments in NEGs. 

For example, a family firm can spend or invest in NEGs (𝐺𝑁𝐸𝐺 𝑎𝑛𝑑 𝐶𝑎𝑝𝑒𝑥𝑁𝐸𝐺), such as in 

social and environmental initiatives, in order to achieve NEGs such as status, projecting a 

positive image and good reputation of the family, recognition and personal prestige in the 

community or society (e.g. Chrisman et al., 2012; Corbetta & Salvato, 2004; Dyer & Whetten, 

2006; Ehrhardt & Nowak, 2003; Kets de Vries, 1993; Khatri & Ng, 2000; M. Lee & Rogoff, 

1996; Tagiuri & Davis, 1996; Westhead et al., 2001; Zellweger & Astrachan, 2008). As a result 

of those social and environmental initiatives, the firm can gain a greater market share (and, 

hence, scale economies) and consumers could pay a premium for its products (and, hence, 

better contribution margins), resulting in improved financial performance and maximizing 

equity value (E). However, it is necessary to mention that there is no conclusive evidence on 

the impact of being socially and environmentally responsible on the cash flows, profitability 
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or equity value (stock market performance) of a firm (e.g. Alexander & Bulchholz, 1978; 

Balabanis et al., 1998; Cochran & Wood, 1984; Crisóstomo et al., 2011; Harrison & Freeman, 

1999; Klassen & McLaughlin, 1996). 

Another example would be related to altruism. Altruism can be related to NEG such as the 

perpetuation of family dynasty (Casson, 1999; Gomez-Mejia et al., 2007), the fulfillment of 

family obligations based on blood ties rather than on strict criteria of competence 

(Athanassiuou et al., 2002), maintaining family control (Stockmans, et al., 2010), creating jobs 

for family members, offering opportunities for growth and development for family members 

even though it lowers profitability (Chrisman, Chua, & Litz, 2003), ensuring the succession of 

family members, keeping control (LeCornu et. al, 1996), and so on. 

From the perspective of the agency problem theory, altruism may generate or present agency 

problems and costs (e.g. Madison et al., 2016; Schulze et al., 2001, 2003b, 2003a; Xi et al., 

2013; Zellweger, 2006). Even though there is evidence that the concentration of ownership 

results in a better performance by family firms, this is far from a consensus among researchers 

(González et al., 2010; Mazzi, 2011; O’Boyle et al., 2012). Altruism can positively impact 

family firm performance in different ways such as fostering loyalty and commitment among 

family members and between the family and the firm, promoting a bond among the family 

members, facilitating communication, cooperation, and decision-making (Daily & Dollinger, 

1992; Simon, 1993; Zellweger, 2006). In this regard, there is some evidence that family firms 

have a superior financial performance than non-family firms, yet some of such evidence 

suggests that this occurs only when the founder is still involved in operations (e.g. Anderson 

& Reeb, 2003; Andres, 2008; Daily & Dollinger, 1992; González et al., 2012; McConaughy et 
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al., 2001; Poutziouris, 2011; Poutziouris et al., 2002; Villalonga & Amit, 2006; Wagner et al., 

2015). 

In contrast, altruism can also create or exacerbate agency problems that are expensive to 

control or mitigate; for instance, altruism encourages parents to be generous, thereby causing 

their offspring to free ride or to shirk responsibilities (Zellweger, 2006). Altruism is very likely 

to be pronounced in family firms owing to the fact that the control over the firm makes it 

possible for owner-managers to be very generous to their children and relatives by providing 

family members with secure employment, perquisites, and privileges that they would not 

receive in other circumstances or firms (Gersick et al., 1997; Schulze et al., 2001). In this 

regard, it is also suggested that, due to altruism, family agents have the incentive to free ride 

and shirk responsibilities, and owner-managers will have difficulty in monitoring and 

disciplining this kind of behavior (Schulze et al., 2001, 2002, 2003a). There is empirical 

evidence (Gallo et al., 2000; Gallo & Vilaseca, 1996; Morck et al., 1988; Sciascia & Mazzola, 

2008). 

(3) From an intertemporal point of view, it is a common assumption that all income is or will be 

consumed over time (C = Consume) (e.g. Call & Holahan, 1983; Copeland & Weston, 1992; 

Mas-Colell et al., 1995; Romer, 2006). (See equation 11). 

Note that at a personal level, an individual can save part of his or her income; however, from 

an intertemporal point of view, savings can be considered as future consumption. 

Consumption over time, all the time, generates or creates utility, satisfaction or welfare for 

consumers (Call & Holahan, 1983; Copeland & Weston, 1992; Mas-Colell et al., 1995; Romer, 

2006), and in this particular case for family members, which will be named Economic Goal 

Utility (𝑢EG).  
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(4) Equity value (E), which can be considered a sign of the family’s wealth and success and the 

family firm’s size and success (identity), generates or creates utility not only by being an EG 

or by representing future consumption (C) but also by achieving some NEGs. E as EG enables 

family members to project, for example, a positive image, recognition, prestige, and reputation 

in the community or society, to be altruistic to family members, to achieve a higher position in 

society, lifestyle, and family security (e.g. Dyer & Whetten, 2006; Ehrhardt & Nowak, 2003; 

Holmes & Zimmer, 1994; Khatri & Ng, 2000; Schulze et al., 2003b; Zellweger et al., 2012; 

Zellweger & Astrachan, 2008). 

In this regard, Dyer & Whetten (2006), Zellweger & Astrachan (2008), and Chrisman et al. 

(2012) suggest that the social status of family members is attained according to the size and 

performance of the family firm due to the link between the firm and the family. Likewise, 

Zellweger et al. (2013) and Astrachan & Jaskiewicz (2008) state that family firms need to 

achieve EGs to achieve in turn NEGs such as maintaining actual and transgenerational control, 

pride, self-worth, educational opportunities, etc., and to avoid emotional costs such as family 

tensions and conflicts.  

In summary, E also enables family members to achieve NEGs, thereby creating or generating 

utility, satisfaction or welfare, which will be named SEW utility (𝑢SEW). 

(5) Family firms spend and invest some cash flow in NEGs (𝐺𝑁𝐸𝐺 𝑎𝑛𝑑 𝐶𝑎𝑝𝑒𝑥𝑁𝐸𝐺). Each 

achieved NEG preserves, creates or generates SEW utility (𝑢SEW). Regarding ownership (Ow), 

it itself would create or generate utility due to the endowment effect and possession attachment  

(e.g. Beggan, 1992; Belk, 1988, 1991; Kahneman et al., 1990; Schultz & Menzel, 2004; Thaler, 

1980; Zellweger & Astrachan, 2008). Control is a NEG in itself and permits to achieve NEGs 

(Gomez-Mejia et al., 2007; Schulze et al., 2001; Zellweger et al., 2012) 
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(6) EaPa would capture the utility, satisfaction or welfare which comes from the long-term 

perspective of the sentimental attachment that could be explained by long-term endowment 

effect (Kahneman et al., 1990). The perceived value increases over time not only with the 

duration of the ownership in the firm but also with the experience with the ownership (firm) 

(Ariely et al., 2005). Likewise, possession attachment suggests that the ownership of a firm is 

likely to create or generate emotional attachment and its consequent emotional value, since 

this ownership reflects the owner’s self, communicates his or her values, and communicates 

who he or she is, due to not only the corresponding past and present possessions but also the 

expected future possessions (Belk, 1988; Richins, 1994b, 1994a; Tuan, 1980). Therefore, EaPa 

creates or generates SEW utility (𝑢SEW).     

(7) Utility, satisfaction or welfare, which stems from achieving EGs and is called economic goal 

utility (𝑢EG), would depend on 𝐷𝑖𝑣0, X0, and E0. Similarly, utility, satisfaction or welfare, 

which stems from achieving NEGs and is called SEW utility (𝑢SEW), would depend on Units 

of NEGs (NEG𝑢) or NEGs, E0, and Ownership (Ow). 

In the next section we will explain what is considered to be NEGu. 

(8) Finally, the utility function (total utility) of the family and/or the owner is a function of 𝐷𝑖𝑣0, 

X0, E0, NEG𝑢, Ow,  and EaPa: 

                                                                     (11/(                                                                        (12)  

 There certainly will be other variables affecting the total utility function, such as systematic 

risk and unsystematic risk (low liquidity, lack of diversification, lack of flexibility, accountability, 

and so on (LeCornu et al., 1996; McMahon & Stanger, 1995). For the purpose of this work, which 

comprises maximizing utility as a function of EGs and NEGs in the present and future, these 

variables are considered as givens (constants). 

  =   (    ,   ,   , NEG , Ow, EaPa) 
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Family firm utility function: some comments and proposals 

 First, equity value (E0) is the financial wealth or the present value of shareholder’s wealth 

(stock), at least the wealth generated from the family firm (depending on their shareholding, the 

family will have a share of E0). Moreover, E0 is the present value of expected future dividends plus 

private benefits (flows) that would be equal to the expected lifetime consumption of the family 

members, under the assumption that all income is or will be consumed (e.g. Copeland & Weston, 

1992; Romer, 2006) by family members through present and next generations over time (See 

equation 11).  

 When valuing equity (financial welfare), future expected cash flows (dividends and 

expected private consumptions for stockholders) are valued; thus, the value is the expected present 

value of those cash flows (e.g. Brealey et al., 2019; Ross et al., 2016) or the expected present value 

of those consumptions (Copeland and Weston, 1992). In this regard, Copeland and Weston (1992, 

p. 18), under the assumption that the objective of managers is to maximize the wealth of 

shareholders, assert that: “This will be seen to be the same as maximizing the present value of 

shareholders' lifetime consumption and no different than maximizing the price per share of stock.” 

 At the individual level, a person can save or invest part of his or her dividends in different 

financial assets (stocks or bonds) and/or in bank accounts and/or in the family business (stocks) to 

satisfy his or her time pattern for consumption, according to his or her individual desire, thereby 

increasing future cash flows and consumptions and in turn optimizing intertemporal utility 

function (𝑢𝐸𝐺0). However, in the case of financial assets and bank accounts, at least in the medium 

and long terms, it is expected that the net present value to be equal to zero in perfect financial 

markets (each investment yields its opportunity cost); therefore, the present value of consumptions 
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would be the same as the present value of dividends (see Solomon, 2015). It would be the same in 

the case of borrowing (the investment will be made to cover the opportunity cost of all sources of 

financing, own capital or dividends and personal debt). Regarding investing in their own firm, it 

would depend on the investment opportunities the firm is able to recognize or reach; however, the 

family could decide to invest on the family firm, reducing the distribution of dividends.  

Second, the intertemporal consumption generates utilities over time (flows). 𝑢𝐸𝐺0  is the 

present value of these utilities (stock).   

                                                                                                                                                    (13) 

 

 Where: ƿ is the utility discount rate or the rate of pure time preference (utility discount rate 

is normally assumed to be positive - 0 < ƿ < 1 – because, given two equal levels of consumption 

in two different periods, the individual always appreciates more utilities from the earlier 

consumption), while 𝑢𝐸𝐺0  is the present value of utilities (stock) generated in each period of time 

(flows) (e.g. Galindo & Montecinos, 2018; Hall, 1978, 1988; Long & Plosser, 1983; Plosser, 1989; 

Romer, 2006).   

 Under the assumptions of a family’s ownership control, the same discount rate of family 

owners (𝐾𝑒) and potential atomized and diversified investors, rational agents, perfect information, 

and absence of asymmetric information in order to focus on SEW value, the market value of the 

family's shares will be greater than the market value for the outside and diversified shareholders, 

due to the present value of private benefits (X). In order to focus on the effect of SEW, this work 

assumes that the cost of capital–discount rate–is the same for the family owner and for outside 

potential investors. Indeed, this is nowadays an unresolved issue. On the one hand, for instance, 

the discount rate should be higher for the family business because of the absence of diversification 

𝑢𝐸𝐺0 =∑
𝑢 (𝑪𝒕)

 (𝟏+ƿ)𝒕

∞

𝒕=𝟏
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(See Lintner, 1965; Markowitz, 1952; Sharpe, 1964). On the other hand, the discount rate should 

be lower because of non-financial benefits (See Astrachan & Jaskiewicz, 2008; Chua & Schnabel, 

1986; DeTienne & Chirico, 2013; McConaughy, 1999; Zellweger, 2007). 

 Third, it is unfair to assert that economists only consider financial goals or financial wealth 

in their analysis. Although non-economic aspects (Dupuit, 1853; as cited in Astrachan & 

Jaskiewicz, 2008) were considered as important aspects of behavior by several nineteenth-century 

economists, these aspects seem to have been ignored in modern economic literature (Becker, 

1974b). However, there are many examples of academic works in the field of economics 

considering non-economic aspects (Becker, 1961, 1968, 1971, 1973, 1974a; Boulding, 1973; as 

cited Becker, 1974b). Moreover, the definition of economics as the science that studies the 

allocation of only material goods to satisfy only material wants is the narrowest and least 

satisfactory of all (Becker, 1976; Rees, 1968). It seems unfair to affirm that economists only 

consider financial goals or financial wealth in their analysis.  

 Traditionally, everything that affects utility, satisfaction or welfare is considered 

“economic” (e.g. Ekelund, 1998), including economic and “non-economic goals”. In this respect, 

to some extent the indistinct use of the terms economic goal and financial goal (or non-economic 

goal and non-financial goal) is a bit confusing.  

 Fourth, the total family members´ utility function (𝑢) can be considered as the aggregated 

utility function of each family member or the utility function of the owner-manager (see Becker, 

1974b, p. 177 - 178). In this work, the second option is used. Everything previously indicated is 

based on altruism. Traditional economists in general model altruism as a utility function in which 

the welfare of an individual is positively related to the welfare of the others (Bergstrom, 1989), 

implying that his efforts to maximize his own utility allow him to satisfy at the same time both 



 

148 
 

altruistic and egoistic preferences (Zellweger, 2006). Therefore, altruism is self-reinforcing and 

motivated by self-interest because it allows a person to simultaneously satisfy altruistic and 

egotistic preferences (Lunatti, 1997).  

Fifth, the intertemporal achievement of NEGs (flows), the family financial wealth, and the 

ownership control generate SEW utilities over time. 𝑢𝑆𝐸𝑊0  is the present value of those utilities 

(stock):   

                                                                                                                                        

                                                                                                                                                     (14) 

Where: 𝜌 is the subjective utility discount rate or the rate of pure time preference (utility discount 

rate is normally assumed to be positive - 0 < 𝜌 < 1 – because, given two equal levels of NEGs in 

two different periods, the individual always appreciates more utilities from the earlier NEGs), 

while 𝑢𝑆𝐸𝑊0  is the present value of utilities generated in each period of time.   

𝜌 is a subjective discount rate that depends on the particular preferences of each owner-manager 

and on his or her utility function and indifference curve.  

𝑢𝑆𝐸𝑊0  can be valued in monetary terms. However, this value would be a particular and subjective 

perception of the owner-manager. In this sense, it is acknowledged that the economics literature 

asserts that the value of a good to a consumer is represented by the price he or she is willing to pay 

and stems from the utility or satisfaction the goods provide (Richins, 1994a). A good is not 

necessarily a material thing; in this regard, Dupuit (1853) argues that: “Now, it is a mistake to 

believe that man attaches a price only to material things” (Dupuit, 1853; as cited in Astrachan & 

Jaskiewicz, 2008). Note that there is no market such as a stock exchange in which 𝑢𝑆𝐸𝑊0 can be 

priced; it will be valued and eventually priced subjectively by the owner-manager.       

 

𝑢𝑆𝐸𝑊0 =∑
𝑢 (𝑵 𝑮𝒕,   , 𝐎𝐰,   𝐄𝐚𝐏𝐚)

 (𝟏+𝝆)𝒕

∞
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Socioemotional wealth and family firm total value 

 The total value (TV) of the family firm to the owner (WTA: the price at which the family 

would be willing to sell the entire business to non-family members) is equal to the monetary value 

of the present value of expected cash flows and private benefits plus the monetary value of the 

present value of SEW utilities (SEW value = 𝑢𝑆𝐸𝑊0
𝑚𝑢 ) from the owner-manager subjective 

perspective (See Figure 5). 𝑢𝑆𝐸𝑊0
𝑚𝑢  is to some extent the “emotional value” in monetary terms in the 

eyes of the owner-manager (Zellweger & Astrachan, 2008). 

Figure 5 Family Firm Total Value from Different Perspectives 

Family Firm Total Value from Different Perspectives 

 

Source: own elaboration 

 As mentioned before, under the assumptions of perfect financial markets, diversified and 

atomized outside potential investors, without asymmetric information, and the same discount rate  

for family owner (Ke) and potential investors, potential investors value the family firm by 𝑲 .  

                                                                                                                                                     (15) 

 

From the financial 
marketFrom the owner-manager perspective

  =∑
   𝒕+ 𝒕
 (𝟏+𝑲𝒆)𝒕

∞

𝒕=𝟏

     

  

Private Benefits of 

control (X)

Financial

Value
𝑲 =∑

   𝒕
 (𝟏+𝑲𝒆)𝒕

∞

𝒕=𝟏

WTA 

Total
Value

(TV)

𝑲 =∑
   𝒕

 (𝟏+𝑲𝒆)𝒕

∞

𝒕=𝟏
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 The owner-manager values the family firm more than the outsider stockholders or potential 

investors due to not only the present value of private benefits but also the present value of SEW 

utilities (𝜇𝑆𝐸𝑊0
𝑚𝑢 ).   

 

3.2. SEW AND FAMILY FIRM TOTAL VALUE: FORMAL MODEL 

 The aim of this part is to build 04 versions of a formal model based on the assumptions and 

fundamentals of utility theory and the SEW approach to contribute to the understanding of 

financial performance decisions in family firms. Actually, the first version includes the relevant 

assumptions; the rest of the versions removes some of them as it is mentioned during their 

development. Additionally, mathematical methods are used such as total and partial differentiation 

(comparative statics) and graphical analysis, which are traditionally used in microeconomic 

analysis. This model seeks to give a complementary and additional theoretical and formal support 

to "rationality" and certain behaviors observed in family firms that have been widely discussed in 

the academic literature. In this connection, the model would help to explain why family firms not 

to only pursue economic goals but seem to pursue non-economic goals more vigorously, which 

does not necessarily maximize their financial performance but rather their utility function.  

 An important issue to discuss is how the reference state or point is determined or reached. 

It is suggested that shift of reference state or point induces reversals of preference. However, this 

presents some questions: How were the current reference state or point and the current indifference 

curve reached, and how do the current reference state or point and its change affect preference? 

(Tversky & Kahneman, 1991). Tversky & Kahneman (1991) assume that the decision maker has 

a definite reference point; nevertheless, to our knowledge, they do not establish or explain the 

origin and the determinants of the current reference state or point and indifference curve. Even 
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though the reference point in general corresponds to the decision maker´s current position and is 

influenced by aspirations, expectations, norms, and social comparisons (Tversky & Kahneman, 

1991), to our knowledge, it is not clear in the literature how the individual reached such present 

endowment or reference point and indifference curve by making decisions over time and based on 

his or her previous preferences or utility curves. It is as if the present reference point and 

indifference curve are given. In this regard, for this model it is assumed that the current reference 

point and indifference curve are givens; then, this proposal shows a situation of equilibrium in 

which owner-managers maximize their utility function.  

 After the presentation of the formal model, it will carry out a discussion and analysis of the 

role of the prospect theory, changes in the reference point, and the condition of non- reversibility 

of indifference curves in family firm financial performance decisions and their utility 

maximization behavior.  

 

3.2.1.  FIRST VERSION OF THE MODEL 

 3.2.1.1. CASH FLOW FOR FAMILY OWNERS.  

 Given that each family firm has its own Cash Flow to Capital (𝐹𝑇𝐶) in each period of 

time, it is presented the following equation: 

𝐹𝑇𝐶𝑡 = 𝑆𝑡 − 𝑂𝑝𝑒𝑥𝑡 − 𝑋𝑡 − 𝐶𝑎𝑝𝑒𝑥𝑡 −𝑊𝐾𝑡 − 𝐼𝑡                                                                     (16)      

Where: 

𝑆𝑡   : Sales 

𝑂𝑝𝑒𝑥 : Operating expenses in 𝐸𝐺𝐼𝑠 and in 𝑁𝐸𝐺𝑠 

𝑋   : Private benefits 

𝐶𝑎𝑝𝑒𝑥𝑡 : Capital expenses 

𝑊𝐾𝑡   : Investment in working capital  
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𝐼𝑡  : Interest or financial expenses 

 It is assumed that technology, management, know-how, resources and capabilities, 

productivity, etc. are given; thus, the firm has an optimal capacity to generate cash flows (𝐹𝑇𝐶𝑡). 

The capacity to generate cash flows is exogenous.   

 Assuming for simplicity no growth, perpetuities, constant debt or constant debt-rate, then:  

𝑊𝐾 = 0 

𝐼 = 𝑐𝑜𝑛𝑠𝑡𝑎𝑛𝑡 

𝐶𝑎𝑝𝑒𝑥 = 𝑀𝑎𝑖𝑛𝑡𝑎𝑛𝑐𝑒 𝐶𝑎𝑝𝑒𝑥 = 𝑀. 𝐶𝑎𝑝𝑒𝑥𝐸𝐺𝐼 +𝑀. 𝐶𝑎𝑝𝑒𝑥𝑁𝐸𝐺                  

              = 𝐷𝑒𝑝𝑟𝑒𝑐𝑖𝑎𝑡𝑖𝑜𝑛 + 𝐴𝑚𝑜𝑟𝑡𝑖𝑧𝑎𝑡𝑖𝑜𝑛 = 𝐶𝑜𝑛𝑠𝑡𝑎𝑛𝑡 

Where: 

𝑀.𝐶𝑎𝑝𝑒𝑥𝐸𝐺𝐼 : Maintenance Investment in 𝐸𝐺𝐼𝑠. 

𝑀.𝐶𝑎𝑝𝑒𝑥𝑁𝐸𝐺 : Maintenance Investment in 𝑁𝐸𝐺𝑠 

Then, we can express the equation (15) as follows:  

𝐹𝑇𝐸𝑡 = 𝐹𝑇𝐶𝑡 + 𝑋𝑡 = 𝑆1(𝐺𝐸𝐺𝐼𝑡) + 𝑆2(𝐺𝑁𝐸𝐺𝑡)⏟                
𝑆

− (𝐺𝐸𝐺𝐼𝑡 + 𝐺𝑁𝐸𝐺𝑡) − 𝐴𝑡)  

 In each version of the model, it is assumed that family firms generate positive cash flows 

to family owners; this means that family firms are financially solvent. It also entails the following 

restrictions: 𝐹𝑇𝐶𝑡 > 0, and given that 𝑋𝑡 > 0, then, 𝐹𝑇𝐸𝑡 > 0.  

𝑆 = 𝑆1(𝐺𝐸𝐺𝐼𝑡) + 𝑆2(𝐺𝑁𝐸𝐺𝑡) 

𝑂𝑝𝑒𝑥 = 𝐺𝐸𝐺𝐼 + 𝐺𝑁𝐸𝐺 

�̅� = Capex + I 

Where: 

𝐹𝑇𝐸𝑡  : Cash Flow to Family (total cash flow of the family which includes private benefits(𝑋)) 

𝑆     : 𝑆1(𝐺𝐸𝐺𝐼) + 𝑆2(𝐺𝑁𝐸𝐺)  

(17)   
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𝑆1   : Part of the sales in function of 𝐺𝐸𝐺𝐼𝑠 

𝑆2   : Part of the sales in function of 𝐺𝑁𝐸𝐺𝑠 

𝐺𝐸𝐺𝐼𝑡  : Operating expenses in EGIs, such as advertising, efficiency and productivity, 

improvement of products and services, etc. 

𝐺𝑁𝐸𝐺𝑡 : Operating expenses in NEGs, such as social and environmental responsibility, altruism, 

etc. 

Restrictions: 𝐺𝐸𝐺𝐼𝑡 > 0 and 𝐺𝑁𝐸𝐺𝑡 > 0 

Expression (15) can be arranged as follows:  

𝐹𝑇𝐸𝑡 = 𝐷𝑖𝑣𝑡 + 𝑋𝑡 = [𝑆1𝑡(𝐺𝐸𝐺𝐼𝑡) − 𝐺𝐸𝐺𝐼𝑡] ⏟              
𝑎

+ [𝑆2𝑡(𝐺𝑁𝐸𝐺𝑡) − 𝐺𝑁𝐸𝐺𝑡]⏟              
𝑏

− 𝐴𝑡      

[𝑆1𝑡(𝐺𝐸𝐺𝐼𝑡) − 𝐺𝐸𝐺𝐼𝑡] = a = Net Income 

[𝑆2𝑡(𝐺𝑁𝐸𝐺𝑡) − 𝐺𝑁𝐸𝐺𝑡] = b = Net Income 

Where:  

𝐷𝑖𝑣   : Dividends for the family owner 

Assuming for this part that a budget constraint exists for the 𝑂𝑝𝑒𝑥 (ex-ante the owner-

manager decides how much to spend on EGIs and NEGs), then:  

𝑂𝑝𝑒𝑥 = 𝐺 = 𝐺𝐸𝐺𝐼 + 𝐺𝑁𝐸𝐺 = 𝐶𝑜𝑛𝑠𝑡𝑎𝑛𝑡 

 Then, rearranging the following equation, we can obtain: 

𝐺𝐸𝐺𝐼 =  𝐺 − 𝐺𝑁𝐸𝐺    

𝐺𝐸𝐺𝐼 =  𝐺𝐸𝐺𝐼(𝐺𝑁𝐸𝐺)    

Under the assumption that 𝐸𝐺s are consumed in the same period of the time (𝐸𝐺𝑡 = 𝐶𝑡), then:  

𝐹𝑇𝐸𝑡 = 𝐶𝑡 =  𝐷𝑖𝑣𝑡 + 𝑋𝑡 = 𝑆1(𝐺𝐸𝐺𝐼𝑡) + 𝑆2(𝐺𝑁𝐸𝐺𝑡) − �̅�𝑡 − �̅�𝑡     = 𝐶(𝐺𝐸𝐺𝐼𝑡, 𝐺𝑁𝐸𝐺𝑡)  

Where: 

(18) 

(20) 

(20.1) 

(21) 

(19) 
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𝐶   : Consumption 

𝐸𝐺   : Final Economic Goals or simply Economic Goals (𝐷𝑖𝑣, 𝑋 𝑎𝑛𝑑 𝐸) 

𝐸   : Equity value or family firm market capitalization 

Actually: 

𝐸0 =∑
𝐷𝑖𝑣𝑡 + 𝑋𝑡
(1 + 𝐾𝑒)𝑡

∞

𝑡=1

 

Where: 

𝐾𝑒   : Cost of Equity 

Having assumed no growth and perpetuities for this part, thus:   

𝐸0 =   
𝐷𝑖𝑣̅̅ ̅̅ ̅ + �̅�

𝐾𝑒
=  

𝐶̅

𝐾𝑒
 

From (21) it is possible to notice that maximizing FTE is the same as maximizing 𝐸0.  It is 

possible to obtain the same result if a constant growth rate (g) is assumed.  

Defining previously some expressions:  

𝜕𝑆(𝐺)

𝜕𝐺
                 : Marginal Income (𝑀𝐼) 

 Marginal income measures the additional sale or additional income for each additional 

monetary unit spent in EGIs or NEGs 

𝑆 − 𝐺                  : Net Income (NI) 

𝜕𝑆

𝜕𝐺
− 

𝜕𝐺

𝜕𝐺
          : Marginal Net Income (𝑀𝑁𝐼𝐺) 

 Marginal net income measures the additional net income (income minus expenses) for each 

additional monetary unit spent in EGIs or NEGs. 

 The law of diminishing marginal returns is assumed for the expression (𝑆1) and (𝑆2); thus: 

𝑆1 = 𝑆1(𝐺𝐸𝐺𝐼) ; 
𝜕𝑆1
𝜕𝐺𝐸𝐺𝐼

> 0 ;   
𝜕2𝑆1
𝜕𝐺𝐸𝐺𝐼2

< 0  

(22) 
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𝑆2 = 𝑆2(𝐺𝑁𝐸𝐺); 
𝜕𝑆2

𝜕𝐺𝑁𝐸𝐺
> 0 ;  

𝜕2𝑆2
𝜕𝐺𝑁𝐸𝐺2

< 0  

Additionally, we assume the following artifice for simplification purposes: 

𝐺𝑁𝐸𝐺 =  𝑃𝑁𝐸𝐺𝑢 × 𝑁𝐸𝐺𝑢 

Where: 

𝑃𝑁𝐸𝐺𝑢            : Price of a unit of 𝑁𝐸𝐺𝑠 

𝑁𝐸𝐺                 : Units of 𝑁𝐸𝐺𝑠 

Then, if 𝑃𝑁𝐸𝐺𝑢 = 1 𝑢.𝑚. (assumption),  𝐺𝑁𝐸𝐺 = 𝑁𝐸𝐺𝑢 

Notice that 𝐺𝑁𝐸𝐺 and 𝑁𝐸𝐺𝑢 are expressed in monetary units. 

3.2.1.2.  MAXIMIZING 𝑭𝑻  

𝐹𝑇𝐸𝑡  =  𝐶𝑡  =  𝐷𝑖𝑣𝑡  +  𝑋𝑡   = C (𝐺𝐸𝐺𝐼𝑡, 𝑁𝐸𝐺𝑢𝑡) 

(20.1) in (21) and maximizing 𝐹𝑇𝐸 =  𝐸𝐺 =  𝐶 =  𝐷𝑖𝑣 +  𝑋 with total derivation to obtain the 

first maximization condition:   

𝑑𝐶

𝑑𝐺𝑁𝐸𝐺
=  
𝑑(𝐷𝑖𝑣 + 𝑋)

𝑑𝐺𝑁𝐸𝐺
 =  

𝜕𝑆1
𝜕𝐺𝐸𝐺𝐼

 
𝜕𝐺𝐸𝐺𝐼

𝜕𝐺𝑁𝐸𝐺
+

𝜕𝑆2
𝜕𝐺𝑁𝐸𝐺

= 0 

From (20) and (24):  

𝜕𝐺𝐸𝐺𝐼

𝜕𝐺𝑁𝐸𝐺
=  −1 

𝜕𝑆1
𝜕𝐺𝐸𝐺𝐼

(−1) +
𝜕𝑆2

𝜕𝐺𝑁𝐸𝐺
= 0  

 

𝜕𝑆1
𝜕𝐺𝐸𝐺𝐼

=
𝜕𝑆2

𝜕𝐺𝑁𝐸𝐺
=

𝜕𝑆2
𝜕𝑁𝐸𝐺𝑢

 

Therefore, a family firm maximizes its 𝐸𝐺 = 𝐹𝑇𝐸 = 𝐷𝑖𝑣 + 𝑋 = 𝐶 when Marginal Income 

(𝑆1) coincides with Marginal Income (𝑆2): 

𝑀𝐼 (𝑆1) = 𝑀𝐼 (𝑆2) 

(25) 

(24) 

(23) 
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Similarly, we have the following: 

𝑁𝐼𝐺𝐸𝐺𝐼 = 𝑆1 (𝐺𝐸𝐺𝐼) − 𝐺𝐸𝐺𝐼 

𝑀𝑁𝐼𝐺𝐸𝐺𝐼 = 
𝑑𝑁𝐼𝐺𝐸𝐺𝐼
𝑑𝐺𝐸𝐺𝐼

=  
𝜕𝑆1
𝜕𝐺𝐸𝐺𝐼

− 
𝜕𝐺𝐸𝐺𝐼

𝜕𝐺𝐸𝐺𝐼
=  

𝜕𝐶

𝜕𝐺𝐸𝐺𝐼
 

𝑁𝐼𝐺𝑁𝐸𝐺 = 𝑆2(𝐺𝑁𝐸𝐺) − 𝐺𝑁𝐸𝐺 

𝑀𝑁𝐼𝐺𝑁𝐸𝐺 = 
𝑑𝑁𝐼𝐺𝑁𝐸𝐺
𝑑𝐺𝑁𝐸𝐺

= 
𝜕𝑆2

𝜕𝐺𝑁𝐸𝐺
− 
𝜕𝐺𝑁𝐸𝐺

𝜕𝐺𝑁𝐸𝐺
=  

𝜕𝐶

𝜕𝐺𝑁𝐸𝐺
=

𝜕𝐶

𝜕𝑁𝐸𝐺𝑢
 

 

From (25), (27), and (29):  

 

 
𝜕𝑆1
𝜕𝐺𝐸𝐺𝐼

− 1 = 
𝜕𝑆2

𝜕𝐺𝑁𝐸𝐺
− 1 =  

𝜕𝑆2
𝜕𝑁𝐸𝐺𝑢

− 1 

𝜕𝑆1
𝜕𝐺𝐸𝐺𝐼

− 
𝜕𝐺𝐸𝐺𝐼

𝜕𝐺𝐸𝐺𝐼
=  

𝜕𝑆2
𝜕𝑁𝐸𝐺𝑢

− 
𝜕𝑁𝐸𝐺𝑢

𝜕𝑁𝐸𝐺𝑢
 

 

𝑀𝑁𝐼𝐺𝐸𝐺𝐼 = 𝑀𝑁𝐼𝐺𝑁𝐸𝐺 = 𝑀𝑁𝐼𝑁𝐸𝐺𝑈 

 

 Hence, a family firm maximizes 𝐹𝑇𝐸 = 𝐸𝐺 =  𝐷𝑖𝑣 + 𝑋 = 𝐶 when the marginal net 

income of expenses in 𝐸𝐺𝐼𝑠 is equal to the marginal net income of expenses in 𝑁𝐸𝐺𝑠 in each 

period. 

 It can be observed these results graphically in Figure 6 (𝐺𝐸𝐺𝐼0 and 𝐺𝑁𝐸𝐺0), and in Figure 

7 and 8 (𝐺0); a family firm maximizes 𝐹𝑇𝐸 = 𝐸𝐺 in 𝐺0. 

  

(26) 

(27) 

(28) 

(29) 

(30) 
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Figure 6 Sales (S), Net Income (NI), and Marginal Net Income (MNI) 

Sales (S), Net Income (NI), and Marginal Net Income (MNI) 

 

Source: own elaboration 
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Figure 7 Cash Flow to Family (FTE) and Marginal Net Income (MNI) 

Cash Flow to Family (FTE) and Marginal Net Income (MNI) 

 

 

Source: own elaboration 
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Figure 8 Cash Flow to Family (FTE) and Marginal Net Income (MNI) 

Cash Flow to Family (FTE) and Marginal Net Income (MNI) 

 

 

Source: own elaboration 
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3.2.1.3. UTILITY FUNCTIONS AND INDIFFERENCE CURVES 

From:  

𝑢𝐸𝐺𝑡 = 𝑢𝐸𝐺  (𝐷𝑖𝑣𝑡 , 𝑋𝑡 , 𝐸𝑡) 

𝑢𝑆𝐸𝑊𝑡 = 𝑢𝑆𝐸𝑊 ( 𝑁𝐸𝐺𝑢𝑡 , 𝐸𝑡 , 𝑂𝑤𝑡, 𝐸𝑎𝑃𝑎𝑡) 

The following general utility function is inferred: 

𝑢𝑡 = 𝑢 (𝐷𝑖𝑣𝑡 , 𝑋𝑡 , 𝐸𝑡  , 𝑁𝐸𝐺𝑢𝑡  , 𝑂𝑤𝑡, 𝐸𝑎𝑃𝑎𝑡) 

Assuming diminishing marginal utility, we have: 

𝜕𝑢

𝜕𝐷𝑖𝑣
∶ 𝑀𝑎𝑟𝑔𝑖𝑛𝑎𝑙 𝑈𝑡𝑖𝑙𝑖𝑡𝑦 𝑜𝑓 𝐷𝑖𝑣 (𝑀𝑈𝐷𝑖𝑣) > 0 ;  

𝜕2𝑢

𝜕𝐷𝑖𝑣2
< 0 

 

𝜕𝑢

𝜕𝑋
∶ 𝑀𝑎𝑟𝑔𝑖𝑛𝑎𝑙 𝑈𝑡𝑖𝑙𝑖𝑡𝑦 𝑜𝑓 𝑋 (𝑀𝑈𝑋) > 0 ;  

𝜕2𝑢

𝜕𝑋2
< 0 

 

𝜕𝑢

𝜕𝐸
∶ 𝑀𝑎𝑟𝑔𝑖𝑛𝑎𝑙 𝑈𝑡𝑖𝑙𝑖𝑡𝑦 𝑜𝑓 𝐸 (𝑀𝑈𝐸) > 0 ; 

𝜕2𝑢

𝜕𝐸2
< 0 

 

𝜕𝑢

𝜕𝑁𝐸𝐺𝑢
∶ 𝑀𝑎𝑟𝑔𝑖𝑛𝑎𝑙 𝑈𝑡𝑖𝑙𝑖𝑡𝑦 𝑜𝑓 𝑁𝐸𝐺𝑢 (𝑀𝑈𝑁𝐸𝐺𝑢) > 0 ;  

𝜕2𝑢

𝜕𝑁𝐸𝐺𝑢2
< 0 

 

𝜕𝑢

𝜕𝑂𝑤
∶ 𝑀𝑎𝑟𝑔𝑖𝑛𝑎𝑙 𝑈𝑡𝑖𝑙𝑖𝑡𝑦 𝑜𝑓 𝑂𝑤 (𝑀𝑈𝑂𝑤) > 0 ;  

𝜕2𝑢

𝜕𝑂𝑤2
< 0 

 

𝜕𝑢

𝜕𝐶
∶ 𝑀𝑎𝑟𝑔𝑖𝑛𝑎𝑙 𝑈𝑡𝑖𝑙𝑖𝑡𝑦 𝑜𝑓 𝐶 (𝑀𝑈𝐶) > 0 ;  

𝜕2𝑢

𝜕𝐶2
< 0 

 

𝜕𝑢

𝜕𝐸𝑎𝑃𝑎
∶ 𝑀𝑎𝑟𝑔𝑖𝑛𝑎𝑙 𝑈𝑡𝑖𝑙𝑖𝑡𝑦 𝑜𝑓 𝐸𝑎𝑃𝑎 (𝑀𝑈𝐸𝑎𝑃𝑎) > 0 ;  

𝜕2𝑢

𝜕𝐸𝑎𝑃𝑎2
< 0 

(12) 
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Assumptions for all the model: 

𝑂𝑤                      :      Constant 

𝐸𝑎𝑃𝑎                  :      Constant  

Assumption for first and second model (these assumptions are removed for third and fourth 

model): 

𝐸                          :      Constant and not affecting utility 

Then, 

𝑢𝑡 = 𝑢 (𝐷𝑖𝑣𝑡 , 𝑋𝑡 , 𝑁𝐸𝐺𝑢𝑡  , �̅� , 𝑂𝑤̅̅ ̅̅ , 𝐸𝑎𝑃𝑎̅̅ ̅̅ ̅̅ ̅) 

𝑢𝑡 = 𝑢 (𝐷𝑖𝑣𝑡 , 𝑋𝑡 , 𝑁𝐸𝐺𝑢𝑡) 

𝑢𝑡 = 𝑢 (𝐶𝑡 =  𝐸𝐺 = 𝐷𝑖𝑣𝑡 + 𝑋𝑡 , 𝑁𝐸𝐺𝑢𝑡) 

𝑢𝑡 = 𝑢 (𝐶𝑡 , 𝑁𝐸𝐺𝑢𝑡) = 𝑢 (𝐸𝐺,𝑁𝐸𝐺𝑢𝑡)  

Indifference curve of a typical family firm owner 

 An indifference curve of a typical family firm owner who obtains utilities, satisfaction or 

welfare not only by achieving 𝐸𝐺𝑠 = 𝐶 but also by achieving 𝑁𝐸𝐺𝑠, would have the shape of the 

curve shown in Figure 9. However, taking into account that SEW depends on achieving NEGs and 

keeping in mind that a family firm owner’s reference point is 𝑆𝐸𝑊, the latter affects not only the 

slope of the curve but also the marginal rate of substitution between C (EGs) and 𝑁𝐸𝐺𝑢 (NEGs). 

Thus, given that 𝑁𝐸𝐺𝑢 generates SEW utility (μSEW), NEGs are highly valued. Note that C and 

𝑁𝐸𝐺𝑢 are expressed in monetary units (∆𝑁𝐸𝐺𝑢 = 1).     

𝑀𝑅𝑆𝑁𝐸𝐺𝑢
𝐸𝐺=𝐶

= 
∆𝐶

∆𝑁𝐸𝐺𝑢
 > 1 

 

  

(31) 
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Figure 9 Typical Indifference Curve 

Typical Indifference Curve 

 

 The marginal rate of substitution (𝑀𝑅𝑆) is the rate at which a family firm owner can give 

up some amount of 𝑁𝐸𝐺𝑢  (∆𝑁𝐸𝐺𝑢 = 1) in exchange for C or 𝐸𝐺 while maintaining the same 

level of utility: 

𝑀𝑅𝑆𝑁𝐸𝐺𝑢
𝐸𝐺=𝐶

=  −𝑚 (𝑖𝑛𝑑𝑖𝑓𝑓𝑒𝑟𝑒𝑛𝑐𝑒 𝑐𝑢𝑟𝑣𝑒) =  − 
𝑑𝐸𝐺

𝑑𝑁𝐸𝐺𝑢
=  −

𝑑 𝐶

𝑑 𝑁𝐸𝐺𝑢
 

𝑀𝑅𝑆𝑁𝐸𝐺𝑢
𝐸𝐺=𝐶

= 
𝑀𝑈𝑁𝐸𝐺𝑢
𝑀𝑈𝐸𝐺

= − 

𝜕𝑢
𝜕𝑁𝐸𝐺𝑢
𝜕𝑢
𝜕𝐸𝐺

=  
𝑀𝑎𝑟𝑔𝑖𝑛𝑎𝑙 𝑈𝑡𝑖𝑙𝑖𝑡𝑦 𝑜𝑓 𝑁𝐸𝐺𝑢

𝑀𝑎𝑟𝑔𝑖𝑛𝑎𝑙 𝑈𝑡𝑖𝑙𝑖𝑡𝑦 𝑜𝑓 𝐸𝐺 
 

Where: 

𝑚                       : slope of the indifference curve 

It is expected that the 𝑀𝑅𝑆𝑀𝑈𝑁𝐸𝐺𝑢
𝑀𝑈𝐸𝐺=𝐶

 is more than 1 due to 𝑆𝐸𝑊 (𝑁𝐸𝐺)  being the reference point of 

the family firms. 
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 Appendix 1, Figures 10 and 11, shows the indifference curve of a shareholder who is only 

interested in EGs, which might be typical for an atomized and diversified stockholder, and the 

indifference curve of a shareholder who is only interested in NEGs.  

 3.2.1.4. MAXIMIZING   

Maximizing the following equation:  

𝑢𝑡 = 𝑢 (𝐶𝑡 , 𝑁𝐸𝐺𝑢𝑡 ) 

Subject to:  

𝐹𝑇𝐸𝑡 = 𝐶𝑡 =  𝐷𝑖𝑣𝑡 + 𝑋𝑡 = 𝐶(𝐺𝐸𝐺𝐼𝑡, 𝐺𝑁𝐸𝐺𝑡) 

�̅� =  𝐺𝐸𝐺𝐼 +  𝑁𝐸𝐺𝑢 → 𝐺𝐸𝐺𝐼 = 𝐺𝐸𝐺𝐼 (𝑁𝐸𝐺𝑢) 

(21) and (24) in (31): 

𝑢𝑡 = 𝑢 [𝐶(𝐺𝐸𝐺𝐼𝑡 , 𝑁𝐸𝐺𝑢𝑡 ),𝑁𝐸𝐺𝑢𝑡 ] 

(20.1) in (32): 

𝑢𝑡 = 𝑢 [𝐶(𝐺𝐸𝐺𝐼(𝑁𝐸𝐺𝑢𝑡 ), 𝑁𝐸𝐺𝑢𝑡 ), 𝑁𝐸𝐺𝑢𝑡 ] 

𝑑𝑢

𝑑𝑁𝐸𝐺𝑢
=  
𝜕𝑢

𝜕𝐶

𝜕𝐶

𝜕𝐺𝐸𝐺𝐼
 
𝜕𝐺𝐸𝐺𝐼

𝜕𝑁𝐸𝐺𝑢
+ 
𝜕𝑢

𝜕𝐶

𝜕𝐶

𝜕𝑁𝐸𝐺𝑢
+

𝜕𝑢

𝜕𝑁𝐸𝐺𝑢
= 0 

Given these expressions:  

𝜕𝐺𝐸𝐺𝐼

𝜕𝑁𝐸𝐺𝑢
= −1 

 

𝜕𝐶

𝜕𝐺𝐸𝐺𝐼
=  

𝜕𝑆1
𝜕𝐺𝐸𝐺𝐼

− 
𝜕𝐺𝐸𝐺𝐼

𝜕𝐺𝐸𝐺𝐼
  𝑎𝑛𝑑 

𝜕𝐶

𝜕𝑁𝐸𝐺𝑢
=  

𝜕𝑆2
𝜕𝑁𝐸𝐺𝑢

−
𝜕𝑁𝐸𝐺𝑢

𝜕𝑁𝐸𝐺𝑢
 

𝜕𝑢

𝜕𝐶
= 𝑀𝑈𝐶      𝑎𝑛𝑑     

𝜕𝑢

𝜕𝑁𝐸𝐺𝑢
= 𝑀𝑈𝑁𝐸𝐺𝑢 

Expressions above in (33): 

− 𝑀𝑈𝐶  ⌊
𝜕𝑆1
𝜕𝐺𝐸𝐺𝐼

− 
𝜕𝐺𝐸𝐺𝐼

𝜕𝐺𝐸𝐺𝐼
⌋ +  𝑀𝑈𝐶 ⌊

𝜕𝑆2
𝜕𝑁𝐸𝐺𝑢

−
𝜕𝑁𝐸𝐺𝑢

𝜕𝑁𝐸𝐺𝑢
⌋ + 𝑀𝑈𝑁𝐸𝐺𝑢 = 0 

(31) 

(21) 

(20.1) 

(32) 

(33)

2 
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𝑀𝑈𝑁𝐸𝐺𝑢 =  𝑀𝑈𝐶 [(
𝜕𝑆1
𝜕𝐺𝐸𝐺𝐼

− 
𝜕𝐺𝐸𝐺𝐼

𝜕𝐺𝐸𝐺𝐼
) − (

𝜕𝑆2
𝜕𝑁𝐸𝐺𝑢

−
𝜕𝑁𝐸𝐺𝑢

𝜕𝑁𝐸𝐺𝑢
)] 

𝑀𝑈𝑁𝐸𝐺𝑢

𝑀𝑈𝐶
= 𝑀𝑁𝐼𝐺𝐸𝐺𝐼 −𝑀𝑁𝐼𝑁𝐸𝐺𝑢 

Given that   𝑀𝑈𝑁𝐸𝐺𝑢 > 0 ;  𝑀𝑈𝐶 > 0 (diminishing marginal utility), then:  

𝑀𝑁𝐼𝐺𝐸𝐺𝐼 −𝑀𝑁𝐼𝑁𝐸𝐺𝑢 > 0 

𝑀𝑁𝐼𝐺𝐸𝐺𝐼 > 𝑀𝑁𝐼𝑁𝐸𝐺𝑢 

 If it is observed Figures 7 and 8, it will be noticed that inequality (35) is only true to the 

right of 𝐺0; therefore, family firms do not maximize 𝐹𝑇𝐸 =  𝐸𝐺 =  𝐶 =  𝐷𝑖𝑣 +  𝑋. In Figure 

12, family owners maximize their utility function in 𝑁𝐸𝐺𝑢1 (a) due to SEW utility (μSEW).  

Figure 10 Utility Function maximization 

Utility Function maximization 

 

Source: own elaboration 

(34) 

(35) 
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 Remember that in this model, family firms maximize 𝐹𝑇𝐸 =  𝐶 =  𝐷𝑖𝑣 +  𝑋  when 

𝑀𝑁𝐼𝐺𝐸𝐺𝐼 = 𝑀𝑁𝐼𝑁𝐸𝐺𝑢 (30), in Figure 12 in 𝑁𝐸𝐺𝑢0 (b).  

3.2.2. SECOND VERSION OF THE MODEL 

 It will be noticed in Figure 7 that if it is maintained the assumption that a budget constraint 

exists for the 𝑂𝑝𝑒𝑥 = 𝐺𝐸𝐺𝐼 + 𝐺𝑁𝐸𝐺 = �̅� , the maximization condition of 𝐹𝑇𝐸 = 𝐶 = 𝐷𝑖𝑣 + 𝑋 

could take place where MNIs are negative (𝑀𝑁𝐼𝐺𝐸𝐺𝐼 = 𝑀𝑁𝐼𝑁𝐸𝐺𝑢 < 0), in 𝐺0, in e'. 

 This occurs because the assumption of a budget constraint forces family owners to spend 

the entire budget even though MNIs are negative, thereby reducing FTE. This second model 

removes this assumption. 

3.2.2.1. MAXIMIZING 𝑭𝑻  

𝐹𝑇𝐸𝑡  =  𝐶𝑡  =  𝐷𝑖𝑣𝑡  +  𝑋𝑡   = C (𝐺𝐸𝐺𝐼𝑡, 𝑁𝐸𝐺𝑢𝑡) 

Removing the assumption that a budget constraint exists: 𝑂𝑝𝑒𝑥 = 𝐺𝐸𝐺𝐼 + 𝐺𝑁𝐸𝐺 = �̅�. 

Thus, 𝐺𝐸𝐺𝐼 ≠ 𝐺𝐸𝐺𝐼(𝑁𝐸𝐺𝑢) 

 

𝜕𝐶

𝜕𝐺𝐸𝐺𝐼
=

𝜕𝑆1
𝜕𝐺𝐸𝐺𝐼

−
𝜕𝐺𝐸𝐺𝐼

𝜕𝐺𝐸𝐺𝐼
= 𝑀𝑁𝐼𝐺𝐸𝐺𝐼 = 0 

 

𝜕𝐶

𝜕𝑁𝐸𝐺𝑢
=

𝜕𝑆2
𝜕𝑁𝐸𝐺𝑢

−
𝜕𝑁𝐸𝐺𝑢

𝜕𝑁𝐸𝐺𝑢
= 𝑀𝑁𝐼𝑁𝐸𝐺𝑢 = 0 

 

Then, a family firm maximizes 𝐹𝑇𝐸 when: 

𝑀𝑁𝐼𝐺𝐸𝐺𝐼 = 𝑀𝑁𝐼𝑁𝐸𝐺𝑢 = 0 

 3.2.2.2.          MAXIMIZING   

𝑢𝑡 = 𝑢 (𝐶𝑡 , 𝑁𝐸𝐺𝑢𝑡) 

Subject to: 

(36) 

(37) 

(38) 

(31) 
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𝐹𝑇𝐸 𝑡 = 𝐶𝑡  =  𝐷𝑖𝑣𝑡  +  𝑋𝑡 =  𝐶(𝐺𝐸𝐺𝐼𝑡, 𝑁𝐸𝐺𝑢𝑡) 

(21) in (31): 

𝑢𝑡 = 𝑢 (𝐶(𝐺𝐸𝐺𝐼𝑡, 𝑁𝐸𝐺𝑢𝑡) , 𝑁𝐸𝐺𝑢𝑡) 

𝜕𝑢

𝜕𝐺𝐸𝐺𝐼
=
𝜕𝑢

𝜕𝐶

𝜕𝑢

𝜕𝐺𝐸𝐺𝐼
= 0 

𝜕𝑢

𝜕𝑁𝐸𝐺𝑢
=
𝜕𝑢

𝜕𝐶
×

𝜕𝐶

𝜕𝑁𝐸𝐺𝑢
+

𝜕𝑢

𝜕𝑁𝐸𝐺𝑢
= 0 

From (39): 

𝑀𝑈𝐶
𝜕𝐶

𝜕𝐺𝐸𝐺𝐼
= 0 

And given that 𝑀𝑈𝐶 > 0, then:  

𝜕𝐶

𝜕𝐺𝐸𝐺𝐼
= 0 

 

𝜕𝐶

𝜕𝐺𝐸𝐺𝐼
=

𝜕𝑆1
𝜕𝐺𝐸𝐺𝐼

−
𝜕𝐺𝐸𝐺𝐼

𝜕𝐺𝐸𝐺𝐼
= 𝑀𝑁𝐼𝐺𝐸𝐺𝐼 = 0 

From (40): 

𝑀𝑈𝐶 [
𝜕𝑆2

𝜕𝑁𝐸𝐺𝑢
−
𝜕𝑁𝐸𝐺𝑢

𝜕𝑁𝐸𝐺𝑢
] + 𝑀𝑈𝑁𝐸𝐺𝑢 = 0 

 

𝑀𝑈𝐶
𝑀𝑈𝑁𝐸𝐺𝑢

= −𝑀𝑁𝐼𝑁𝐸𝐺𝑢 

 

Given that 𝑀𝑈𝐶 > 0 𝑎𝑛𝑑 𝑀𝑈𝑁𝐸𝐺𝑢 > 0, then: 

−𝑀𝑁𝐼𝑁𝐸𝐺𝑢 > 0 

𝑀𝑁𝐼𝑁𝐸𝐺𝑢 < 0 

(21) 

(32) 

(39) 

(41) 

(42) 

(43) 

(40) 
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 The equations (41) and (43) also imply that family firms do not maximize 𝐹𝑇𝐸 = 𝐸𝐺 =

𝐶 = 𝐷𝑖𝑣 + 𝑋; they spend on 𝑁𝐸𝐺𝑢 up to where 𝑀𝑁𝐼𝑁𝐸𝐺𝑢 < 0, thus maximizing 𝑢𝑆𝐸𝑊 and 𝑢. 

3.2.3. THIRD VERSION OF THE MODEL 

 In this model, the assumption that equity (𝐸) does not affect utility is removed. Indeed, as 

explained previously, 𝐸 as an EG impacts on SEW utility.  

Given that:  

                                                                                                                                          

 

𝐾𝑒  : Cost of equity 

Having assumed no growth and perpetuities, thus:  

𝐸0 =
𝐶̅

𝐾𝑒
= 𝐸(𝐶) = 𝐸(𝐷𝑖𝑣 + 𝑋) 

From (22):  

𝜕𝐸

𝜕𝐶
=

𝜕𝐸

𝜕(𝐷𝑖𝑣 + 𝑋)
=
1

𝐾𝑒
> 0 

Equation (21) means that if a family firm maximizes 𝐹𝑇𝐸 = 𝐸𝐺 = 𝐶 = 𝐷𝑖𝑣 + 𝑋, it also 

maximizes 𝐸0.  

3.2.3.1. MAXIMIZING 𝐅𝐓𝐄 AND  𝐄  
 

𝑭𝑻 𝒕  =  𝑪𝒕  =     𝒕  +  𝒕   = 𝐂 (𝑮 𝑮𝑰𝒕, 𝑵 𝑮 𝒕) 

𝐸(𝐶𝑡) = 𝐸(𝐷𝑖𝑣𝑡  +  𝑋𝑡)  = E (𝐸𝐺𝑡) 

Subject to: 

Assuming for this part that a budget constraint exists for the 𝑂𝑝𝑒𝑥 (the owner-manager decides 

how much to spend in EGIs and NEGs), then: 

𝑂𝑝𝑒𝑥𝑡 = 𝐺𝐸𝐺𝐼𝑡 + 𝐺𝑁𝐸𝐺𝑡 = �̅�  →  𝐺𝐸𝐺𝐼𝑡 =  𝐺𝐸𝐺𝐼(𝐺𝑁𝐸𝐺𝑡) 

(22) 

(44) 

(45) 

(20.1) 

  =∑
   𝒕+ 𝒕

 (𝟏+𝑲𝒆)𝒕

∞

𝒕=𝟏
 = ∑

𝑪𝒕

(𝟏+𝑲𝒆)𝒕

∞

𝒕=𝟏
 

(11) 
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Then: 

𝑀𝑁𝐼𝐺𝐸𝐺𝐼 = 𝑀𝑁𝐼𝐺𝑁𝐸𝐺 = 𝑀𝑁𝐼𝑁𝐸𝐺𝑢 

3.2.3.2. MAXIMIZING   

𝑢𝑡 = 𝑢 (𝐶𝑡 , 𝑁𝐸𝐺𝑢𝑡  , 𝐸𝑡) 

Subject to these two equations:  

𝐹𝑇𝐸𝑡  =  𝐶𝑡  =  𝐷𝑖𝑣𝑡  +  𝑋𝑡   = C (𝐺𝐸𝐺𝐼𝑡, 𝑁𝐸𝐺𝑢𝑡) 

𝑂𝑝𝑒𝑥𝑡 = 𝐺𝐸𝐺𝐼𝑡 + 𝑁𝐸𝐺𝑢𝑡  →  𝐺𝐸𝐺𝐼𝑡 =  𝐺𝐸𝐺𝐼(𝑁𝐸𝐺𝑢𝑡) 

(20.1), (21), and (22) in (46): 

𝑢 = 𝑢{𝐶[𝐺𝐸𝐺𝐼(𝑁𝐸𝐺𝑢);𝑁𝐸𝐺𝑢] , 𝑁𝐸𝐺𝑢 , 𝐸[𝐶(𝐺𝐸𝐺𝐼(𝑁𝐸𝐺𝑢) , 𝑁𝐸𝐺𝑢)]} 

𝑑𝑢

𝑑𝑁𝐸𝐺𝑢
=

𝜕𝑢

𝜕𝑁𝐸𝐺𝑢
+
𝜕𝑢

𝜕𝐶

𝜕𝐶

𝜕𝐺𝐸𝐺𝐼

𝜕𝐺𝐸𝐺𝐼

𝜕𝑁𝐸𝐺𝑢⏟    
(−1)

+ 
𝜕𝑢

𝜕𝐶

𝜕𝐶

𝜕𝑁𝐸𝐺𝑢
+
𝜕𝑢

𝜕𝐸

𝜕𝐸

𝜕𝐶

𝜕𝐶

𝜕𝐺𝐸𝐺𝐼

𝜕𝐺𝐸𝐺𝐼

𝜕𝑁𝐸𝐺𝑢⏟    
(−1)

+
𝜕𝑢

𝜕𝐸

𝜕𝐸

𝜕𝐶

𝜕𝐶

𝜕𝑁𝐸𝐺𝑢
= 0 

 

𝑀𝑈𝑁𝐸𝐺𝑢 −𝑀𝑈𝐶 [
𝜕𝑆1
𝜕𝐺𝐸𝐺𝐼

−
𝜕𝐺𝐸𝐺𝐼

𝜕𝐺𝐸𝐺𝐼
] + 𝑀𝑈𝐶 [

𝜕𝑆2
𝜕𝑁𝐸𝐺𝑢

−
𝜕𝑁𝐸𝐺𝑢

𝜕𝑁𝐸𝐺𝑢
] − 𝑀𝑈𝐸

𝜕𝐸

𝜕𝐶
[
𝜕𝑆1
𝜕𝐺𝐸𝐺𝐼

−
𝜕𝐺𝐸𝐺𝐼

𝜕𝐺𝐸𝐺𝐼
]

+ 𝑀𝑈𝐸
𝜕𝐸

𝜕𝐶
[
𝜕𝑆2

𝜕𝑁𝐸𝐺𝑢
−
𝜕𝑁𝐸𝐺𝑢

𝜕𝑁𝐸𝐺𝑢
] = 0 

Reducing the equation: 

𝑀𝑈𝑁𝐸𝐺𝑢 = 𝑀𝑈𝐶[MNI𝐺𝐸𝐺𝐼 − MNI𝑁𝐸𝐺𝑢] + 𝑀𝑈𝐸
𝜕𝐸

𝜕𝐶
[MNI𝐺𝐸𝐺𝐼 − MNI𝑁𝐸𝐺𝑢] 

𝑀𝑈𝑁𝐸𝐺𝑢

[𝑀𝑈𝐶 +𝑀𝑈𝐸
𝜕𝐸
𝜕𝐶
]
= MNI𝐺𝐸𝐺𝐼 − MNI𝑁𝐸𝐺𝑢 

Given that:   

MU𝑁𝐸𝐺𝑢 > 0 ;  𝑀𝑈𝐶 > 0 ;  𝑀𝑈𝐸 > 0 ;  
𝜕𝐸

𝜕𝐶
=

𝜕𝐸

𝜕(𝐷𝑖𝑣 + 𝑋)
> 0 

(30) 

(46) 

(21) 

(20.1) 

(47) 
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 Then: 

MNI𝐺𝐸𝐺𝐼 − MNI𝑁𝐸𝐺𝑢 > 0 →   MNI𝐺𝐸𝐺𝐼 > MNI𝑁𝐸𝐺𝑢 

 If Figures 4 and 5 are used as reference, it will be noticed that inequality (48) is only true 

to the right of 𝐺0; therefore, family firms do not maximize 𝐹𝑇𝐸 =  𝐸𝐺 = 𝐶 =  𝐷𝑖𝑣 +  𝑋  nor 𝐸. 

Then, they maximize their utility by achieving 𝑁𝐸𝐺𝑢 and, thus, achieving 𝑢𝑆𝐸𝑊 (Figure 12, in a). 

3.2.4. FOURTH VERSION OF THE MODEL 

 

3.2.4.1. MAXIMIZING 𝑭𝑻  AND      

𝐹𝑇𝐸𝑡  =  𝐶𝑡  =  𝐷𝑖𝑣𝑡  +  𝑋𝑡 = 𝐶(𝐺𝐸𝐺𝐼𝑡, 𝑁𝐸𝐺𝑢𝑡)   

𝐸(𝐶𝑡) = 𝐸(𝐷𝑖𝑣𝑡  +  𝑋𝑡)  = E (𝐸𝐺𝑡) 

Removing the assumption that a budget constraint exists: 𝑂𝑝𝑒𝑥 = 𝐺𝐸𝐺𝐼 + 𝐺𝑁𝐸𝐺 = �̅�. 

Thus, 𝐺𝐸𝐺𝐼 ≠ 𝐺𝐸𝐺𝐼(𝑁𝐸𝐺𝑢) 

Then:  

MNI𝐺𝐸𝐺𝐼 = MNI𝑁𝐸𝐺𝑢 = 0 

3.2.4.2. MAXIMIZING    

𝑢𝑡 = 𝑢 (𝐶𝑡 , 𝑁𝐸𝐺𝑢𝑡  , 𝐸𝑡) 

Subject to: 

𝐹𝑇𝐸𝑡  =  𝐶𝑡  =  𝐷𝑖𝑣𝑡  +  𝑋𝑡 = 𝐶(𝐺𝐸𝐺𝐼𝑡, 𝑁𝐸𝐺𝑢𝑡)   

(21) and (22) in (46): 

𝑢𝑡 = 𝑢{𝐶[𝐺𝐸𝐺𝐼;𝑁𝐸𝐺𝑢] , 𝑁𝐸𝐺𝑢 , 𝐸[𝐶(𝐺𝐸𝐺𝐼 , 𝑁𝐸𝐺𝑢)]} 

 

𝑑𝑢

𝑑𝑁𝐸𝐺𝑢
=

𝜕𝑢

𝜕𝑁𝐸𝐺𝑢
+
𝜕𝑢

𝜕𝐶

𝜕𝐶

𝜕𝑁𝐸𝐺𝑢
+ 
𝜕𝑢

𝜕𝐸

𝜕𝐸

𝜕𝐶

𝜕𝐶

𝜕𝑁𝐸𝐺𝑢
= 0 

𝜕𝑢

𝜕𝐺𝐸𝐺𝐼
=
𝜕𝑢

𝜕𝐶
 
𝜕𝐶

𝜕𝐺𝐸𝐺𝐼
+
𝜕𝑢

𝜕𝐸

𝜕𝐸

𝜕𝐶

𝜕𝐶

𝜕𝐺𝐸𝐺𝐼
= 0 

From (49) we can obtain the following equation: 

(48) 

(45) 

(38) 

(46) 

(21) 

(49) 

 

 (50) 
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𝑀𝑈𝑁𝐸𝐺𝑢 +𝑀𝑈𝐶 [
𝜕𝑆2

𝜕𝑁𝐸𝐺𝑢
−
𝜕𝑁𝐸𝐺𝑢

𝜕𝑁𝐸𝐺𝑢
] + 𝑀𝑈𝐸

𝜕𝐸

𝜕𝐶
[
𝜕𝑆2

𝜕𝑁𝐸𝐺𝑢
−
𝜕𝑁𝐸𝐺𝑢

𝜕𝑁𝐸𝐺𝑢
] = 0 

𝑀𝑈𝑁𝐸𝐺𝑢 = −𝑀𝑁𝐼𝑁𝐸𝐺𝑢 [𝑀𝑈𝐶 +𝑀𝑈𝐸
𝜕𝐸

𝜕𝐶
] 

 

𝑀𝑈𝑁𝐸𝐺𝑢

𝑀𝑈𝐶 +𝑀𝑈𝐸
𝜕𝐸
𝜕𝐶

=  −𝑀𝑁𝐼𝑁𝐸𝐺𝑢 

               Given that:  

𝑀𝑈𝑁𝐸𝐺𝑢 > 0 ,𝑀𝑈𝐶 > 0 ,𝑀𝑈𝐸 > 0 ,
𝜕𝐸

𝜕𝐶
=

𝜕𝐸

𝜕(𝐷𝑖𝑣 + 𝑋)
> 0 

Then: 

−𝑀𝑁𝐼𝑁𝐸𝐺𝑢 > 0 →  𝑀𝑁𝐼𝑁𝐸𝐺𝑢 < 0 

               From (50) we obtain: 

𝑀𝑈𝐶 [
𝜕𝑆1
𝜕𝐺𝐸𝐺𝐼

−
𝜕𝐺𝐸𝐺𝐼

𝜕𝐺𝐸𝐺𝐼
] + 𝑀𝑈𝐸

𝜕𝐸

𝜕𝐶
[
𝜕𝑆1
𝜕𝐺𝐸𝐺𝐼

−
𝜕𝐺𝐸𝐺𝐼

𝜕𝐺𝐸𝐺𝐼
] = 0 

𝑀𝑁𝐼𝐺𝐸𝐺𝐼  [𝑀𝑈𝐶 +𝑀𝑈𝐸
𝜕𝐸

𝜕𝐶
 ] = 0 

               Given that: 

𝑀𝑈𝐶 > 0 ,𝑀𝑈𝐸 > 0 ,
𝜕𝐸

𝜕𝐶
=

𝜕𝐸

𝜕(𝐷𝑖𝑣 + 𝑋)
> 0 

Then: 

𝑀𝑁𝐼𝐺𝐸𝐺𝐼 = 0 

Equations (52) y (53) also imply that family firms do not maximize 𝐹𝑇𝐸 =  𝐸𝐺 = 𝐶 =  𝐷𝑖𝑣 +

 𝑋  nor 𝐸; they spend in 𝑁𝐸𝐺𝑢 up to where 𝑀𝑁𝐼𝑁𝐸𝐺𝑢 < 0, thus achieving 𝑢𝑆𝐸𝑊 and maximizing 

𝑢. 

 Table 2 presents a summary of the models and main results 

(51) 

(52) 

(53) 
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Table 2 Summary of the Models and Main Results 

Summary of the Models and Main Results 

Version Main assumptions and 

restrictions 

Maximization condition 𝑭𝑻  Maximization condition of   Results 

1 No growth, perpetuities, constant 

debt and constant debt-rate. 

Budget constraint for the Opex 

(�̅�). 

Law of diminishing marginal 

return and marginal utility. 

𝐺𝑁𝐸𝐺 =  𝑃𝑁𝐸𝐺𝑢 × 𝑁𝐸𝐺𝑢 

𝑁𝐸𝐺𝑢 = 1 𝑢.𝑚.,  𝐺𝑁𝐸𝐺 =

𝑁𝐸𝐺𝑢. 

Owner-managers pursue EGs and 

NEGs in order to achieve 𝑢𝑆𝐸𝑊 

and maximize 𝑢. 

SEW is the reference point. 

Equity (𝐸) does not affect utility. 

𝑀𝑅𝑆𝑁𝐸𝐺𝑢
𝐸𝐺=𝐶

= 
∆𝐶

∆𝑁𝐸𝐺𝑢
   

 

EGs are consumed in the same 

period of time. 

Family firms generate positive 

cash flows to family owners; it 

means that they are financially 

solvent. It implies the following 

𝑀𝑁𝐼𝐺𝐸𝐺𝐼 = 𝑀𝑁𝐼𝐺𝑁𝐸𝐺
= 𝑀𝑁𝐼𝑁𝐸𝐺𝑈 

It could take place where MNIs 

are negative (𝑀𝑁𝐼𝐺𝐸𝐺𝐼 =

𝑀𝑁𝐼𝑁𝐸𝐺𝑢 < 0); then, FTE is not 

maximized. 

This occurs because the 

assumption of a budget 

constraint forces family owners 

to spend the entire budget even 

though MNIs are negative, 

thereby reducing FTE.  

 

𝑀𝑈𝑁𝐸𝐺𝑢
𝑀𝑈𝐶

= 𝑀𝑁𝐼𝐺𝐸𝐺𝐼 −𝑀𝑁𝐼𝑁𝐸𝐺𝑢 

 

𝑀𝑁𝐼𝐺𝐸𝐺𝐼 > 𝑀𝑁𝐼𝑁𝐸𝐺𝑢 

 

This occurs to the right of the point 

where FTE is maximized. 

Family 

firms 

maximize 𝑢, 

not EGs 

(FTE). 
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Version Main assumptions and 

restrictions 

Maximization condition 𝑭𝑻  Maximization condition of   Results 

restrictions: 𝐹𝑇𝐶𝑡 > 0 and  

𝐹𝑇𝐸𝑡 > 0. 

𝐺𝐸𝐺𝐼𝑡 > 0 and 𝐺𝑁𝐸𝐺𝑡 > 0. 

 

2 With respect to version 1: 

The assumption of a budget 

constraint for the Opex is 

removed.  

 

𝑀𝑁𝐼𝑁𝐸𝐺𝑢 = 𝑀𝑁𝐼𝐺𝐸𝐺𝐼 = 0 

Family owners are not forced to 

spend the entire budget even 

though MNIs are negative.  

 

𝑀𝑈𝐶
𝑀𝑈𝑁𝐸𝐺𝑢

= −𝑀𝑁𝐼𝑁𝐸𝐺𝑢 

 

𝑀𝑁𝐼𝐺𝐸𝐺𝐼 = 0 

 

𝑀𝑁𝐼𝑁𝐸𝐺𝑢 < 0 

 

Expenses in NEGs are greater than 

the monetary income they generate. 

Family 

firms 

maximize 𝑢, 

not EGs 

(FTE). 

3 With respect to version 1: 

The assumption that equity (𝐸) 

does not affect utility is removed. 

 

𝑀𝑁𝐼𝐺𝐸𝐺𝐼 = 𝑀𝑁𝐼𝐺𝑁𝐸𝐺
= 𝑀𝑁𝐼𝑁𝐸𝐺𝑈 

It could take place where MNIs 

are negative (𝑀𝑁𝐼𝐺𝐸𝐺𝐼 =

𝑀𝑁𝐼𝑁𝐸𝐺𝑢 < 0); then, FTE is not 

maximized. 

This occurs because the 

assumption of a budget 

constraint forces family owners 

to spend the entire budget even 

though MNIs are negative, 

thereby reducing FTE.  

 

𝑀𝑈𝑁𝐸𝐺𝑢

[𝑀𝑈𝐶 +𝑀𝑈𝐸
𝜕𝐸
𝜕𝐶
]

= MNI𝐺𝐸𝐺𝐼
− MNI𝑁𝐸𝐺𝑢 

 

𝑀𝑁𝐼𝐺𝐸𝐺𝐼 > 𝑀𝑁𝐼𝑁𝐸𝐺𝑢 

 

This occurs to the right of the point 

where FTE is maximized. 

Family 

firms 

maximize 𝑢, 

not EGs 

(FTE). 
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Version Main assumptions and 

restrictions 

Maximization condition 𝑭𝑻  Maximization condition of   Results 

4 With respect to version 1: 

The assumption of a budget 

constraint for the Opex is 

removed.  

The assumption that equity (𝐸) 

does not affect utility is removed. 

 

𝑀𝑁𝐼𝑁𝐸𝐺𝑢 = 𝑀𝑁𝐼𝐺𝐸𝐺𝐼 = 0 

Family owners are not forced to 

spend the entire budget even 

though MNIs are negative.  

 

𝑀𝑈𝑁𝐸𝐺𝑢

𝑀𝑈𝐶 +𝑀𝑈𝐸
𝜕𝐸
𝜕𝐶

=  −𝑀𝑁𝐼𝑁𝐸𝐺𝑢 

 

𝑀𝑁𝐼𝐺𝐸𝐺𝐼 = 0 

 

𝑀𝑁𝐼𝑁𝐸𝐺𝑢 < 0 

Expenses in NEGs are greater than 

the monetary income they generate. 

Family 

firms 

maximize 𝑢, 

not EGs 

(FTE). 
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3.3. RESULTS, ANALYSIS, AND DISCUSSION   

 Pursuant to extant family firm literature, it is acknowledge that family firms pursue NEGs 

more vigorously as compared to EGs or financial performance (e.g. Astrachan & Jaskiewicz, 2008; 

Chrisman et al., 2005, 2010, 2012; Chrisman, Chua, & Zahra, 2003; Chua et al., 1999; Dehlen, 

2013; Gomez-Mejia et al., 2011; Habbershon et al., 2003; Khatri & Ng, 2000; D. Miller & Le 

Breton-Miller, 2014; Pieper & Klein, 2007; Sharma et al., 1997; Vazquez & Rocha, 2018; 

Zellweger et al., 2013; Zellweger & Astrachan, 2008; Zellweger & Dehlen, 2012). In this regard, 

overall, the results of the conceptual and formal model developed in this Chapter is in accordance 

with extant family firm literature; thereby showing that it is possible to build a formal model, based 

on the classical assumptions of microeconomic theory to explain the family firms´ logic to pursue 

NEGs and financial performance behaviors in family firms.  

The model is also based on the assumption that exists a trade-off between FW and SEW due to 

both variables would generate or create utilities, satisfaction or welfare, would have a marginal 

rate of substitution, and may have a specific price or monetary value in a market or on a subjective 

basis, implying a mixed gamble for owner-managers (e.g. Chirico et al., 2019; Gomez-Mejia et 

al., 2013; 2015; Leitterstorf & Rau, 2014; Kotlar et al., 2018).   

 The model shows that owner-managers do not maximize EGs or financial profitability; on 

the contrary, they are willing to spend in NEGs more than the monetary income that NEGs 

expenses generate in order to maximize the family utility function. In this regard, they spend in 

NEGs in order to generate SEW utilities (𝑢𝑆𝐸𝑊𝑡), thereby maximizing the family utility function. 

 Owner-managers do not maximize EGs (E, Div, X) (D. Miller & Le Breton-Miller, 2014; 

Schulze & Kellermanns, 2015). They are willing to spend in NEGs more than the monetary income 
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NEGs expenses generate (𝑀𝑁𝐼𝑁𝐸𝐺𝑢 < 0) in order to maximize their utility function. In this regard, 

they spend in NEGs in order to generate 𝑢𝑆𝐸𝑊𝑡, thereby maximizing the utility function 𝑢.  

 If the maximization condition of 𝑢 of the first and second model versions (E does not affect 

𝑢) is compared with the third and fourth versions (E affects 𝑢), respectively, it is noticed that the 

fact that E generates not only 𝑢𝐸𝐺𝑡  but also 𝑢𝑆𝐸𝑊𝑡 entails that owner- managers have a greater 

tendency to spend more in EGs and less in NEGs. 

 The fact that family firms do not maximize EGs (D. Miller & Le Breton-Miller, 2014; 

Schulze & Kellermanns, 2015) does not necessarily entail that they are less financially profitable 

than non-family firms are. This would only imply that they could have a better financial 

performance than they do if they only pursue EGs. 

 In all versions of the model, in equilibrium, owner-managers “feel” a determined level of 

SEW utility (𝑢𝑆𝐸𝑊𝑡). Unlike 𝑢𝐸𝐺𝑡 = 𝑢𝐸𝐺  (𝐷𝑖𝑣𝑡 , 𝑋𝑡 , 𝐸𝑡) which is priced in a stock exchange (or 

privately), there is no centralized trading mechanism in which 𝑢𝑆𝐸𝑊𝑡 can be priced. Thus, the latter 

would be valued and priced subjectively by the owner-managers, affecting the family firm total 

value in the eyes of the owner-manager. The monetary value of the present value of SEW utilities 

(𝑢𝑆𝐸𝑊0) is 𝑢𝑆𝐸𝑊0
𝑚𝑢  from the owner-manager subjective perspective. 

 Based on the literature review and the information developed in this Chapter, this thesis 

proposes a definition of SEW which is complementary to the definitions previously indicated by 

various authors, and at the same time, to enrich the concept of SEW. SEW is defined by adding 

the perspective of microeconomic theory in general and utility theory in particular, along with 

concepts coming from the prospect theory and the endowment effect (Kahneman & Tversky, 1979, 

1984; Kahneman et al., 1991; Thaler, 1980; Tversky & Kahneman, 1986) and the Behavioral 

Agency Model (Wiseman & Gomez-Mejia, 1998). In this respect, SEW is defined as: 
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The utility, satisfaction or welfare perceived by the owner-manager (or the family) that is 

generated or created by the sole fact of being the owner of the firm and the consequent 

emotional benefits, by the "sentimental attachment" resulting from past experiences with 

and in the firm and by what the company communicates or expresses regarding what the 

family is (self-concept) and its values, and by the present and future non-economic goals 

to be achieved for the current and future generations as a result of decisions to be made 

thanks to control of the firm. 

 

3.4. SEW, PROSPECT THEORY, AND INDIFFERENCE CURVES 

 This part of the thesis discusses and analyzes the role of the prospect theory (loss aversion), 

the changes in the reference point, and the condition of non-reversibility of indifference curves in 

family firm financial performance decisions and their utility maximization behavior vis-à-vis 

exogenous changes. 

 In Chapter 2, Figure 1 presents a typical value function from the prospect theory that is 

concave for gains and convex for losses due to loss aversion (Kahneman & Tversky, 1984; Thaler, 

1980). Similarly, Figure 2, based on prospect theory (loss aversion) and endowment effect, 

presents a non-reversible indifference curve (Knestsch & Sinden, 1984; Tversky & Kahneman, 

1991). They both depend on the existence of an endowment and a reference point.  

 Tversky & Kahneman (1991) assume that the decision maker has a definite reference point; 

nevertheless, to our knowledge, they do not establish or explain the origin and the determinants of 

the current reference point and indifference curve. To our knowledge, it is not clear in the literature 

how the individual reached such current endowment or reference point and such indifference curve 

by making decisions over time and based on their previous preferences or utility curves. It is as if 
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the current reference point and indifference curve are given. In this regard, this proposal starts at 

a situation of equilibrium as shown in Figure 11, point a. This proposal suggests that a change of 

the marginal rate of substitution (slope) in the indifference curve is possible due to, for instance, 

the direction of the change given the reference point and the change of the reference point because 

of some exogenous changes in the environment or the context to be faced that imply financial peril, 

performance hazard, or probability of insolvency or bankruptcy.   

 

Changes in indifference curves due to exogenous shock 

 In Figure 11, SEW is the point of reference and 𝑢𝑆𝐸𝑊0 is generated mainly by achieving 

𝑁𝐸𝐺𝑠. The starting indifference curve (𝑢0) and the point a are given (it is ignored how they have 

been reached). At this point, the level of satisfaction is 𝑢0 (indifference curve 𝑢0), with 𝑁𝐸𝐺𝑢0  

and 𝐸𝐺0 = 𝐶0 . If the 𝑁𝐸𝐺𝑢 decreases to 𝑁𝐸𝐺𝑢1 , the indifference curve changes to 𝑢1; therefore, 

obtaining 𝐸𝐺1  is required in order to have the same level of satisfaction. It should be noticed that 

although the curves 𝑢0 and 𝑢1 are different indifference curves that intersect (irreversibility), they 

both have the same level of satisfaction (𝑢0 = 𝑢1). The change of the indifference curve is due to 

endowment effect (loss aversion) (Knetsch & Sinden, 1984; Tversky and Kahneman, 1991). It is 

also important to note that there is no income effect in this exercise because both indifference 

curves represent the same utility (Hicks income effect).  

 In Figure 12, it is possible to observe the point a (initial equilibrium) with a level of 

satisfaction 𝑢0, 𝐹𝑇𝐸0, 𝐸𝐺0  = 𝐶0 , and 𝑁𝐸𝐺𝑢0. The starting indifference curve 𝑢0 and the point a 

are given (it is ignored how they have been reached). Imagine an exogenous shock to reduce the 

expected 𝐹𝑇𝐸0 to 𝐹𝑇𝐸1 (e.g. increase in performance hazard or business risk, entry of new 

competitors, economic recessions, and so on), the new equilibrium and indifference curve would 
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be the point b and 𝑢1 respectively. It is worth noting that, because SEW is the reference point, the 

marginal rate of substitution between 𝐸𝐺0 = 𝐶0 (𝑀𝑅𝑆𝑁𝐸𝐺𝑢
𝐸𝐺=𝐶

) with respect to 𝑁𝐸𝐺𝑢0 is greater than 

1 in 𝑢0 (𝐸𝐺0 = 𝐶0 and 𝑁𝐸𝐺𝑢0 are expressed in monetary units).  

𝑀𝑅𝑆𝑁𝐸𝐺𝑢
𝐸𝐺=𝐶

= 
∆𝐶0 

∆𝑁𝐸𝐺𝑢0
 > 1 

 However, the marginal rate of substitution of 𝑢1 in b is less than the 𝑀𝑅𝑆𝑁𝐸𝐺𝑢
𝐸𝐺=𝐶

 of 𝑢0 in a 

before the fall of the expected 𝐹𝑇𝐸0 to 𝐹𝑇𝐸1. From a to b, a change of the reference point would 

begin to take place. The reference point change will depend on the tastes and preferences 

(indifference curve) of each owner-manager. Even though the SEW may continue being the 

reference point, owner-managers are willing to change SEW utility for financial utility but with a 

decreasing marginal rate of substitution. 

 If the expected 𝐹𝑇𝐸 falls from 𝐹𝑇𝐸0 to 𝐹𝑇𝐸2 and the probability of insolvency or 

bankruptcy is higher (financial peril), the new equilibrium might be in point c. In this point, the 

reference point has changed from SEW to FW and the indifference curve is practically horizontal 

and the 𝑀𝑅𝑆𝑁𝐸𝐺𝑢
𝐸𝐺=𝐶

 is close to zero. In this scenario, owner-managers might be willing to relinquish 

control (Gomez-Mejia et al., 2007), to enter a process of national or international diversification 

(Gomez-Mejia et al., 2010), to invest more in R&D (Chrisman & Patel, 2012; Gomez-Mejia et al., 

2013), to make acquisitions (Gomez-Mejia et al., 2015), to exit (Chirico et al., 2019), and so on. 

 Under normal conditions, family firm owners are loss averse and risk averse, and focus on 

their current endowment (SEW); however, in a context of financial peril, the need for financial 

improvements, and loss aversion, they progressively focus on the family´s financial wealth 

(progressive change of reference point). The reference point change will depend on the particular 

tastes and preferences (indifference curve) of each owner-manager. 
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Figure 11 Indifference curves and endowment effect 

Indifference curves and endowment effect 

 

Source: own elaboration 
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Figure 12  shocks, Indifference curves, and endowment effect 

Exogenous shocks, Indifference curves, and endowment effect 

 

Source: own elaboration 
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4.1.  SOCIOEMOTIONAL WEALTH AND FAMILY FIRM VALUE5 

 Regarding the relationship between SEW and value perception, Zellweger & Dehlen (2012, 

p. 282) conceptualize SEW as “…, the absolute difference between an owner’s subjective value 

assessment and the objective market value for the ownership stake of a firm.” Thus, SEW has a 

value for the owner of a family firm; this value is more intrinsic than financial gains, its 

preservation is an end in itself, and it is anchored at a deep psychological level among family 

owners because his or her identity is tied to the firm (Berrone et al., 2010). 

 EGs have a tangible monetary or financial value and can be expressed in monetary units. 

EGs–for instance, private benefits, dividends, and equity value–are those that are achieved by the 

family members for their potential and personal consumption or saving. EGs can generate or create 

utility, satisfaction or welfare through not only their consumption (the saving can be considered as 

postponed consumption) but also their impact on NEGs such as status or sense of security. NEGs 

are those that generate or create utility, satisfaction or welfare by achieving them. This utility, 

satisfaction or welfare does not have a direct tangible monetary or financial value but can be priced 

in a market transaction because of its intrinsic value. Moreover, NEGs could also impact on 

economic goals, for example, through social and environmental expenses and investments. 

 In this regard, it is well acknowledged that owners of firms value their ownership stake 

subjectively because there is to some extent emotional value to consider (Zellweger et al., 2008). 

Due to the existence of SEW utility (𝑢SEW), family firm owners tend to manifest biased value 

perceptions beyond the value estimated by only using financial information (Zellweger & 

Astrachan, 2008). 

                                                           
5 For a more detailed explanation, see Chapters 2 and 3 
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 Financial business value is calculated by discounting the expected cash flows (financial 

worth) and adding the value of private benefits of control (Demsetz & Lehn, 1985). According to 

traditional financial theory, rational agents try to maximize the financial business value and in turn 

their utility function taking into consideration only financial goals; however, owner-managers of 

family firms in general have financial and non-financial (emotional) goals that entail that owner-

managers have a different utility function (LeCornu et al., 1996). Then, the total value of a business 

is not only the sum of financial worth and private benefits as it is assumed by traditional financial 

theory (Astrachan & Jaskiewicz, 2008; Zellweger & Astrachan, 2008).  It entails that the utilities 

generated by achieving non-economic goals and its consequential emotional return can be priced 

or given a monetary value.  

 Zellweger et al. (2012) suggest that the pursuance of family-centered non-economic goals 

creates emotional value or SEW, thereby equating or approaching at least both concepts. The 

authors also suggest that the price at which the family would be willing to sell the entire business 

to non-family members (WTA) would include the emotional value or the socioemotional wealth 

endowment; thus, SEW endowment may be measurable in monetary units. Another important 

aspect to highlight is that SEW endowment stems from not only achieving non-economic goals 

but also achieving economic goals through sense of pride, status, recognition, and so on. There is 

a relationship among achieving non-financial goals, family business owner utility, and family 

business value; therefore, the recognition of non-financial components is very relevant to 

understand the total business value from the owner’s perspective (Astrachan & Jaskiewicz, 2008).  

 Considering assumptions such as competitive and perfect markets (there are no taxes, 

transaction costs, and so on), diversified and atomized stockholders (with the exception of the 

family owner), absence of information asymmetry (with respect to publicly available information), 
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securities can always be sold at a fair price, ergo, the net present value (NPV) of selling securities 

is always zero (Brealey et al., 2019; Copeland & Weston, 1992; Myers & Majluf, 1984; Ross et 

al., 2016). For this particular thesis, the assumption of absence of asymmetry information allows 

us to focus on the difference between the controlling family´s perceived total value (WTA) and 

the financial value (FV) estimated by potential investors in the financial market due to SEW 

endowment (actually, part of the difference can be explained by the existence of asymmetric 

information). This difference is explained by the net present value of private benefits of control 

(X) plus the perceived value of 𝑢SEW in monetary terms by the owner-manager (𝑢𝑆𝐸𝑊0
𝑚𝑢 ) (See Figure 

5). 

 Similarly, it is assumed for this thesis that the cost of capital–discount rate–is the same for 

family and for outside potential investors in financial markets. It is nowadays an unresolved issue. 

On the one hand, for instance, the discount rate should be higher for the family business because 

of the absence of diversification (See Lintner, 1965; Markowitz, 1952; Sharpe, 1964). On the other 

hand, the discount rate should be lower because of non-financial benefits (See Astrachan & 

Jaskiewicz, 2008; Chua & Schnabel, 1986; DeTienne & Chirico, 2013; McConaughy, 1999; 

Zellweger, 2007). This assumption also allows us to focus on X and SEW. 

 

4.2.  SEW AND THE PECKING ORDER THEORY: A SIMILAR LOGIC  

 A key point of the pecking order theory, hereinafter POT, is that insiders could eventually 

perceive a higher value of the firm than investors due to information asymmetry. The situation is 

similar with the relationship between the perceived SEW value (𝑢𝑆𝐸𝑊0
𝑚𝑢 ) and the perceived total 

firm value, based on which it is anticipated that the effects would be similar because it is possible 

to follow a similar logic. In this regard, this thesis posits that part of the difference perceived in 
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total firm value by the owner-manager is explained by the existence of asymmetric information; 

however, the difference is exacerbated or enlarged by the existence of SEW endowment, which is 

typical in family firms. In this connection, we expect the following: 

 First, insiders (family owners) perceive, at least for themselves, the right or fair value of 

the firm which include the SEW value; hence, it is cheaper to use internal funds (retained profits 

and internal equity) than to use external funds. Furthermore, the use of internal funds avoids an 

eventual loss of a certain level of independence, autonomy, ownership, and control directly or 

indirectly, thereby preserving SEW endowment.  

 Second, if internal funds and financial slacks are not sufficient to finance all the financial 

needs, firms will issue risk-free debt because this issue would have a net present value of zero and 

would not reduce–at least considerably–the independence, autonomy, ownership and control and, 

therefore, would preserve SEW endowment. Nevertheless, especially in the case of risky debt, it 

could result in a positive net present value but eventually in a reduction of independence, 

autonomy, ownership, and control by the use of financial and non-financial covenants. In fact, if 

the family firm enters a bankruptcy or a financial distress process, it may end up losing control 

and eventually the firm (Ayotte & Morrison, 2009; Baird & Rasmussen, 2003; DeAngelo & 

DeAngelo, 1985; Skeel, 2003), which in turn means the loss of not only financial value but also 

perceived SEW value (Kahneman et al., 1991; Zellweger et al., 2012, 2013; Zellweger & 

Astrachan, 2008; Zellweger & Dehlen, 2012). 

 Although in traditional financial theory the use of a certain level of debt is good because, 

for instance, it reduces the cost of capital and increases the return on equity (ROE) (e.g. Modigliani 

& Miller, 1958), this is not clear in family firms. For example, Mishra & McConaughy (1999) 

conclude that the founding family´s aversion to the risk of a loss of control implies the use of less 
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debt in family firms. They also conclude that ignoring the founding family control factor, which 

depends on aversion to lose control (personal factor), means to omit an important factor and may 

lead to an incomplete and incorrect understanding of financing decisions. According to Koropp et 

al. (2013), owner-managers frequently feel fear and have prejudices about the use of external 

financial sources because of the risk of losing control (e.g. McConaughy et al., 2001).  

 It is also important to point out the role that covenants play in solving agency debt 

problems. In theory, they represent a contractual solution. For instance, issuing more debt can be 

limited by asking to maintain ratios such as capitalization and funded debt and income and interest 

charges (Smith & Warner, 1979). Covenants could also imply that family owners lose autonomy, 

independence and control in order to take any management action, directly or indirectly, because 

any breach of the covenants is recognized as an act of default, triggering and accelerating, for 

example, the maturity of the debt. With a default, the family firm might be put into a legal 

bankruptcy process by lenders (Smith & Warner, 1979). A legal bankruptcy process could involve 

not only to some extent the loss of autonomy, independence, and control by the family owner, but 

also the adjudication process that could consume a significant part of the value of the firm 

(Steijvers & Voordeckers, 2009). 

 In this vein, higher levels of debt (leverage) increase the probability of bankruptcy 

(financial distress) and the risk of losing ownership and control (control risk) and collaterals. For 

instance, (Gilson, 1990) and (Jostarndt & Sautner, 2008) found evidence that banks or outside 

investors become major stockholders or appoint new directors in financial distress or bankruptcy 

process, or in some cases the court takes the control, which means that investors force a change of 

control. As a result of that, all or any benefits of family control could be lost in the event of 

financial distress (Deangelo & Deangelo, 1985).  
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 With respect to the Chapter 11 process, when a firm enters this process, the creditors 

usually acquire the right to fire current directors and appoint a new board of directors that they 

trust to protect their own interests; they decide what course of action to take, such as conversion 

of debt into a controlling equity stake and/or sale of the firm’s assets or the whole firm to a new 

investor (Ayotte & Morrison, 2009; Baird & Rasmussen, 2003; Skeel, 2003). For instance, this 

process is similar in the case of Peru (See Ley 27809, Ley general del sistema concursal en Perú). 

 The loss of control affects not only current family owners but also future generations 

(Mishra & Mcconaughy, 1999). The capacity or freedom to make decisions not only in the present 

but also in the future to achieve non-economic goals is reduced if not eliminated. 

 Therefore, if internals funds are not sufficient to finance all the financial needs, family 

firms will issue safe debt first and then risk debt. Debt suppliers may be reluctant to finance risky 

projects or growth if they are not compensated by increasing interest rates and covenants (Myers, 

2001; Myers & Majluf, 1984; Stiglitz & Weiss, 1981; Watson & Wilson, 2002). Thus, external 

equity will be issued only if the debt is costly because the family firm has a high debt ratio and 

therefore managers and investors expect a financial distress cost. 

 Finally, family businesses will use external equity. Suppliers of external equity perceive 

less family firm value than owner-managers due to SEW value; thus, this would mean that 

suppliers of external equity undervalue stocks and their price in the eyes of the family owners. In 

the eyes of the owner, it would imply that some value may be transferred to new investors to the 

detriment of existing investors (family owners), ceteris paribus. Additionally, a reduction of 

ownership control certainly means a loss of SEW value for sure. 

 Another way to see this is that, given a required amount of funding, if family owner-

managers issue undervalued stocks (undervalued stock price), they would need to issue more 
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stocks in order to obtain the required financing funds and then this would reduce ownership, 

autonomy, and control even more, thus losing SEW as well. Anecdotally, for instance, if a family 

business needs USD 100 million to finance its growth, it offers a shareholding of 30% for this 

amount of money because the owner-manager perceives a higher value due to SEW. However, the 

potential new stockholder considers that USD 100 million represents at least a shareholding of 

51%, which is considered unfair by the owner-manager. 

 From BAM, a different and a complementary point of view, it is possible to argue the 

following. Under normal conditions and based on BAM, family firms have the SEW as a reference 

point. So they prefer to use internal funds, then debt, and finally external capital as a last resort, 

following the pecking order theory. If they issue equity, they would directly and certainly lose not 

only ownership and control but also SEW. Debt is a better "bet" in which the loss of a certain level 

of control and SEW in the short-term is for sure but the potential and probable loss of control, 

ownership, and SEW would only occur in the event of insolvency or bankruptcy, even losing the 

management and the firm itself (Ayotte & Morrison, 2009; Baird & Rasmussen, 2003; DeAngelo 

& DeAngelo, 1985; Skeel, 2003). In this regard, in order to avoid losing SEW (loss aversion), 

family firms are willing to accept a high degree of risk performance (Gomez-Mejia et al., 2007). 

It entails that a family firm prioritizes maintaining family ownership and control and preserving or 

creating SEW, even though it would mean increasing risk performance. Building on these 

arguments, this thesis posits that family firms are loss averse with respect to SEW and are risk-

willing with respect to financial risk. In this regard, if family firms have the opportunity to invest 

in profitable projects or in their growth and there are no internal funds, they will prefer to use debt 

rather than external capital, even though it entails an increase in financial risk.  
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 There are many reasons why family firms could follow the pecking order theory proposals 

when making financing decisions. For instance, there are behavioral factors related to the need for 

control, loss of management freedom to act, independence, autonomy, values, attitudes, emotions, 

and personal goals (e.g. Dreux, 1990; Hutchinson, 1995; Koropp et al., 2014; McConaughy et al., 

2001; Poutziouris, 2001; Romano et al., 2000), or agency problems based on asymmetric 

information, lack of access to the supply of equity and debt, credit rationing, debt capacity, and 

others (e.g. Coleman & Carsky, 1999; Mahérault, 2000; Myers, 2001; Myers & Majluf, 1984; 

Romano et al., 2000; Stiglitz & Weiss, 1981). However, this thesis proposes that SEW endowment 

or SEW value can contribute to explain to some extent a part of the “puzzle.” In this regard, for 

instance, maintaining control is a non-economic goal in itself and creates SEW utilities; moreover, 

control allows achieving other non-economic goals over time, thereby creating more SEW utilities. 

Control would be a means to an end, not an end in itself; the end in itself would be the SEW. 

 

4.3.  THE SEW – PECKING ORDER THEORY: A PROPOSAL  

 This is a family firm that has assets in place and the opportunity to invest in a profitable 

investment project (NPV > 0) or accelerate growth. There are no market imperfections such as 

taxes, transaction costs, asymmetric information, bankruptcy cost, and so on in order to focus on 

the role of SEW. Without market imperfections, the net present value of issuing securities is always 

zero (the cash raised is equal to the present value of the liability created) (Myers & Majluf, 1984).  

 However, owner-managers value their stake subjectively, considering the existence of 

SEW value because of endowment effect, emotional attachment, and achievable NEGs. Owner-

managers act in the interest of the family.  
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 Another important assumption is that the family firm is listed on a stock exchange and the 

current and potential minority shareholders are atomized, diversified, and price takers; thus, there 

is only one market price for the stocks (Ko). However, this assumption can be removed and the 

result will be similar. Each potential investor would estimate its own and particular financial value 

(Ko). Moreover, for instance, there will be few potential investors who might want to buy a major 

stake in the firm; thus, the effect of SEW might be exacerbated due to the potential loss of certain 

control in the hands of a single potential stockholder. 

 

4.3.1 THE SEW – PECKING ORDER THEORY: A CONCEPTUAL PROPOSAL  

 First, numerical examples will be presented and then the formal model will be developed 

in order to ensure a better understanding of the model. This model follows the same logic of the 

classical Myers and Majluf´s pecking order model (Myers & Majluf, 1984).  

 It is assumed that a family has all the shares (all-equity financed) and that potential 

investors or stockholders are atomized and diversified, and not interested in control.  

 The market value of the existing assets for the potential investors (financial market) is equal 

to Ko = Ro + C, where C is cash or financial slack, Ro is the present value of the rest of existing 

assets, and Ko is the market value of the shares in the hands of the family members. Eo = Ko + X. 

Similarly, the value of the shares in the eyes of the owner-manager is equal to Ao = VFamo = Ro 

+ C + X + 𝑢𝑆𝐸𝑊0
𝑚𝑢 ,  where X is the present value of private benefits, 𝑢𝑆𝐸𝑊0

𝑚𝑢  is the additional value 

perceived by the owner-manager (SEW value in monetary units), and VFamo is the value of the 

shares, which at the moment is zero. 

 The initial balance sheet at market value is as show in Table 3: 
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Table 3 Base case 

Base case 

 

Source: own elaboration 

 The family firm has the opportunity to undertake an investment project or accelerate 

growth. The NPV = PV – I, where PV is the expected present value of the investment project’s 

cash flows and I is the required investment. In this case, PV = 250, I = 220, and NPV = 30. There 

are 500 shares (No = 500) and, hence, the price per share on the financial market is 2.00 (Po = 

1,000/500), but the share value for the owner-manager would be 3.20 (Vo = 1,600/500).  From the 

perspective of the owner-manager, shares are undervalued (Vo > Po). The family firm needs to 

invest 220. It has the following choices: C (internal funds), internal equity, debt, or external equity.  

 Although the positive relationship between SEW and the percentage of ownership requires 

further investigation, in general this relationship is widely accepted (Schulze & Kellermanns, 

2015). In his regard, the model assumes that the SEW value and its corresponding 𝑢𝑆𝐸𝑊0
𝑚𝑢  are 

directly and proportionally related to ownership control. It entails that, for instance, in the scenario 

of issuing new stocks, clauses of issuance contracts, financial and non-financial covenants, some 

corporate governance and internal control requirements, among others, hinder decision-making by 

the family to achieve some NEGs. In this particular case, this assumption suggests that if the 

ownership is reduced to 80%, the owner-manager will perceive that he or she loses 20% of SEW 

value. 

500.00        

X 100.00        

C 220.00        220.00          C

Ro 780.00        780.00          Ro

Ao = VFamo 1,600.00     1,000.00       Ko

From owner-manager view From financial market view
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 This assumption is based on the idea that SEW is a goal in and of itself for family firms 

and that family control is required to achieve this goal (SEW) (Gomez-Mejia et al., 2007; Sharma 

& Manikutty, 2005). Due to their close attachment to the firm, the ability to exercise authority and 

control is an important source of emotional satisfaction for family members (Schulze et al., 2001). 

In other words, the SEW is obtained by the family through controlling the firm. Regarding the 

relationship between ownership control and SEW, the latter appears only if the firm is under the 

control of the family owner because control is a necessary condition to create and preserve SEW. 

In this connection, (Zellweger et al., 2012, p. 853) affirm that: “The more of the business the family 

owns, the greater the family’s power to act in ways that increase its socioemotional wealth and the 

greater the perceived loss if control were relinquished.” 

 However, despite the fact that control is a condition for the existence of SEW and SEW 

should be increased and strengthened with control and ownership, it is not conclusive what the 

exact relationship is between ownership control and SEW. On the one hand, it has been suggested 

that family firms with similar family control and ownership have different behaviors as a 

consequence of different endowments of SEW; on the other hand, there is evidence that the greater 

the family control and ownership, the greater the SEW, and in turn, the more the SEW, the more 

the value perception of the firm (Berrone et al., 2010; Gomez-mejia et al., 2003; Gomez-Mejia et 

al., 2007; Zellweger et al., 2012). In fact, in order to make decisions to achieve non-economic 

goals, the owner-manager needs to have at least certain ownership control and autonomy; however, 

this should not necessarily entail a lineal or at least direct relationship between corporate 

ownership and the ability to create SEW or between affect related to corporate ownership and 

subjective value perception of the ownership stake due to the presence of some mediators such as 

target, personal, and situational features (Zellweger & Dehlen, 2012).  
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 The family´s intention for the transgenerational sustainability of control is a particular 

characteristic of a family firm (Chrisman et al., 2004; Chua et al., 2009), which in turn determines 

and influences the adoption of NEGs by the controlling family (Chrisman et al., 2012). In this 

regard, taking into account that intention for transgenerational sustainability of control and NEGs 

are linked (Gomez-Mejia et al., 2007; Zellweger & Astrachan, 2008), Chrisman.et al. (2012) 

suggest that there is a tendency of committed family members to adopt NEGs that would be the 

desire not only for the family members in current control but also for the family members who 

will presumably assume control in the future.  

 This implies that achieving NEGs is a constant decision and action through time, and that 

it would generate or create utility (welfare or satisfaction) over time as well; thus, family members 

expect to “receive” this kind of utility or satisfaction continuously, every time, over time, beyond 

the span of the current generation, thereby creating and preserving SEW.  

 Equity value (E), which can be considered as a sign of the wealth and success of the family 

and the size and success of the family firm (identity), generates or creates utility not only by being 

an EG or by representing future consumption (C) but also by achieving some NEGs. E as EG 

enables family members to project a positive image, recognition, prestige, and reputation in the 

community or society, to be altruistic to family members, to achieve a higher position in society, 

lifestyle, family security, etc. (e.g. Chrisman et al., 2010; Dyer & Whetten, 2006; Ehrhardt & 

Nowak, 2003; Holmes & Zimmer, 1994; Khatri & Ng, 2000; Schulze et al., 2003b; Zellweger & 

Astrachan, 2008). In summary, E also enables family members to achieve NEGs, thereby creating 

or generating utility, satisfaction, or welfare, which we call SEW utility (𝑢SEW).    

 It is also assumed that the investment opportunity creates SEW perceived value; for this 

particular example ∆𝑢𝑆𝐸𝑊1
𝑚𝑢  = 20 (assumption). It will be proportional to the retained ownership. 
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For example, if the family maintains 100% of the shareholding, it will generate or create 20 (100% 

x 20); however, if the family maintains only 80% of the shareholding, it will generate or create 16 

(80% x 20). The NPV of the new project increases Equity (NPV = ∆𝐸).   

Case 1: The family firm issues external equity (Em) 

If the family finances the investment project or the opportunity for growth by issuing shares to 

new stockholders, the new balance sheet at market value, after the issue, is as show in Table 4: 

Table 4 The family firm issues external equity 

The family firm issues external equity 

 

Source: own elaboration 

 Assuming a perfect financial market, the new price per share (P1) immediately after the 

announcement and before the issuance of shares (Em = I = 220) is 2.06 (P1 = K1/No = 1,030/500). 

The number of issued shares or new shares is 106.80 (ΔN = Em / P1 = 220 / 2.06). The new number 

of shares is 606.80 (N1 = No + ΔN).      

 Notice that, under the assumption of a perfect financial market (no asymmetric 

information), all the NPV is “captured” by family members. K1 is the new market value of the 

shares in the hands of family members (K1 = Ko + NPV). Similarly, A1 mv = K1 + Em (Em is the 

market value of the shares in the hands of new shareholders). VFam1 = A1 – I (I = Em = 220).      

16.48          

412.00        

X 100.00        

C 220.00        220.00          C 220.00         C

NPV 30.00          30.00            NPV 30.00           NPV

I 220.00        220.00          I 220.00         Em

Ro 780.00        780.00          Ro 780.00         Ro

A1 1,778.48     1,250.00       A1 mv 1,250.00      A1 mv

VFam1 1,558.48     1,030.00      K1

From owner-manager view From financial market view



 

196 
 

 After the issuance, the shareholding of the family is 82.40% (%OwFm = No/N1 = 

500/606.80) and the shareholding of the new stockholders is 17.60% (%OwNew = ΔN/N1 = 

106.80/606.80). Then, the value perceived by the family owner (VFam1) is 1,558.48 (VFam1 = 

Ro + I + NPV + C + X + %OwFm x (𝑢𝑆𝐸𝑊0
𝑚𝑢 + ∆𝑢𝑆𝐸𝑊1

𝑚𝑢 )). The value of the new shares (Vnew) in 

the financial market is 220 (Vnew = %OwNew x A1mv = Em). The share value for the owner-

manager would be 3.12 (Vo = VFam1/No = 1,558.48/500). 

 The owner-manager perceived a loss of value equal to -41.52 (VFam1 – VFamo). It means 

that the total net present value of the issuance is NPVt = NPV + %OwFm x ∆𝑢𝑆𝐸𝑊1
𝑚𝑢  - %OwNew x 

𝑢𝑆𝐸𝑊0
𝑚𝑢  = -41.52 (gain in value for the investment project and its corresponding increase in SEW 

endowment minus the loss of value due to the reduction of ownership control).  

 In this case, the issuance is not convenient for the family-owner (it destroys value). Thus, 

the owner-manager passes up a good investment project or the opportunity to accelerate growth.  

 However, if we assume that the NPV = 100, the NPVt would be 33.33. It means that, if the 

project is sufficiently profitable, it can offset the perceived loss of SEW value. This would help 

explain certain cases when the family accepts to issue shares in order not to pass up a very and 

extraordinarily good opportunity to invest or accelerate the growth of the firm.  

Case 2: The family firm use of financial slack or cash (C) 

 Returning to the original project (NPV=30), if the family finances the investment 

opportunity using the cash in the bank (internal funds), the new balance sheet at market value is 

as show in Table 5: 
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Table 5 The family firm use of financial slack or cash 

The family firm use of financial slack or cash 

 

Source: own elaboration 

 In this scenario, P1=2.06, V1=3.30, N1=500 (ΔN=0), VFam1 = 1,650 (%OwFm=100%). 

The owner-manager perceived a gain of value equal to 50 (VFam1 – VFamo). It means that the 

total net present value is NPVt = NPV + %OwFm x ∆𝑢𝑆𝐸𝑊1
𝑚𝑢  - %OwNew x 𝑢𝑆𝐸𝑊0

𝑚𝑢  = 50. Thus, the 

owner-manager does not pass up a good investment project or the opportunity to accelerate growth 

and the family firm captures all the NPV. The family firm is better off with cash in the bank or 

available internal funds.  

Case 3: The family firm is active and buys all issued shares (Internal equity ΔK)  

 If the family finances the investment project by buying up all the issued shares themselves, 

the new balance sheet at market value, after the issue, is as show in Table 6: 

From financial market view

20.00          

500.00        

X 100.00        

C -              -                C

NPV 30.00          30.00            NPV

I 220.00        220.00          I

Ro 780.00        780.00          Ro

A1 1,650.00     1,030.00       A1 mv

VFam1 1,650.00     1,030.00       K1

From owner-manager view



 

198 
 

Table 6 The family firm is active and buys all issued shares 

The family firm is active and buys all issued shares 

 

Source: own elaboration 

 In this scenario, assuming a share issue price of Vo = 3.20 (Note: the final result - NPVt - 

does not change regardless of the issue price of shares), P1=1.81, V1=3.29, N1=568.75 

(ΔN=68.75), VFam1 = 1,870 (%OwFm=100%).  

 The owner-manager perceived a gain of value equal to 50 (VFam1 – VFamo). It means 

that the total net present value of the issuance is NPVt = NPV + %OwFm x ∆𝑢𝑆𝐸𝑊1
𝑚𝑢  - %OwNew x 

𝑢𝑆𝐸𝑊0
𝑚𝑢  = 50. The family firm is better off. Thus, the owner-manager does not pass up a good 

investment project or the opportunity to accelerate growth and the family firm captures all the 

NPV.  

 In fact, Cases 2 and 3 are to some extent the same (not distributing dividends and investing 

them in the firm is similar to distributing dividends to the family so that the family can then buy 

the issued shares).   

From financial market view

20.00          

500.00        

X 100.00        

C 220.00        220.00          C

NPV 30.00          30.00            NPV

I 220.00        220.00          ΔK

Ro 780.00        780.00          Ro

A1 1,870.00     1,250.00       A1 mv

VFam1 1,870.00     1,250.00       K1

From owner-manager view
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Case 4: The family firm issues external default-risk-free debt (D) 

 If the family finances the investment project by issuing default-risk-free debt (we discuss 

later the case of the issuance of risky debt), the new balance sheet at market value, after the issue, 

is as show in Table 7: 

Table 7 The family firm issues external default-risk-free debt 

The family firm issues external default-risk-free debt 

 

Source: own elaboration 

 In this scenario, P1=2.06, V1=3.30, N1=500 (ΔN=0), VFam1 = 1,650 (%OwFm=100%).  

 The owner-manager perceived a gain of value equal to 50 (VFam1 – VFamo). It means 

that the total net present value of the issuance is NPVt = NPV + %OwFm x ∆𝑢𝑆𝐸𝑊1
𝑚𝑢  - %OwNew x 

𝑢𝑆𝐸𝑊0
𝑚𝑢  = 50. The family firm is also better off. Thus, the owner-manager does not pass up a good 

investment project or the opportunity to accelerate growth.  

 

4.3.2. THE SEW – PECKING ORDER THEORY: A FORMAL MODEL 

 We assume that 0 ≤ C ≤ I. It means that some or all the investment project could be 

financed, for instance, by issuing stocks. Thus, Y = I – C, where Y could be default-risk-free debt 

(D), external equity (Em), internal equity (ΔK), or even zero when internal funds (C) are sufficient. 

From financial market view

20.00          

500.00        

X 100.00        

C 220.00        220.00          C

NPV 30.00          30.00            NPV

I 220.00        220.00          D

Ro 780.00        780.00          Ro

A1 1,870.00     1,250.00       A1 mv

VFam1 1,650.00     1,030.00       K1

From owner-manager view
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I = Y + C                                                                                                                                     (54) 

VFamo = Ro + C + X + 𝑢𝑆𝐸𝑊0
𝑚𝑢                                                                                                    (55) 

VFam1 = (Ro + I + NPV -Y + X) + %OwFm x (𝑢𝑆𝐸𝑊0
𝑚𝑢 + ∆𝑢𝑆𝐸𝑊1

𝑚𝑢 )                                            (56) 

VFam1 = (Ro + Y + C + NPV -Y + X) + (No/N1) x (𝑢𝑆𝐸𝑊0
𝑚𝑢 + ∆𝑢𝑆𝐸𝑊1

𝑚𝑢 ) 

VFam1 = (Ro + C + NPV + X) + (No/N1) x (𝑢𝑆𝐸𝑊0
𝑚𝑢 + ∆𝑢𝑆𝐸𝑊1

𝑚𝑢 )                                                 (57) 

The family is better off if the firm issues only when (54) ≤ (56): 

Ro + C + X + 𝑢𝑆𝐸𝑊0
𝑚𝑢  ≤ (Ro + C + NPV + X) + (No/N1) x (𝑢𝑆𝐸𝑊0

𝑚𝑢 + ∆𝑢𝑆𝐸𝑊1
𝑚𝑢 ); then: 

NPV + (No/N1) x ∆𝑢𝑆𝐸𝑊1
𝑚𝑢  ≥ (ΔN/N1) x 𝑢𝑆𝐸𝑊0

𝑚𝑢                                                                           (58) 

 Expression (58) means that the family is better off if the firm issues only when the share 

of existing 𝑢𝑆𝐸𝑊0
𝑚𝑢  that is lost by the family is less than or equal to NPV plus the share of the increase 

of the firm value perceived by the family of ∆𝑢𝑆𝐸𝑊1
𝑚𝑢 .     

 Another way to approach this issue is by noticing that the family is better off if the firm 

issues only when the total net present value (NPVt) of the issuance is more than or equal to zero: 

NPVt = VFam1 – VFamo = [NPV + (No/N1) x ∆𝑢𝑆𝐸𝑊1
𝑚𝑢 ] – (ΔN/N1) x 𝑢𝑆𝐸𝑊0

𝑚𝑢  ≥ 0                    (59) 

From (59): NPV + (No/N1) x ∆𝑢𝑆𝐸𝑊1
𝑚𝑢  ≥ (ΔN/N1) x 𝑢𝑆𝐸𝑊0

𝑚𝑢                                                         (58) 

The case of Y = 0 (In this case, C is enough to finance I)  

 In this scenario, C is the first financial resource to be used to finance at least part of I. 

Moreover, ΔN=0, No=N1; thus: 

From expression (58) or (59), given that [(ΔN/N1) x 𝑢𝑆𝐸𝑊0
𝑚𝑢 ] is equal to zero and No/N1 = 1, the 

family is better off if the firm issues only when NPVt = NPV + ∆𝑢𝑆𝐸𝑊0
𝑚𝑢  ≥ 0.  

 Given that NPV and ∆𝑢𝑆𝐸𝑊1
𝑚𝑢  are always higher than or at least equal to zero (if NPV were 

negative, it would be rejected) so NPV + ∆𝑢𝑆𝐸𝑊1
𝑚𝑢 is always higher than or equal to zero; 
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accordingly, the owner-manager never passes up a good investment project or the opportunity to 

accelerate growth and the family firm is always better off. 

 The same results are obtained if you finance I with external default-risk-free debt (D) or 

internal equity (ΔK). 

The case of issuance of external equity (Em) 

In this scenario, Y = Em, ΔN ≥0, N1=No + ΔN                                                                         (60) 

P1 = (Ro + C + NPV)/No                                                                                                            (61) 

ΔN = Em/P1 = Em / [(Ro + C + NPV)/No] = (Em x No) / (Ro + C + NPV)                             (62) 

N1 = No + (Em x No)/(Ro + C + NPV) 

Then, N1 = No x [(Ro + C + NPV + Em)/(Ro + C + NPV)                                                       (63) 

Then, (No/N1) = [(Ro + C + NPV)/(Ro + C + NPV + Em)]                                                      (64)   

From (61) – (1):  (ΔN/N1) = (Em)/(Ro + C + NPV + Em)                                                         (65) 

Then, (64) and (65) in (59): 

NPVt = [NPV + (No/N1) x ∆𝑢𝑆𝐸𝑊1
𝑚𝑢 ] – (ΔN/N1) x 𝑢𝑆𝐸𝑊0

𝑚𝑢                                                            (58) 

NPVt = NPV + [(Ro+C+NPV)/(Ro+C+NPV+Em)] x ∆𝑢𝑆𝐸𝑊1
𝑚𝑢  – [(Em)/(Ro + C + NPV + Em) x 

𝑢𝑆𝐸𝑊0
𝑚𝑢 ]                                                                                                                                          (66) 

 Taking into account that NPV = PV – I = PV – Em and N1 = No + ΔN, and making the 

following differentiations of (59) y (66), the result obtained is: 

𝜕𝑁𝑃𝑉𝑡

𝜕𝑢𝑆𝐸𝑊0
𝑚𝑢 = −

𝛥𝑁

𝑁1
< 0 

𝜕𝑁𝑃𝑉𝑡

𝜕∆𝑢𝑆𝐸𝑊1
𝑚𝑢 =

𝑁𝑜

𝑁1
> 0 

𝜕𝑁𝑃𝑉𝑡

𝜕𝛥𝑁
= −

𝑁𝑜 (∆𝑢𝑆𝐸𝑊1
𝑚𝑢 + 𝑢𝑆𝐸𝑊0

𝑚𝑢 )

(𝑁𝑜 + 𝛥𝑁)2
< 0 
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𝜕𝑁𝑃𝑉𝑡

𝜕𝑁𝑃𝑉
= 1 + 

(∆𝑢𝑆𝐸𝑊1
𝑚𝑢 + 𝑢𝑆𝐸𝑊0

𝑚𝑢 ) 

(Ro + C + PV)
> 0 

𝜕𝑁𝑃𝑉𝑡

𝜕𝐸𝑚
= − 

(∆𝑢𝑆𝐸𝑊1
𝑚𝑢 + 𝑢𝑆𝐸𝑊0

𝑚𝑢 )

(Ro + C + PV)
< 0 

 From these expressions it is possible to respectively conclude: 

 The more 𝑢𝑆𝐸𝑊0
𝑚𝑢 , the less NPVt. This entails that, as there is a greater initial SEW 

endowment (𝑢𝑆𝐸𝑊0), there is more value to lose as a result of the issuance of shares and its 

consequent loss of shareholding, ceteris paribus. Moreover, the more the shares issued, the greater 

the loss. 

 The more ∆𝑢𝑆𝐸𝑊1
𝑚𝑢 , the more NPVt. This implies to some extent that if the investment 

project, through its impact in E (NPV = ∆𝐸), creates an important amount of SEW value (e.g. 

status and prestige), this would have an important positive impact on NPVt, ceteris paribus. It will 

also depend on each particular owner-manager utility function.  

 The more 𝛥𝑁, the more the reduction of family ownership and the less NPVt. The more 

the shares issued, the greater the loss of 𝑢𝑆𝐸𝑊0and the less the capture of ∆𝑢𝑆𝐸𝑊1
𝑚𝑢 by family 

members, ceteris paribus. 

 The more the NPV, the more the NPVt. This means that the more profitable the investment 

project, the higher the probability that a stock issue is necessary.  

From (59) and (66) one notices that the more profitable the project or the opportunity for growth, 

the fewer the stocks required to be issued; therefore, there is less loss of ownership, less loss of 

𝑢𝑆𝐸𝑊0
𝑚𝑢  and more capture of ∆𝑢𝑆𝐸𝑊1

𝑚𝑢 , and higher NPVt. Actually, NPVt can be negative, zero or 

positive depending on the values taken by the NPV, ceteris paribus.    
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The case of risky debt (rD) 

 Myers (1984), based on asymmetric information and adding to some extent some elements 

of the static trade-off theory, presents in an oversimplified manner the “modified pecking order 

theory”, attempting to expand the pecking order theory and to get a better understanding of capital 

structure.  

 Family firms would try to keep the debt safe to maintain a low probability of bankruptcy, 

to avoid a material cost of financial distress, and to maintain indebtedness capacity to eventually 

issue default-risk-free debt.  

 By maintaining a low probability of bankruptcy and avoiding a material cost of financial 

distress, family firms prevent a bankruptcy or financial distress process, but it may end up losing 

control and eventually the firm (Ayotte & Morrison, 2009; Baird & Rasmussen, 2003; Deangelo 

& Deangelo, 1985; Skeel, 2003), which in turn means the loss of not only financial value but also 

perceived SEW value (Kahneman et al., 1991; Zellweger et al., 2012, 2013; Zellweger & 

Astrachan, 2008; Zellweger & Dehlen, 2012). 

 Maintaining indebtedness capacity to issue default-risk-free debt in order to avoid facing 

higher odds of passing up future good investment or growth opportunities due to the unwillingness 

to issue common stocks or other risky securities.   

 Likewise, under normal conditions and based on BAM, family firms have the SEW as a 

reference point. So they prefer to use internal funds, then debt, after that risky debt, and finally 

external capital as a last resort. If they issue equity, they would directly and certainly, lose not only 

ownership and control but also SEW. It is argued in this thesis that debt and even risky debt is a 

better "bet" in which the loss of a certain level of control and SEW in the short-term is for sure but 
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also in which the potential and probable loss of control, ownership, and SEW would only occur in 

the event of insolvency or bankruptcy. The “bet” consists in the scenario in which the project is 

successful and there are no financial problems. Therefore, issuing risky debt is preferable to issuing 

external equity.  

 

A more general model 

 Similar to what happens with costs of financial distress (e.g. Myers, 1984, 2001; Warner, 

1977), SEW is difficult to measure either in utilities (satisfaction or welfare) or in monetary units. 

However, it exists. 

 In the examples and the formal model presented above, it was assumed that SEW value is 

linearly related to or directly proportional to the degree of ownership (Berrone et al., 2010; Gomez-

Mejia et al., 2007; Schulze et al., 2001; Sharma & Manikutty, 2005); however, almost certainly 

there is no perfect direct relationship between SEW value and ownership (Zellweger et al., 2012; 

Zellweger & Dehlen, 2012). This assumption can be changed and the general results of the model 

will not change: 

VFam1 = (Ko + I + NPV - Y) + a x X + b x 𝑢𝑆𝐸𝑊0
𝑚𝑢  + c x ∆𝑢𝑆𝐸𝑊0

𝑚𝑢                                               (67) 

where: 0 ≤ a ≤ 1, 0 ≤ b ≤ 1, and 0 ≤ c ≤ 1   

The parameters “a”, “b”, and “c” are the part of the value of X, 𝑢𝑆𝐸𝑊0
𝑚𝑢 , and ∆𝑢𝑆𝐸𝑊0

𝑚𝑢 , respectively, 

that holds for the owner-manager after the issuance.  

 The parameter “a” would depend on, for instance, clauses of issuance contracts, financial 

and non-financial covenants, some corporate governance and internal control requirements, among 

others. They would limit or hinder the ability to exercise authority and control, independence, and 

autonomy to make decisions in order to obtain private benefits. In the case of debt, especially risky 
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debt, parameter “a” would depend on the role that covenants play in solving agency debt problems 

because issuing more debt can be limited by asking to maintain ratios such as capitalization and 

funded debt and income and interest charges (Smith & Warner, 1979). Covenants could also imply 

the family firm owner’s loss of autonomy, independence and control in order to take any 

management action.  

 Similarly, parameters “b” and “c” are based on the idea that SEW is a goal in and of itself 

for family firms and that family ownership control is required to achieve this goal (SEW) (Gomez-

Mejia et al., 2007; Sharma & Manikutty, 2005). Due to their close attachment to the firm, the 

ability to exercise authority and control is an important source of emotional satisfaction for family 

members (Schulze et al. 2001). Those parameters are subjective and depends on the particular 

utility function, degree of emotional attachment, and so on, of each owner-manager.    

VFam1 = (Ko + C + NPV) + a x + b x 𝑢𝑆𝐸𝑊0
𝑚𝑢  + c x ∆𝑢𝑆𝐸𝑊0

𝑚𝑢                                                        (68)  

(68) and (55):  

Ko + C + X + 𝑢𝑆𝐸𝑊0
𝑚𝑢  ≤ (Ko + C + NPV) + a x X + b x 𝑢𝑆𝐸𝑊0

𝑚𝑢  + c x ∆𝑢𝑆𝐸𝑊0
𝑚𝑢  

 (1-a) x X + (1-b) x 𝑢𝑆𝐸𝑊0
𝑚𝑢  ≤ NPV + c x ∆𝑢𝑆𝐸𝑊0

𝑚𝑢                                                                         (69) 

 Likewise, as in expression (58), expression (69) means that the family is better off if the 

firm issues only when the share of existing 𝑢𝑆𝐸𝑊0
𝑚𝑢  and X that is lost by the family is less than or 

equals to NPV plus the share of the increase of the firm value perceived by the family of ∆𝑢𝑆𝐸𝑊1
𝑚𝑢 . 

 Another way to approach this issue is to notice that the family is better off if the firm issues 

only when the total net present value (NPVt) of the issuance is more than or equal to cero: 

NPVt = NPV + c x ∆𝑢𝑆𝐸𝑊0
𝑚𝑢  - (1-b) x 𝑢𝑆𝐸𝑊0

𝑚𝑢  – (1-a) x X ≥ 0                                                        (70) 

(1-a) x X + (1-b) x 𝑢𝑆𝐸𝑊0
𝑚𝑢  ≤ NPV + c x ∆𝑢𝑆𝐸𝑊0

𝑚𝑢                                                                           (69) 
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 In this part, a simulation of the expression (70) has been done. These assumptions have 

been made for the different parameters and variables: 

NPV  ~ N (40,1), expressed in monetary units. 

a, b, c ~ U (0,1) 

∆𝑢𝑆𝐸𝑊0
𝑚𝑢 ~ U (0,60), expressed in monetary units. 

X ~  Triangular (70, 130, m = 100), expressed in monetary units. 

 The results are shown in Figure 15 and in Appendix 2 (Figures 16, 17, and 18). Depending 

on the values taken by parameters b and c and their effect on the perceived value of SEW, as well 

as the values taken by the variables such as NPV or ∆𝑢𝑆𝐸𝑊0
𝑚𝑢 , the NPVt may be positive or negative. 

Parameters b and c depend on the owner-manager’s utility function and, hence, they are subjective. 

The higher the NPV or ∆𝑢𝑆𝐸𝑊0
𝑚𝑢 , the higher the probability that the NPVt will be positive. Likewise, 

the higher the parameter b (which measures the loss of 𝑢𝑆𝐸𝑊0
𝑚𝑢  such as, for example, the loss of 

ownership control when issuing external capital), the higher the probability that the NPVt will be 

negative.  
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Figure 13 Simulation results 

Simulation results 

  

Source: own elaboration 

4.4. RESULTS, ANALYSIS, AND DISCUSSION 

 In the present Chapte, elements from a traditional financing theory, the pecking order 

theory (Myers & Majluf, 1984; Myers 1984), and the Behavioral Agency Model (Wiseman & 

Gomez-Mejia, 1998), have been used and combined with the Socioemotional wealth approach 

(Gomez-Mejia et al., 2007), in order to propose “The Socioemotional wealth – Pecking order 

theory”. This proposal helps to explain family firms’ financing patterns, revolving around SEW 

concept and adding a piece to the “puzzle”. Considering that there is significant evidence showing 

NPVt 

 NPV 
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that family firms would follow the pecking order theory in their financing decisions (e.g. 

Bauweraerts & Colot, 2012; Blanco-Mazagatos et al., 2007; Coleman & Carsky, 1999; Dreux, 

1990; Gallo & Vilaseca, 1996; Hutchinson, 1995; Koropp et al., 2014; López-Gracia & Sánchez-

Andújar, 2007; López-Gracia & Sogorb-Mira, 2008; Mahérault, 2000; McConaughy et al., 2001; 

Michaelas et al., 1998; Norton, 1990; Poutziouris, 2001; Romano et al., 2000), some reasons for 

this behavior of family firms is theoretically and formally explained.  

 This behavior of family firms would be explained in part by the existence of the 

Socioemotional wealth value. In this respect, it is argued that owner-managers perceive a higher 

value of the firm than potential external investors do due to the existence of the Socioemotional 

wealth value, which has an intrinsic monetary value for the family (Astrachan et al., 2008; 

Zellweger & Astrachan. 2008; Zellweger et al., 2012), as is also suggested in Chapter 3. In view 

of this higher perceived value per share and following the logic of the pecking order theory, one 

would expect that, in general, the potential investors would offer a lower price per share than the 

value per share perceived by the owner-manager. Hence, selling shares in such a situation would 

imply transferring the shareholder family’s value to the new shareholders. Therefore, the issuance 

of shares to external investors would be a last resort action.  

 From BAM viewpoint, it is argued that family firms have the SEW as the primary reference 

point. If family firms issue equity, they would certainly lose not only ownership and control but 

also SEW. Debt is a better "bet" in which the temporal loss of a certain level of control and SEW 

is for sure but a potential and probable greater and longer or even perpetual loss of control, 

ownership, SEW, and even FW would only occur in the event of insolvency or bankruptcy (Ayotte 

& Morrison, 2009; Baird & Rasmussen, 2003; Deangelo & Deangelo, 1985; Skeel, 2003). The 

“bet” would consist in the scenario in which the investment project is a success and there are no 
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financial problems; thus, the debt is paid in the original terms. Therefore, issuing risky debt is 

preferable to issuing external equity. In order to avoid losing SEW (loss aversion), family firms 

are willing to accept a lot of risk performance (Gomez-Mejia et al., 2007). It entails that a family 

firm prioritizes maintaining family ownership and control and preserving or creating SEW, even 

though it would mean increasing risk performance. Similarly, and building on these arguments, 

this thesis posits that family firms are loss averse with respect to SEW and are risk-willing with 

respect to financial risk. In this regard, if family firms have the opportunity to invest in profitable 

projects or in their growth and there are no internal funds, they will prefer to use debt rather than 

external capital, even though it entails increasing the financial risk at least temporarily. The "bet" 

of issuing debt would be that the investment project is profitable enough to allow paying all the 

debt, thus progressively reducing the financial risk. Furthermore, evidence is offered with respect 

to build formal models whose results are consistent with what is observed in reality. 

 The theoretical proposal and the formal model “The Socioemotional wealth – pecking 

order theory” predicts and helps to understand why family firms follow patterns in a hierarchical 

fashion in their financing decisions: first, internal funds; then, risk-free debt and risky debt; and 

finally, equity. 

 If we compare the results of issuing external equity (Em) with the others results (C, D, and 

ΔK), we have these two expressions respectively: 

NPVt = VFam1 – VFamo = NPV + (No/N1) x ∆     

   – (ΔN/N1) x      

   (If Em) 

NPVt = VFam1 – VFamo = NPV + ∆     

    (If C, D, and ΔK) 

∆𝑢𝑆𝐸𝑊0
𝑚𝑢  ≥ 0; NPV ≥ 0; ΔN > 0 (if Em > 0); [– (ΔN/N1) x 𝑢𝑆𝐸𝑊0

𝑚𝑢 ] < 0 (if Em > 0) 

∆𝑢𝑆𝐸𝑊0
𝑚𝑢  > (No/N1) x ∆𝑢𝑆𝐸𝑊0

𝑚𝑢 , No/N1 >0 (if Em > 0)  

Adding up NPV: NPV + ∆𝑢𝑆𝐸𝑊0
𝑚𝑢  > NPV + (No/N1) x ∆𝑢𝑆𝐸𝑊0

𝑚𝑢 , (if Em > 0) 
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NPV + ∆𝑢𝑆𝐸𝑊0
𝑚𝑢  > NPV + (No/N1) x ∆𝑢𝑆𝐸𝑊0

𝑚𝑢 > NPV + (No/N1) x ∆𝑢𝑆𝐸𝑊0
𝑚𝑢  – (ΔN/N1) x 𝑢𝑆𝐸𝑊0

𝑚𝑢 , (if 

Em > 0). 

Then: NPV + ∆     

   > NPV + (No/N1) x ∆     

   – (ΔN/N1) x      

  , (if Em > 0).  

 Hence, it is always better off for the family owner to finance investment or growth 

opportunities with internal resources, internal equity or default-risky-free debt instead of using 

external equity. 

 As mentioned before with respect to the pecking order theory and family firms, although 

there are contradictory results and the evidence is not conclusive, there is more evidence in favor 

of the fact that family firms and/or firms with a greater concentration of ownership, would follow 

what this theory indicates firms (e.g. (Bauweraerts & Colot, 2012; Blanco-Mazagatos et al., 2007; 

Coleman & Carsky, 1999; Gallo & Vilaseca, 1996; López-Gracia & Sánchez-Andújar, 2007; 

López-Gracia & Sogorb-Mira, 2008; Maherault, 2000; McConaughy et al., 2001; Michaelas et al., 

1998; Norton, 1990; Poutziouris, 2001; Romano et al., 2000). In this respect, overall, the 

implications of the model are in accordance with extant family firm literature, therefore, it is 

possible to build a formal model drawing on the pecking order theory and the SEW approach to 

explain the family firms’ financing behavior. 
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5.1. INTRODUCTION 

 Overall, the purpose of this chapter is to give empirical evidence in favor of The SEW – 

Pecking order theory. Based on the literature review and the conceptual proposal and formal model 

presented in the chapter 4, it is formulated and tested different hypothesis about financing decisions 

in family firms. Likewise, the research methodology, variables, methods, regression model 

formulas, and empirical results are presented.  

 The empirical study is carried out using 340 public companies from emerging countries 

listed on the respective stock exchanges of Lima (Peru), Santiago (Chile), and Bogota (Colombia), 

using data for the 2014-2018 period.  

 It is found in general that family firms would strongly follow the pecking order theory and 

to a higher degree than non-family firms, even controlling for debt capacity. This would also be 

due, at least in part, to the existence of the Socioemotional wealth value. Likewise, it is observed 

that the business risk and performance hazard affect family firms more than these variables affect 

non-family firms in their financing decisions. 

 

5.2. HYPOTHESIS 

 The key point is that owner-managers perceive a higher value of the firm than external 

investors because of the existence of SEW. The existence of SEW increases the firm’s total value 

perceived by owners. Thus, when a family firm has to finance new projects with a positive NPV 

or firm’s growth, the owner-manager would prefer to use first internal funds in order to perceive 

that he or she obtains all or at least the most of the NPV, to avoid transferring value to new 

stockholders, and to avoid receiving an unfair amount of money for stocks. On the one hand, the 

use of internal funds would prevent an eventual loss of ownership, control, autonomy, or property, 
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thereby preserving SEW. On the other hand, suppliers of external equity perceive less family firm 

value than owner-managers due to SEW, so if suppliers of external equity provide external equity, 

it would mean that they are going to take advantage of undervalued stocks in the eyes of the owner, 

ceteris paribus. The debt would be in the middle. 

 Similarly, when confronting normal external conditions and based on BAM, family firms 

have the SEW as the primary reference point. If family firms issue equity, they would lose for sure 

not only ownership and control but also SEW. Debt is a better "bet" in which a temporal loss of a 

certain level of control and SEW is for sure but also in which a potential and probable greater and 

longer or even perpetual loss of control, ownership, SEW, and even FW, would only occur in the 

event of insolvency or bankruptcy (Ayotte & Morrison, 2009; Baird & Rasmussen, 2003; 

Deangelo & Deangelo, 1985; Skeel, 2003). The “bet” would consist in the scenario in which the 

investment project is a success and there are no financial problems; thus, the debt is paid in the 

original terms. Therefore, issuing risky debt is preferable to issuing external equity. Furthermore, 

a legal bankruptcy process might involve not only to some extent the loss of autonomy, 

independence, and control by the family owner, but also the adjudication process that could reduce 

an important amount of ownership and value of the firm, or even lead to the total loss of the firm 

(Steijvers & Voordeckers, 2009). For instance, Gilson (1990) and Jostarndt & Sautner (2008) 

found evidence that banks or outside investors become major stockholders or appoint new directors 

in financial distress or bankruptcy process, or in some cases the court takes the control, which 

means that investors force a change of control.  

 In order to avoid losing SEW (loss aversion), family firms are willing to accept a high 

degree of risk performance (Gomez-Mejia et al., 2007). This entails that a family firm prioritizes 

maintaining family ownership and control and preserving or creating SEW, even though this would 
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mean increasing risk performance. Similarly and building on these arguments, this thesis posits 

that family firms are loss averse with respect to SEW and are risk willing with respect to financial 

risk. In this regard, if family firms have the opportunity to invest in profitable projects or in their 

growth and there is no internal funds, they will prefer to use debt rather than external capital, even 

though it entails increasing the financial risk at least temporarily. The "bet" of issuing debt would 

be that the investment project is profitable enough to allow paying all the debt, thus progressively 

reducing the financial risk.   

 Accordingly, the following is hypothesized: 

H1: Family firms exhibit a strong pecking order behavior  

 This thesis argues that family and non-family firms perceive debt issue rather than external 

equity issue as a mixed gamble. The uncertainty regarding the financial results of debt issue to 

finance projects or a firm’s growth (investments) is the same for both groups of firms, family and 

non-family firms (unsuccessful investments lead to declining performance or failure, while 

successful investments result in a better competitive position and long-term survival). However, 

only family firms confront SEW trade-offs. They face a certain loss of SEW in the short-term or 

medium-term by issuing debt, and, at the same time, the anticipated potential greater SEW gain 

(successful investments result in probable and maybe highly speculative preservation or 

enhancement of SEW in the future). Gomez-Mejia and colleagues (2013) argue that a certain loss 

of SEW is not likely to be outweighed by probable but uncertain SEW gains, which is in line with 

prospect theory (certain outcomes weigh more than probable ones).  

Accordingly, the following is hypothesized: 

 H2: Family firms exhibit a greater pecking order behavior than non-family firms in their 

financing decisions. 
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 In the case of issuing debt, especially in the case of risky debt, it could result in an eventual 

reduction of independence, autonomy, ownership, and control due to the use of financial and non-

financial covenants (Dreux, 1990; Gomez-Mejia et al., 2010; Zellweger et al., 2012). Even, if 

family firms enter a bankruptcy or a financial distress process, they may end up losing control and 

eventually the firm (Ayotte & Morrison, 2009; Baird & Rasmussen, 2003; Deangelo & Deangelo, 

1985; Skeel, 2003), which in turn means the loss of  not only FW but also perceived SEW value 

(Kahneman et al., 1991; Zellweger et al., 2012, 2013; Zellweger & Astrachan, 2008; Zellweger & 

Dehlen, 2012). 

 In this regard, it is also important to point out the role that covenants play in solving agency 

debt problems. In theory, they represent a contractual solution. For instance, issuing more debt can 

be limited by asking to maintain ratios such as capitalization and funded debt and income and 

interest charges (Smith & Warner, 1979). Covenants could also imply that family owners lose 

autonomy, independence and control in order to take any management action, directly or 

indirectly, because any breach of the covenants is recognized as an act of default, triggering and 

accelerating, for example, the maturity of the debt. With a default, the family firm might be put 

into a legal bankruptcy process by lenders (Smith & Warner, 1979). A legal bankruptcy process 

could involve not only to some extent the loss of autonomy, independence, and control by the 

family owner, but also the adjudication process that could consume a significant part of the value 

of the firm (Steijvers & Voordeckers, 2009). 

 Gilson (1990) and Jostarndt & Sautner (2008) found evidence that banks or outside 

investors become major stockholders or appoint new directors in financial distress or bankruptcy 

process, or in some cases the court takes the control, which means that investors force a change of 
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control. As a result of that, all or any benefits of family control could be lost in the event of 

financial distress (Deangelo & Deangelo, 1985).  

 With respect to the Chapter 11 process, when a firm enters this process the creditors usually 

acquire the right to fire current directors and appoint a new board of directors that they trust to 

protect their own interests; they decide what course of action to take, such as conversion of debt 

into a controlling equity stake and/or sale of the firm’s assets or the whole firm to a new investor 

(Ayotte & Morrison, 2009; Baird & Rasmussen, 2003; Skeel, 2003). This process is similar in 

Peru, Chile, and Colombia (See for instance Ley 27809, Ley general del sistema concursal en 

Perú). 

 In summary, under normal conditions, family firms have the SEW as a reference point. So 

they prefer to use internal funds, then debt, and finally external capital as a last resort, following 

the pecking order theory. If they issue equity, they would directly and certainly lose not only 

control but also SEW. Debt is a better "bet" in which the loss of control and SEW would occur in 

the event of insolvency or bankruptcy, even losing the management and the firm itself (Ayotte & 

Morrison, 2009; Baird & Rasmussen, 2003; Deangelo & Deangelo, 1985; Skeel, 2003). However, 

when the performance hazard and business risk increase, and therefore the financial peril is high, 

the "bet" on debt becomes too risky. In this scenario, it is preferable to issue shares and lose some 

control and ownership than to enter a bankruptcy or financial distress process that might end in a 

significant partial loss of the firm or even the entire firm, which would imply losing not only SEW 

but also FW (Kahneman et al., 1991; Zellweger et al., 2012, 2013; Zellweger & Astrachan, 2008; 

Zellweger & Dehlen, 2012).  

 Second, based on BAM, it is argued that firms’ primary reference point is SEW, and in 

order to avoid losing SEW (loss aversion), family firms are willing to accept a high degree of risk 
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performance (Gomez-Mejia et al., 2007). This entails that a family firm prioritizes maintaining 

family control, even though it would mean increasing risk performance. Building on these 

arguments, this thesis posits that family firms are loss averse with respect to SEW and are risk 

willing with respect to financial risk. In this regard, if family firms have the opportunity to invest 

in profitable projects or in their growth and there are no internal funds, they prefer to use debt 

rather than external capital, even though this entails threats to the family firms´ financial well-

being.  

 However, if the probability of failure is high, family firms would focus on survival; thus, 

risk taking decreases while the performance hazard and business risk increase (Gomez-Mejia et 

al., 2007, 2010). Given the increase in performance hazard and business risk and the consequent 

greater financial risk, family firms prefer to issue external capital. Performance hazard tends to 

reverse the preference of the owner-manager for avoiding to issue external capital. It is reasonable 

that, given the undiversified wealth of the family (concentrated in the family firm), the benefits of 

minimizing financial peril to the family outweigh the utility created by preserving control and 

SEW endowment as the firm approaches or is in a situation of greater peril (Gomez-Mejia et al., 

2010). In this respect, Gomez-Mejia et al., (2015), based on BAM, SEW, and gamble approach, 

argue that, under normal conditions, family firms’ owners are loss averse, risk averse, and focus 

on their current endowment (SEW). In this case, owner-managers would prefer to issue debt; but 

in a context of financial peril, of the need for financial improvements, and of loss aversion, they 

progressively focus on the family´s financial wealth; thus, they begin making decisions at the 

expense of SEW, such as issuing external equity, because if the firm goes bankrupt, SEW and FW 

would disappear altogether. This means that, under vulnerability, SEW and FW are aligned.  

 Accordingly, the following is hypothesized: 
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H3: Business risk attenuates the pecking order behavior in family firms. 

H4: Performance hazard attenuates the pecking order behavior in family firms. 

 This thesis argued that family and non-family firms perceive debt issue rather than external 

equity issue as a mixed gamble. The uncertainty regarding the financial results of debt issue to 

finance projects or a firm’s growth (investments) is the same for both groups of firms (unsuccessful 

investments lead to declining performance or failure, while successful investments result in a better 

competitive position and long-term survival). However, only family firms confront SEW trade-

offs; thus, family firms put not only FW at risk but also SEW.   

 Making an analogy between an exit via merger (Chirico et al., 2019) and issuing external 

capital, when performance and financial problems indicate that exit is unavoidable, family firms 

prefer to exit via merger (external capital issue). In this scenario, external capital issue entails a 

certain and immediate loss of SEW; conversely, the preservation of the firm signifies the 

possibility of a reverse negative financial situation and, thus, the possibility that family firms 

continue to derive SEW and financial returns over time.    

 In this regard, the following is hypothesized: 

 H5: Business risk attenuates the pecking order behavior in family firms more than they do 

in non-family firms. 

 H6: Performance hazard attenuates the pecking order behavior in family firms more than 

they do in non-family firms. 

 Lemmon & Zender (2010) found that, in the absence of debt capacity, debt appears to be 

preferred to equity and the pecking order theory provides a good description of financing behavior. 

They conclude that the pecking order is a good description of financing behavior and that the 

preference of small, high-growth firms for equity is explained by their debt capacity constraints. 
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Contrary to Fama & French (2002) and Frank & Goyal (2003), they posit that a better performance 

of the pecking order theory in large firms rather than in small firms is consistent whit this theory 

due to differences in debt capacity. 

 Accordingly, Frank & Goyal (2003) include in the simple model conventional factors that 

are used to explain corporate leverage and to test the trade-off theory as proxy of debt capacity 

(see Harris & Raviv, 1991; Rajan & Zingales, 1995): tangibility of assets (T), growth opportunities 

/ market-to-book ratio (MTB), size – log sales (LS), and profitability (P).  

 According to Agca & Mozumdar (2007), the divergence and contradictory evidence with 

respect to the pecking order theory can be explained by the constraint on the amount of debt that 

firms can support or debt capacity (Myers, 1984). The pecking order theory is not about the relative 

proportion of internal funds, debt, and equity but rather about the relative sequencing of them. 

Furthermore, the authors explore a possible explanation for the difference in financing behavior 

between large and small firms (see Frank & Goyal, 2003), using the debt capacity as an explanatory 

variable. In this connection, Agca & Mozumdar (2007, p. 4) state the following:  

“How much a firm borrows depends on how much it can borrow (its debt capacity), as well 

as how much it wants to borrow. The observed debt level is the lower of the two. Since the 

pecking order theory focuses on the amount of debt firms want to borrow, it is a more 

natural theory of large firms that are typically older and more profitable, and have more 

tangible assets and fewer growth options.”  

 Accordingly, the following is hypothesized: 

 H7: Even under restrictions of debt capacity, family firms exhibit a strong pecking order 

behavior 
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 H8: Even under restrictions of debt capacity, family firms exhibit a stronger pecking order 

behavior than non-family firms do in their financing decisions. 

 

5.3. RESEARCH METODOLOGY 

Sample 

 The sample of this study consists of Peruvian, Chilean, and Colombian family and non-

family firms, which are listed on their respective stock exchanges in Lima, Santiago, and Bogota, 

for the 2013-2018 period. Listed firms are particularly appropriate not only because in emerging 

markets data from private firms is scarce but also because they suffer from less debt capacity, so 

the pecking order tests are more dependable.  

 The data were downloaded from the ORBIS database and complemented with data from 

Bloomberg. Financial and accounting information, such as balance sheets, income statements, and 

cash flow statements, were obtained. Similarly, general data were obtained from ORBIS, such as 

ownership information, names of board members, names of management members, size, age, 

industry or sector, and so on. 

 A total number of 483 firms from different industries was found. Financial sector, firms 

with incomplete information for the study period, or subject to an insolvency process were not 

considered. Finally, 340 firms were considered. In total, our sample includes 340 firms 

representing 1,577 firm-year observations between 2014 and 2018 and a percentage of firms of 

more than 50% of the total listed firms in those countries (See Table 8). In the case of Chile, 

Colombia, and Peru, 72%, 66%, and 47% of the listed firms were included in the sample 

respectively. Finally, 59% of the total number of firms listed in these countries was used as part of 

the sample. The sample is representative of each stock exchange. Similarly, as can be observed in 
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table 8, the sample is an acceptable representation of GDP by sector in each country. All economic 

sectors are represented. 

Table 8 Family Firms by Country and Industry 

Family Firms by Country and Industry 

 

 There is no official database of listed family firms in Peru, Chile, or Colombia. Hence, a 

database of family firms was developed. A company was considered to be a family firm when it 

met both characteristics: there are family members on the board or in management positions and 

the capital is divided among family members.  

 In Peru, Chile, and Colombia, individuals receive two surnames, one from each parent. 

People whose two surnames are identical are very likely to be siblings. This helped to identify 

Industries

Listed 

Firms

% in the 

sample

% in the 

stock 

market

% GDP 

(1)
Listed Firms

% in the 

sample

% in the 

stock 

market

% GDP 

(1)
Listed Firms

% in the 

sample

% in the 

stock 

market

% GDP 

(1)

Listed 

Firms

% in the 

sample

Food, drinks, and beverages 15 9% 5% 4 8% 4% 15 12% 3% 34 10%

Commerce 15 9% 9% 3 6% 12% 9 7% 11% 27 8%

Construction 6 4% 6% 3 6% 7% 5 4% 7% 14 4%

Postal and telecommunication 2 1% 3% 3 6% 0% 1 1% 4% 6 2%

Gas, water, electricity 22 13% 2% 9 18% 3% 20 16% 2% 51 15%

Industry 23 14% 7% 15 31% 9% 24 19% 11% 62 18%

Mining 8 5% 11% 2 4% 6% 20 16% 9% 30 9%

Primary sector 15 9% 4% 5 10% 6% 13 10% 8% 33 10%

Services 44 27% 40% 4 8% 37% 17 13% 31% 65 19%

Transport 13 8% 5% 1 2% 5% 4 3% 5% 18 5%

Total Sample 163 100% 91% 49 100% 90% 128 100% 91% 340 100%

Total listed firms 2013 227 81 281 589

% Sample / Total listed firms 2013 72% 60% 46% 58%

Total listed firms 2014 226 74 275 575

% Sample / Total listed firms 2014 72% 66% 47% 59%

Source: MILA News, 2013, 2014. Government of colombia (Información para todos). INEI. Anuario de cuentas nacionales (Chile).

(1) Import duties and taxes are not included.

(2) Sales (US$ MM):  Peru (Min. 254.941; Max. 4,992,303; Mean 437,559), Colombia (Min. 488.560; Max. 28,800,000; Mean 1,415,486), Chile (Min. 22,839; Max. 23,800,000; Mean 1,138,771).  

(3) Assets (US$ MM):  Peru (Min. 486.760; Max. 5,771,984; Mean 695,898), Colombia (Min. 9,254; Max. 59,400,000; Mean 3,020,040), Chile (Min. 114.749; Max. 26,200,000; Mean 1,965,553).  

Country Total 

 Chile  Colombia Peru
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family firms using data from ORBIS. A company was considered to be a family firm when family 

members held the highest positions of responsibility. Therefore, on the one hand, a firm is 

considered to be a family firm if at least two people on the board of directors and/or in management 

positions have different first names but two identical surnames, which would mean for instance 

that they are siblings. On the other hand, if some of the people holding top management positions 

have at least one of these two surnames, this would imply for example that he or she is a family 

member.  

 Taking into account that there are different criteria on the shareholding by a family, overall, 

for operationalizing the definition of family firm and for doing regressions, a company in which 

family members have more than 20% or more than 50% of shareholding will be considered to be 

a family firm.  

Dependent variable 

 The dependent variable in this study is the net annual amount of debt issued, scaled by the 

book value of assets (the change in the debt-to-asset ratio). Debt issue is scaled by book assets as 

a precaution against heteroscedasticity (Shyam-Sunder & Myers, 1999). This variable has been 

used in different previous research that investigates and tests the pecking order theory such as 

Agca & Mozumdar (2007), Frank & Goyal (2003), Lemmon & Zender (2010) and Shyam-Sunder 

& Myers (1999). The analysis is restricted to book debt amounts and to book debt ratios, defined 

as the ratio of debt to the book value of assets. There are rational reasons for managers to specify 

debt targets in terms of book values (Myers, 1977).   

Independent variables 

 The independent variable funds flow deficit (DEF) is estimated as the sum of dividend 

payments (Div), capital expenditures (X), net increase in working capital (ΔW), and current portion 
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of long-term debt at start of period (R), minus operating cash flows after interest and taxes (C) 

(Shyam-Sunder & Myers, 1999), and it is also scaled by total assets. This variable has been used 

in different previous research that investigates and tests the pecking order theory such as Agca & 

Mozumdar (2007), Frank & Goyal (2003), Lemmon & Zender (2010) and Shyam-Sunder & Myers 

(1999).  

DEF has been estimated as: 

𝐷𝐸𝐹 =  𝐷𝑖𝑣 + 𝑋 +  ΔW+ R − C  

 DEF can be financed by debt and/or equity. 

 

Moderating variables 

 In order to classify family firms, a dummy variable equal to one (1) is used if a family firm 

and equal to zero (0) if a non-family firm. Many other studies have used a family firm dummy 

variable in order to distinguish family firms from non-family firms (Berrone et al., 2010; Chirico 

et al., 2019; Gomez-Mejia et al., 2013; Leitterstorf & Rau, 2014). Overall, a family firm is defined 

as such when family members own more than 20% and 50% in the different regressions to be done. 

Even though in other studies conducted in development countries a firm has been considered a 

family firm when family members own at least a minimum of 5% of the firm’s shares (e.g. 

Villalonga & Amit, 2006), in emerging markets such as Peru, Chile, and Colombia, due to the 

existence of non-diversified and non-atomized shareholders, it is necessary to own more shares in 

order to have a certain control.  

 With respect to business risk, which is understood as the performance variance relative to 

performance level, it is measured as the ratio of the variance in the earnings before interest and 

taxes (EBIT) divided by an expression that consists of the average EBIT minus the minimum EBIT 
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squared (Gomez-Mejia et al.,2001). The more the variance of the EBIT, the more the business risk, 

ceteris paribus. This variable is an indicator of the risk that a firm incurred by pursuing its strategy 

and confronting external factors.    

 This variable is calculated with the following equation for each firm: 

𝑉𝑎𝑟𝑖𝑎𝑛𝑐𝑒 (𝐸𝐵𝐼𝑇)

(𝐸𝐵𝐼𝑇 𝑎𝑣𝑒𝑟𝑎𝑔𝑒 − 𝑚𝑖𝑛𝑖𝑚𝑢𝑚 𝐸𝐵𝐼𝑇)2
 

 If a firm exhibits within its own country and industry a higher business risk than the 

median, it is interpreted as a higher business risk; conversely, if a firm exhibits within its own 

country and industry a lower business risk than the median, this is indicative of a lower business 

risk. A dummy variable equal to one (1) is used if the firm exhibits a higher business risk, and 

equal to zero (0) if the firm exhibits a lower business risk.  

 Regarding performance hazard, which is conceptualized as the possibility of negative 

outcomes, the referent-target achievement is used as a proxy (Gomez-Mejia et al., 2007). This 

proxy consists of a comparison of the firm´s performance in each period of time with the average 

performance of other firms within its own country and its own industry (Gomez-Mejia et al., 2007, 

2010). This variable is calculated with the following equation for each country:  

𝐿𝑁 [
𝑅𝑂𝐴 𝑓𝑖𝑟𝑚 𝑖𝑗𝑡

𝑅𝑂𝐴 𝑠𝑒𝑐𝑡𝑜𝑟 𝑖𝑗𝑡
] 

 ROA is the return on assets, LN (Natural logarithm), i: country, j: sector, and t: year.    

 If a firm exhibits within its own country and industry a higher ROA than the median, it is 

interpreted as a lower performance hazard; conversely, if a firm exhibits within its own country 

and industry a lower ROA than the median, this is indicative of a higher performance hazard. 

However, an inverse of this measure or equation is used in order to facilitate the interpretation 
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(Gomez-Mejia et al. 2013); therefore, a dummy variable equal to one (1) is used if the firm exhibits 

a higher performance hazard and equal to zero (0) if the firm exhibits a lower performance hazard. 

 

Control variables 

 A set of control variables is included in order to control for debt capacity. It is important 

to control for debt capacity since the pecking order theory focuses on the amount of debt firms 

want to borrow rather than on the amount of debt they can borrow (Agca & Mozumdar, 2007). 

Debt capacity is operationalized as different variables (see Agca & Mozumdar, 2007; Frank & 

Goyal, 2003; Harris & Raviv, 1991; Rajan & Zingales, 1995): i) Tangibility of assets (T), Size 

(LS), Growth opportunities (S), Profitability (P), and Age (LA). 

These variables are measured as: 

𝑇 = [
𝑇𝑎𝑛𝑔𝑖𝑏𝑙𝑒 𝐴𝑠𝑠𝑒𝑡𝑠

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
] 

𝐿𝑆 = 𝐿𝑁[𝑆𝑎𝑙𝑒𝑠] (Natural logarithm) 

𝑆 =  [
𝑆𝑎𝑙𝑒𝑠𝑡
𝑆𝑎𝑙𝑒𝑠𝑡−1

] − 1 

𝑃 = 𝑅𝑂𝐴 =  [
𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑝𝑟𝑜𝑓𝑖𝑡

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
] 

𝐿𝐴 = 𝐿𝑁[𝐴𝑔𝑒 𝑜𝑓 𝑡ℎ𝑒 𝑓𝑖𝑟𝑚] (Natural logarithm) 
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Method 

 Even though, in general, similar results were obtained for all the indicated models using 

the Ordinary Least Squares (OLS) and Panel Data (Fixed effects and Random effects) methods, 

the Hausman test was applied to determine the static estimator (fixed or variable) that was most 

appropriate for our model. This test compares the 𝛽s obtained using the fixed-effects and random-

effects estimator, by identifying whether the differences between them are significant or not. The 

Breusch and Pagan test was also applied to analyze whether the static effects are preferred to the 

data pool, by comparing the random effects with the data pool. Both tests were used for all the 

specified models. Debt issue is scaled by book assets as a precaution against heteroscedasticity 

(Shyam-Sunder & Myers, 1999).  
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Model 1 

 The sample was divided into family and non-family firms following the ownership 

criterion. A firm is considered to be a family firm when 20% or more of the ownership is in the 

hands of the family and to be a non-family firm when less than 20% of the ownership is in the 

hands of the family. After that, the same differentiation was made between family and non-family 

firms using different ownership levels: 30%, 40%, 50%, 60%, 70%, 80%, and 90%. 

Once the sample was divided, the Ordinary Least Squares (OLS) and Panel Data (fixed effects and 

random effects) methods were used for the following regression:  

ΔDit = 𝛼0 + 𝛽1 ∗ 𝐷𝐸𝐹𝑖𝑡 +  eit 

 The purpose is to observe the difference in debt use to finance deficits at different 

ownership levels between family and non-family firms. Moreover, the sample was divided into 

quartiles based on the leverage ratio (Total Debt / Total Assets) within each country and industry. 

The first quartile corresponds to the group of companies with the lowest leverage ratio within their 

respective country and industry, and the fourth quartile corresponds to the group of companies 

with the highest leverage ratio within their country and industry.  

 The group of companies in the first quartile would have the highest debt capacity, whereas 

the group of companies in the fourth quartile would have the lowest debt capacity. Finally, the 

same regression was made for each quartile. 

 The purpose of dividing the sample according to leverage ratio is, in some way, to control 

for debt capacity. The companies with the lowest leverage ratios (first quartile) would have a 

higher debt capacity and, hence, a greater margin to use the debt level they want, whereas the 

companies with the highest leverage ratios (fourth quartile) would have a lesser debt capacity and, 
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hence, less possibilities to use the debt they want but on the contrary the possibility to use the debt 

they can get or they are offered.    

 

Model 2. 

 A regression was made for the following equation: 

ΔDit = 𝛼0 + 𝛼1 ∗ 𝐷1 + 𝛽1 ∗ 𝐷𝐸𝐹𝑖𝑡 + 𝛽2 ∗ 𝐷1 ∗ 𝐷𝐸𝐹𝑖𝑡 +  eit 

 For this regression, a dummy variable (𝐷1) was used to distinguish family firms from non-

family firms at ownership levels greater than or equal to 20%, 30%, 40% and 50%. 𝐷1 takes the 

value of one (1) when the firm is a family one and the value of zero (0) when the firm is a non-

family one.  

 For this model, the Ordinary Least Squares (OLS) and Panel Data (Fixed effects and 

Random effects) methods were also used, and the sample was divided into quartiles, as specified 

for the previous model. 

 Against, the purpose is to observe any difference in debt use to finance deficits between 

family and non-family firms. 

 

Model 3 

 In this section, a regression was made for the following equation: 

ΔDit = 𝛼0 + 𝛽1 ∗ 𝐷𝐸𝐹𝑖𝑡 + 𝛽1,1 ∗ DEFit
2 + eit 

 The deficit is squared (DEF2). It is important to control for debt capacity since the pecking 

order theory focuses on the amount of debt firms want to borrow rather than the amount of debt 

they can borrow (Agca & Mozumdar, 2007). In this regard, if the pecking order is valid (firms use 

a level of debt that they want), then the debt-deficit profile should be concave and piecewise-linear; 
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this specification tests for general concavity in the relation by adding a quadratic deficit term to 

the regression equation (Agca & Mozumdar, 2007; Lemmon & Zender, 2010).  

 For this purpose, the sample was divided into family firms and non-family firms, also 

considering ownership levels of 20%, 30%, 40%, and 50%; and independent regressions were 

performed for each sample. 

 The Ordinary Least Squares (OLS) and Panel Data (Fixed effects and Random effects) 

methods were also used. 

 

Model 4 

 In this section, a regression was made for the following equation:  

ΔDit = 𝛼0 + 𝛼1 ∗ 𝐷1 + 𝛼2 ∗ 𝐷2 + 𝛽1 ∗ 𝐷𝐸𝐹𝑖𝑡 + 𝛽2 ∗ 𝐷1 ∗ 𝐷𝐸𝐹𝑖𝑡 + 𝛽3 ∗ 𝐷2 ∗ 𝐷𝐸𝐹𝑖𝑡 + 𝛽4 ∗ 𝐷1

∗ 𝐷2 ∗ 𝐷𝐸𝐹𝑖𝑡 +  eit 

 A new dummy (𝐷2) was included to consider the business risk and performance hazard 

variables. 

 If a firm exhibits within its own country and industry a higher business risk than the 

median, it is interpreted as a higher business risk; conversely, if a firm exhibits within its own 

country and industry a lower business risk than the median, this is indicative of a lower business 

risk. A dummy variable equal to one (1) is used if the firm exhibits a higher business risk, and a 

dummy variable equal to zero (0) is used if the firm exhibits a lower business risk. 

 If a firm exhibits within its own country and industry a higher ROA than the median, it is 

interpreted as a lower performance hazard; conversely, if a firm exhibits within its own country 

and industry a lower ROA than the median, this is indicative of a higher performance hazard. 

However, an inverse of this measure or equation is used in order to facilitate the interpretation 



 

231 
 

(Gomez-Mejia et al. 2013); therefore, a dummy variable equal to one (1) is used if the firm exhibits 

a higher performance hazard and a dummy variable equal to zero (0) is used if the firm exhibits a 

lower performance hazard. 

 In the case of the performance hazard, it was found that 3  and 4  are not significant; 

therefore, the sample was divided into family firms and non-family firms for ownership levels of 

20%, 30%, 40%, and 50%, performing independent regressions: 

ΔDit = 𝛼0 + 𝛼2 ∗ 𝐷2 + 𝛽1 ∗ 𝐷𝐸𝐹𝑖𝑡 + 𝛽3 ∗ 𝐷2 ∗ 𝐷𝐸𝐹𝑖𝑡 + eit 

 The Ordinary Least Squares (OLS) and Panel Data (Fixed effects and Random effects) 

methods were used. 

 

Model 5 

 In this model, a regression was made for the following equation: 

ΔDit = 𝛼0 + 𝛼1 ∗ 𝐷1 + 𝛽1 ∗ 𝐷𝐸𝐹𝑖𝑡 + 𝛽2 ∗ 𝐷1 ∗ 𝐷𝐸𝐹𝑖𝑡 + 𝛽3 ∗ 𝑇 + 𝛽4 ∗ 𝐿𝑆 + 𝛽5 ∗ 𝑆 + 𝛽6 ∗ 𝑃

+ 𝛽7 ∗ 𝐿𝐴 + eit 

 The Tangibility of assets (T), Size (LS), Growth opportunities (S), Profitability (P), and 

Age (LA) variables are include to control for debt capacity. 

 For this regression, a dummy variable (𝐷1) was used to distinguish family firms from non-

family firms, considering ownership levels higher than or equal to 20%, 30%, 40%, and 50%. 𝐷1 

takes the value of one (1) when the firm is a family one and the value of zero (0) when the firm is 

a non-family one. 

 When using the sales growth variable in respect of the former year as a proxy of growth 

opportunities, some 2014 data were lost. 
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 The Ordinary Least Squares (OLS) and Panel Data (Fixed effects and Random effects) 

methods were used. 

 

5.4. RESULTS, ANALYSIS, AND DISCUSSION 

Results 

 Table 9 shows the means, the standard deviations, and the correlations. As can be expected 

within the pecking order theory’s logic, where debt use should be almost if not totally explained 

by DEF, the correlation coefficient is very high (0.97).    

Table 9 Correlations, Means, and Standard Deviations 

Correlations, Means, and Standard Deviations 

 

Model 1 

 Figures 14, 15, and 16 show the evolution of The Pecking Order Coefficient (β1) for 

different ownership levels, classifying companies into family and non-family, using the OLS and 

Panel Data (Fixed effects and Random effects) methods for the 2014-2018 period. It is observed 

Variable ΔD DEF DEF
2 Tangibility Size Profitability Growth Age Business 

Risk

Performance 

Hazard

Mean SD

ΔD
a

1.00 0.03- 0.12 

DEF
a

0.97 1.00 0.03- 0.13 

DEF
2 a

0.28- 0.27- 1.00 0.02 0.10 

Tangibility 0.14 0.14 0.13- 1.00         0.68 0.20 

Size
b

0.06- 0.06- 0.02- 0.08         1.00 5.62 0.92 

Profitability 0.01 0.00- 0.02- 0.09-         0.03 1.00           0.03 0.33 

Growth 0.03 0.03 0.01- 0.02         0.04- 0.04           1.00    0.01 0.00 

Age
b

0.03- 0.05- 0.00- 0.02-         0.04 0.02           0.05-    1.00 1.55 0.34 

Business Risk 0.01- 0.01- 0.03 0.05-         0.10 0.02           0.01    0.00 1.00      

Performance Hazard 0.02 0.03 0.02 0.03-         0.06 0.13-           0.01    0.02 0.24      1.00              
a
 Scaled by Total Assets

b
 Natural Logarithm
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that for the different ownership levels family firms exhibit a strong pecking order behavior than 

non-family firms do. However, the difference is not big.  

From Appendix 3, Tables 15, 16, and 17, it can be obtained the following conclusions. First, it can 

be observed that, in all cases, family firms have a significant coefficient β1 (ƿ < 0.01) that is higher 

than that of non-family firms; however, the difference is not that big. Second, for family firms 

such coefficient is very close to 1; for instance, in Table 10, β1 Mean= 0.985 (98.5% of DEF is 

financed with debt) is very high as compared to the coefficient obtained in other studies (De Jong 

et al., 2010; Frank & Goyal, 2003; Shyam-Sunder & Myers, 1999). This would imply that The 

Pecking order theory stands highly true for the family firms of the sample. Furthermore, Appendix 

3, Tables 15, 16, and 17 show that, in general, for the different quartiles, the difference in 

coefficient β1 is diminishing. For example, in Table 10 the average difference is 0.031 for the full 

sample and the average difference is 0.088, 0.071, 0.039, and -0.014 for quartiles 1, 2, 3, and 4, 

respectively. The latter would imply that, the lesser the debt incurred by a company–which in 

principle would mean a higher debt capacity and, hence, a higher margin to have the debt level 

that the company desires and not that it can afford–, the stronger the degree to which it follows the 

pecking order    
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Figure 14 Model 1 

Model 1, Evolution of The Pecking Order Coefficient (β1) for Different Ownership Levels, 

Family Firms (FF) Vs. Non-Family Firms (NFF), 2014-2018, Ordinary Least Squares. 

 

Source: own elaboration 

Figure 15 Model 1 

Model 1, Evolution of the Pecking Order Coefficient (β1) for Different Ownership Levels, 

Family Firms (FF) Vs. Non-Family Firms (NFF), 2014-2018, Random Effects. 

 

Source: own elaboration 
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Figure 16 Model 1 

Model 1, Evolution of the Pecking Order Coefficient (β1) for Different Ownership Levels, 

Family Firms (FF) Vs. Non-Family Firms (NFF), 2014-2018, Fixed Effects 

 

Source: own elaboration 

Model 2 

 As shown in Table 10, in general, it is obtained a statistically significant difference in the 

use of debt to finance deficits between family and non-family firms using the three methods and 

dummies built for 20%, 30%, 40%, and 50% of ownership. Thus, there would be a minimum and 

maximum difference in The Pecking Order Coefficient (β1) of 2.57% y 3.90% respectively, 

between family and non-family firms.  

 First, it is observed that, in all cases, family firms have a coefficient β1 that is statistically 

significant and higher than that of non-family firms; however, the difference between them is not 

that big. Second, for family firms such coefficient is very close to 1 and very high as compared to 

that obtained in other studies (e.g. De Jong et al., 2010; Frank & Goyal, 2003; Shyam-Sunder & 

Myers, 1999); this would imply that The Pecking order theory stands true to a very high degree in 

the family firms of the sample. 
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 R2 is very high, in all cases slightly higher than 0.94. This is what is expected according to 

the pecking order theory’s logic, given that, under this theory, it is expected that the deficits explain 

significantly, if not totally, the debt issues (Frank & Goyal, 2003; Myers & Majluf, 1984; Myers, 

1984; Shyam-Sander & Myers, 1999;). On the other hand, the results of the Breusch and Pagan 

test (p<0.05) show that the four regressions made for the panel-data random-effects econometric 

model are preferred to the regressions made for the Ordinary Least Squares model. Similarly, the 

results of the Hausman test (p>0.05) shows that the data-panel random-effects model must be 

preferred to the data-panel fixed-effects model. 

 In Appendix 4, Table 18, it can also be seen that the difference in the use of debt to finance 

deficits between family and non-family firms is reduced from the first to the fourth quartiles, as 

the companies’ leverage ratio increases.  
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Table 10 Results of Model 2 (D1 = 1, Family firm; D1 = 0, Non-Family Firm) 

Results of Model 2 (D1 = 1, Family firm; D1 = 0, Non-Family Firm) 

 

 

Model 3 

 Since the pecking order theory focuses on the amount of debt that firms want to borrow 

instead of that they can borrow (Agca & Mozumbar, 2007), the pecking order is valid as firms use 

Ownership

Constant Family Firm 

(FF)

DEF FF * DEF R
2

20% -0.005 0.0029874*** 0.9504121* 0.0264958** 0.9461

30% 0.005 0.0027641*** 0.9507904* 0.0256851** 0.9461

40% -0.006 0.0051092* 0.9538142* 0.0302519** 0.9462

50% -0.005 0.0048774* 0.9547898* 0.0278155*** 0.9462

Constant Family Firm 

(FF)

DEF FF * DEF R
2

20% -0.0053 0.0031*** 0.9507* 0.0288** 0.9461

30% -0.0051 0.0029*** 0.9510* 0.0281** 0.9461

40% -0.0055 0.0052* 0.9546* 0.0315** 0.9462

50% -0.0053 0.005** 0.9556* 0.0295** 0.9462

Constant Family Firm 

(FF)

DEF FF * DEF R
2

20% -0.0041 0.951988* 0.038954* 0.9459

30% -0.0041 0.952399* 0.038467* 0.9459

40% -0.0040 0.958776* 0.037703** 0.9458

50% -0.0040 0.959361* 0.03741** 0.9458

Notes: * Significant at 0.01. ** Significant at 0.05. *** Significant at 0.1.

Ownership χ2 ƿ-value χ2 ƿ-value

20% 3.77 0.152 19.38 0.000

30% 3.9 0.142 19.48 0.000

40% 2.38 0.305 17.6 0.000

50% 2.67 0.263 18.01 0.000

Hausman Test Breush and Pagan Test

Ordinary Least Squares

Ramdon Effects

Fixed Effects
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a level of debt that they want; hence, the debt-deficit profile should be concave and piecewise-

linear (Agca & Mozumdar, 2007; Chirinko & Singha, 2000). In this section, the sample was 

divided into family firms and non-family firms under different ownership criteria (20%, 30%, 

40%, and 50%) and the variable DEF2 was added to test the concavity and piece-linearity of the 

debt-deficit profile.  

 As can be seen in Table 11, the variable DEF2 coefficient was negative and statistically 

significant for family firms with an ownership level higher than or equal to 20% and 30%. The 

negative value implies that the debt-deficit profile should be concave, which is consistent with 

what was expected. For family firms with an ownership level higher than or equal to 40% and 

50%, even though the results were negative as desired, they were not statistically significant; 

hence, the coefficient would be interpreted to be around zero or, in any case, the coefficient cannot 

be asserted to be different from zero, and thus the debt-deficit profile may be piecewise-linear. For 

non-family firms, all the coefficients were statistically insignificant. These results remained the 

same in the three regression models.  

 Furthermore, it was found that the panel-data random-effects econometric model is 

preferred to the Ordinary Least Squares model, taking into account that the ƿ-values are less than 

0.05 when the Breusch and Pagan test is applied. Similarly, the random effects model is also 

preferred to the panel-data fixed-effects model when the Hausman test is applied with a p-value 

greater than 0.05. 

 Regarding hypothesis 1 and 2, overall, models 1 and 2 provide support for these hypothesis. 

While the companies considered for the thesis are listed on their respective stock exchanges and, 

therefore, in general their debt capacity should not be subject to significant restrictions (unless they 

have high leverage ratios), it is important to bear in mind that they are listed companies in emerging 
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countries. Thus, Model 3 is important, as it offers strong support for family firms where 20% and 

30% or more of the ownership is in the hands of the family (concavity), and moderate support for 

family firms where 40% and 50% or more of the ownership is in the hands of the family and the 

debt levels are the desired ones (concavity and piecewise-linearity).         

Model 4 

 Table 12 shows the results obtained when the family firms dummy and the business risk 

dummy are included.    
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Table 11 Results of Model 3 

Results of Model 3 

 

Ownership

Family Non-Family

Constant DEF DEF
2

R
2 Constant DEF DEF

2
R

2

20% -0.003 0.948* -0.039* 0.9645 -0.005 0.949* 0.011 0.9353 524 1053

30% -0.003 0.947* -0.041* 0.9641 -0.005 0.949* 0.01122 0.9356 481 1096

40% 0.000 0.967* -0.0468837 0.9617 -0.006 0.953* -0.0031906 0.9416 406 1171

50% -0.001 0.962* -0.0536378 0.9581 -0.005 0.954* -0.0033198 0.943 352 1225

Constant DEF DEF
2

R
2 Constant DEF DEF

2
R

2

20% -0.003 0.956* -0.035* 0.9645 -0.005 0.949* 0.0117564 0.9353 524 1053

30% -0.003 0.955* -0.035* 0.9641 -0.005 0.949* 0.0115059 0.9356 481 1096

40% 0.000 0.973* -0.040 0.9617 -0.005 0.954* -0.0030503 0.9416 406 1171

50% 0.000 0.970* -0.045 0.9581 -0.005 0.955* -0.0031592 0.943 352 1225

Constant DEF DEF
2

R
2 Constant DEF DEF

2
R

2

20% -0.002 0.972* -0.024*** 0.9644 -0.006 0.949* 0.0139332 0.9353 524 1053

30% -0.002 0.971* -0.025*** 0.964 -0.005 0.949* 0.013761 0.9356 481 1096

40% 0.000 0.987* -0.028 0.9617 -0.005 0.959* -0.002254 0.9416 406 1171

50% 0.000 0.987* -0.028 0.9581 0.000 0.959* -0.0022898 0.9581 352 1225

Notes: * Significant at 0.01. ** Significant at 0.05. *** Significant at 0.1.

Ownership χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value

20% 3.77 0.152 19.38 0.000 3.77 0.152 19.38 0.000

30% 3.9 0.142 19.48 0.000 3.9 0.142 19.48 0.000

40% 2.38 0.305 17.6 0.000 2.38 0.305 17.6 0.000

50% 2.67 0.263 18.01 0.000 2.67 0.263 18.01 0.000

Firm-year observations

Hausman Test Breush and Pagan Test

Familiy Firms Non-Family firms Familiy Firms Non-Family firms

Ramdon Effects

Family Firms Non- Family firms

Fixed Effects

Family Firms Non- Family firms

Ordinary Least Squares

Family Firms Non- Family firms
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Table 12 Results of Model 4 (D1, Family Firm; D2, Business Risk) 

Results of Model 4 (D1, Family Firm; D2, Business Risk)

 

 The main result obtained is that the business risk variable adversely affects the use of debt 

to finance deficits in family firms more than it does in non-family firms; the effect in non-family 

20% 30% 40% 50%

Constant -0.0062308 -0.0061013 -0.0065691 -0.0063999

Family Firm (FF) 0.0031128 0.0028781 0.0052255 0.004993

Business Risk (BR) 0.0016992 0.0017096 0.0017526 0.0018006

DEF 0.926* 0.926* 0.926* 0.929*

FF * DEF 0.053* 0.052* 0.060* 0.057*

BR * DEF 0.044* 0.043* 0.044* 0.042*

FF* BR * DEF -0.047** -0.047** -0.049*** -0.047***

R
2

0.9464 0.9464 0.9466 0.9465

Constant -0.0062263 -0.0060964 -0.0065575 -0.0063898

Family Firm (FF) 0.0032406 0.0030118 0.0052998 0.005089

Business Risk (BR) 0.0016919 0.001708 0.0017645 0.0018059

DEF 0.926* 0.927* 0.927* 0.929*

FF * DEF 0.058* 0.062* 0.056* 0.057*

BR * DEF 0.043* 0.043* 0.044* 0.042*

FF* BR * DEF -0.048** -0.048** -0.051*** -0.049***

R
2

0.9464 0.9464 0.9466 0.9465

Constant -0.0049329 -0.0049722 -0.0050432 -0.0050959

Family Firm (FF)

Business Risk (BR) 0.001683 0.0017174 0.0018262 0.0018375

DEF 0.929* 0.929* 0.931* 0.933*

FF * DEF 0.071* 0.070* 0.071* 0.069*

BR * DEF 0.042* 0.041* 0.043* 0.041*

FF* BR * DEF -0.054** -0.054** -0.055*** -0.054***

R
2

0.9462 0.9462 0.9462 0.9462

Firm-year 

observations 1,577 1,577 1,577 1,577

Notes: * Significant at 0.01. ** Significant at 0.05. *** Significant at 0.1.

Ownership χ2 ƿ-value χ2 ƿ-value

20% 4.54 0.475 19.57 0.000

30% 4.71 0.452 19.66 0.000

40% 2.79 0.733 17.94 0.000

50% 3.44 0.633 18.43 0.000

R
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firms is even positive. The results are statistically significant. This means that the results are as 

expected: in family firms an increase in the business risk would reduce the use of debt to finance 

deficits, thus attenuating the pecking order behavior in family firms, whereas in non-family 

companies the use of debt would increase, which supports hypothesis 3 and hypothesis 5. R2 values 

remain high, as expected. The same results are maintained for the different ownership levels in 

order to consider a firm as a family one, as well as for the three econometric models. The Hausman 

test shows that the panel-data random-effects regression should be preferred (p>0.05 in both 

samples, family and non-family firms, and under different ownership levels). Similarly, the 

Breusch and Pagan test shows that the panel-data random-effects econometric model (p <0.05) 

should be preferred to the Ordinary Least Squares regression. 

 On the other hand, with the inclusion of the family firms dummy and the performance 

hazard dummy, the results were not statistically significant, which does not support hypothesis 4 

and hypothesis 6. So the sample was divided into family firms and non-family firms and 

independent regressions were performed. Table 13 presents the respective results, showing that, 

for the three models and for family companies with the different ownership levels, the results are 

always statistically significant with a reduction between -4% and -5.9% in the use of debt to 

finance deficits. For non-family firms, even though the reduction is lower than that of family firms 

as expected (between -1.13% and -2.44%), the results are in all cases statistically insignificant. 

The Hausman test indicates that the panel-data random-effects regression should be preferred 

(p>0.05 in both samples, family firms and non-family firms, and under different ownership levels). 

Similarly, the Breusch and Pagan test indicates that the panel-data random-effects econometric 

model (p <0.05) should be preferred to the Ordinary Least Squares regression. The results obtained 
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when the sample is divided into family firms and non-family firms provide support for hypothesis 

4 and 6; therefore, overall there is a moderate support for these hypotheses. 

 

Model 5 

 This model seeks to control the results through debt capacity by operationalizing such 

variable with the tangibility, size, profitability, growth, and age proxies. It can be seen in Table 14 

that the three models used offer somewhat different results. However, given that the panel-data 

random effects model is the best one due to the significance of its estimators (p-values), due to the 

fact that the Hausman test indicates that such model (p>0.05) should be preferred to the panel-data 

fixed-effects model, and finally due to the fact that the Breusch and Pagan test indicates that such 

model (p<0.05) should be preferred to the Ordinary Least Squares model, it will be interpreted the 

results of such model. 
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Table 13 Results of Model 4 (D1, Family Firm; D2, Performance Hazard) 

Results of Model 4 (D1, Family Firm; D2, Performance Hazard) 

 

Family Firms Non-Family firms Family Firms Non-Family firms Family Firms Non-Family firms Family Firms Non-Family firms

Constant .0001162 -0.0035809** 0.0002925  -0.0035889** 0.0004564 -0.0034055** 0.0005096  -0.0032959** 

Performance 

Hazard (PH)
 -0.0035539   -0.0025273  -0.0040446***  -0.0022836 -0.0014354 -0.0032201*** -0.001604 -0.0030723*** 

DEF 1.002861* 0.9680635* 1.003166* 0.9684737* 1.004252* 0.9709394* 1.004809* 0.9721429*

PH * DEF -0.0401037** -0.0242796 -0.0410565** -0.0244434 -0.041953** -0.0226182 -0.0456736** -0.0231472

R
2

0.9643 0.9353 0.9639  0.9357 0.962 0.9418 0.9584 0.9432

Constant  0.0004214   -0.0035656**  0.0006424 -0.003575** 0.0010436 -0.0034137** 0.001212 -0.0033111** 

Performance 

Hazard (PH)
 -0.0036146   -0.0025604  -0.0041398***  -0.0023098 -0.0021062  -0.003195*** -0.0024246  -0.0030385*** 

DEF 1.009633* 0.9674895* 1.010326* 9679857* 1.010756* 0.9705087* 1.012349* 0.9716713*

PH * DEF -0.041869** -0.0231338 -0.0427632** -0.0234307 -0.0463915** -0.0210855 -0.0508573** -0.0215543

R
2

0.9643 0.9353  0.9639 0.9357   0.9620 0.9418 0.9584   0.9432 

Constant  0.0009562 -0.0033855*** 0.0012419  -0.0034096**  0.0021122 -0.0034574** 0.0024673 -0.003391** 

Performance 

Hazard (PH)
 -0.0037666  -0.0028548  -.0043507 -0.0025718  -0.0032617 -0.0030232 -0.0038286  -0.0028169

DEF 1.021594* 0.9621046* 1.022333* 0.9631454* 1.022889* 0.9680435* 1.02602* 0.9689874*

PH * DEF -0.0454522** -0.0128394 -0.0462067** -0.0137551 -0.0534359** -0.0112906 -0.0590227** -0.0117958

R
2

0.9643  0.9353 0.9639 0.9357 0.9619  0.9418  0.9583  0.9431 

Firm-year 

observations 524 1,053 1,096 406 1,171 352 1,225 298

Notes: * Significant at 0.01. ** Significant at 0.05. *** Significant at 0.1.

Ownership χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value

20% 5.05 0.168 27.47 0.000 1.57 0.666 5.38 0.010

30% 4.77 0.190 24.95 0.000 1.5 0.682 5.73 0.008

40% 3.7 0.296 15.37 0.000 3.01 0.390 9.05 0.001

50% 4.1 0.251 13.34 0.000 3.06 0.382 9.81 0.001
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Table 14 Results of Model 5 

Results of Model 5 

 

20% 30% 40% 50%

Constant -0.018* -0.018* -0.018* -0.019*

Family Firm (FF) 0.005* 0.005* 0.005* 0.005*

DEF 0.002* 0.96* 0.964* 0.966*

FF * DEF 0.024** 0.024** 0.019 0.015

Tangibility 0.002 0.002 0.002 0.000

Size -0.0005 -0.001 -0.001 0.004

Profitability 0.035* 0.035* 0.035* 0.035*

Growth 0.000 0.000 0.000 0.000

Age 0 .008* 0.008* 0.008* 0.008*

R
2

0.9544 0.9544 0.9544 0.9543

Constant -0.022* -0.022* -0.022* -0.023*

Family Firm (FF) 0.005** 0.005** 0.005** 0.005**

DEF 0.963* 0.963* 0.967* 0.968*

FF * DEF 0.023** 0.023** 0.02 0.018

Tangibility 0.002 0.002 0.003 0.003

Size -0.0004 -0.0004 -0.0004 -0.0003

Profitability 0.042* 0.042* 0.043* 0.043*

Growth 2.96e-17*** 2.96e-17*** 2.96e-17* 2.94e-17*** 

Age -0.009* 0.009* 0.009* 0.009*

R
2

0.9544 0.9543 0.9543 0.9542

Constant 0.043 0.043 0.034 0.0348

Family Firm (FF)

DEF 0.97* 0.97* 0.974* 0.974*

FF * DEF 0.023* 0.022 0.02 0.02

Tangibility 0.005 0.005 0.007 0.007

Size -0.009 -0.009 -0.008 -0.008

Profitability 0.049* 0.049* 0.053* 0.053*

Growth  5.29e-17* 5.29e-17* 5.28e-17* 5.28e-17* 

Age

R
2

0.9494 0.9495 0.9502 0.9501 

Firm-year 

observations 1,453 1,453 1,453 1,453

Notes: * Significant at 0.01. ** Significant at 0.05. *** Significant at 0.1.

Ownership χ2 ƿ-value χ2 ƿ-value

20% 4.83 0.438 13.89 0.000

30% 4.88 0.431 14.05 0.000

40% 5.62 0.346 13.77 0.000

50% 5.67 0.340 14.02 0.000
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 For family firms where more than 20% and 30% of ownership is in the hands of the family, 

the results are statistically significant at 5% and show that their use of debt to finance deficits is 

2.3% higher than in the case of non-family firms. However, for ownership levels of 40% and 50%, 

the results are not significant. The coefficients of the Profitability, Growth, and Age variables are 

statistically significant. R2 values remain high, as expected. In this regard, there is a partial support 

for hypotheses 7 and 8.  

 

Analysis and Discussion  

 In this Chapter, it is examined and empirically tested how SEW influences family firms’ 

financing decisions. More precisely, this Chapter examines and offers empirical evidence as to 

whether family firms follow the pecking order in making financing decisions; therefore, empirical 

evidence is provided that supports “The Socioemotional wealth-Pecking order theory”, thereby 

customizing the Pecking order theory to family firms. 

 Overall, empirical evidence shows that family firms listed on a stock exchange in emerging 

countries such as Peru, Chile, and Colombia strongly follow the pecking order. Moreover, 

empirical evidence also shows that such family firms follow the pecking order in their financing 

decisions to a higher degree than non-family firms do; yet, the difference is not that big. However, 

when the sample of companies is divided into quartiles according to their leverage ratios, the 

difference is higher when such ratios are low and imply a higher debt capacity, and the difference 

is lower when such ratios are high and imply a lower debt capacity. Overall, these results hold 

when controlling by debt capacity.  

 The term “emerging market” is associated with the World Bank. An economy would be 

considered as emerging market if its per capita GDP falls below a certain level (Bekaert & Harvey, 
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2002). Bekaert (1995) posits some characteristics of emerging markets such as poor credit ratings, 

legal barriers, the lack of a high-quality regulatory and accounting framework, information 

asymmetry, and different kinds of risk that are very important in emerging markets such as 

liquidity risk, political risk, economic policy risk, and so on. 

 A particular characteristic of an emerging market is its normative and corporate governance 

framework. The definition of corporate governance has to do with the rules under which firms 

operate. These rules come from different sources such as the legal system, the judicial system, 

financial markets, and factor markets. In this regard, it is important to investigate how the different 

normative frameworks impact on the behavioral patterns of firms, investors and others. These 

normative frameworks include listing requirements, disclosure and accounting rules, protection of 

minority shareholders, how outside investors protect themselves against inside investors, and so 

on (Claessens & Yurtoglu, 2013). Emerging markets differ in some key aspects from advanced 

countries. For instance, among others we have the following differences (See Claessens & 

Yurtoglu, 2013):  

1. Advanced countries have a deeper financial system. 

2. Institutional environments such as properly functioning legal and judicial systems, creditor and 

shareholder rights, the enforcement of legal rights by the judicial system, the lack of corruption 

in general, and the overall disclosure and transparency regime. Compared to developed 

countries, emerging markets tend to have less strongly defined rights (particularly in Latin 

America), weaker formal rights of creditors and shareholders (especially in Latin America), 

much more corruption, and so on.  

3. The diversity in group affiliation and institutional investors. Most often in emerging markets, 

a financial institution is at the center of the conglomerate or group. 
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 The normative and governance framework impact on different aspects of the firm. Better 

creditor and shareholder rights are related to deeper and more developed markets (Djankov et al., 

2008). Better judicial efficiency and enforcement of debt contracts are critical to lowering the cost 

of debt (Laeven & Majnoni, 2005). In general, the quality of the corporate governance framework 

affects the access to and the amount of external financing. Outsiders are less willing to provide 

financing and are more likely to charge higher rates if they are less assured that they will get an 

adequate rate of return. Furthermore, conflicts between small and large controlling shareholders – 

arising from a divergence between cash-flow and voting rights – are greater in weaker corporate 

governance settings, implying that smaller investors are receiving too little of the returns the firm 

makes (Claessens & Yurtoglu, 2013). Thus, the normative and governance framework has an 

impact on the relationship with other stakeholders. 

 Another aspect with respect to emerging countries, particularly in Latin America, is that 

Latin American firms exhibit significantly higher ownership concentration than firms in developed 

economies (Céspedes et al., 2010), due at least in part to legal systems. Taking into account that 

common-law countries generally have the strongest legal protection for investors when compared 

to French-civil-law countries, that there is a negative relationship between ownership of shares 

and investor protection (La Porta et al., 1998), and that all the countries in Latin America have the 

same legal origin in French-civil-law (Céspedes et al., 2010), it is argued that in Latin America 

small and diversified shareholders are not relevant, expropriation risk is more severe, the cost of 

capital is higher, firms pay less dividends, and so on (Céspedes et al., 2010; Chong & Lopez-de-

Silanes, 2007; La Porta et al., 1997, 1998, 2000).  

 Emerging markets, such as China, are characterized by having low quality and quantity of 

accounting disclosures (Zhou, 2007). In that regard, Patel et al. (2002) found that Asian emerging 
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markets and South Africa have significantly higher transparency and disclosure compared to Latin 

America.  

 In emerging countries, such as Peru, Chile and Colombia, in general, even in non-family 

firms, the shareholders are not atomized and diversified; on the contrary, in general, there are not 

only institutional investors but also minority shareholders with relatively important participations. 

Due to there is no effective legal and institutional protection for minority shareholders, they are 

exposed to expropriation. In this respect, they would like to preserve their shareholding in order to 

maintain their voting participation percentage and their influence on the board or at the 

shareholders' meetings. Thus, unlike the owner-managers in family firms who try to maintain 

control in order to preserve or create SEW, minority shareholders in non-family firms try to 

maintain a certain level of control to avoid becoming victims of some type of expropriation. 

Moreover, the latter avoid issuing stocks in order to hinder dilution. Accordingly, it is suggested 

that in emerging markets, due to legal and institutional factors, family firms exhibit greater pecking 

order behavior than non-family firms in their financing decisions, but the difference would be 

smaller than in developed economies.  

 It is also predicted that business risk and performance hazard not only attenuate the pecking 

order behavior in family firms but also these variables do so in family firms more than in non-

family firms. In this regard, it is also argued that family and non-family firms perceive debt issue 

instead of external equity issue as a mixed gamble. The uncertainty regarding the financial results 

of the debt issue to finance projects or a firm’s growth (investments) is the same for both groups 

of firms (unsuccessful investments lead to declining performance or failure, while successful 

investments result in a better competitive position and long-term survival). However, only family 

firms confront SEW trade-offs; thus, family firms put not only FW at risk but also SEW. In a 
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scenario of performance and financial problems, the external capital issuance entails a certain and 

immediate loss of SEW, but the preservation of the firm signifies the possibility of a reverse 

negative financial situation and, thus, the possibility that family firms continue deriving SEW and 

financial returns over time. Empirical evidence shows that business risk not only attenuates the 

pecking order behavior in family firms but this variable also does so more strongly in family firms 

than in non-family firms. In the case of the performance hazard, partial empirical evidence shows 

that it not only attenuates the pecking order behavior in family firms but this variable also does so 

more strongly in family firms than in non-family firms. Therefore, in scenarios of greater financial 

peril, using business risk and performance hazard as proxies of financial peril, it is observed that 

financing decisions are altered. In scenarios of lesser financial peril, assumed here as the normal 

conditions scenario, family firms should be risk averse with respect to the SEW endowment, which 

is its point of reference. In this scenario, high debt levels would be used to avoid transferring 

ownership control to new shareholders and to preserve the SEW endowment. Therefore, the 

owner-manager is risk averse with respect to SEW and risk willing with respect to financial risk: 

risk averse and risk willing at the same time (Gomez-Mejia et al., 2007). When the financial peril 

increases, the concerns over SEW and the financial results become aligned. This is because, if the 

company goes insolvent or bankrupt, the family would lose both FW and SEW value.  

 Overall, these empirical results support the well-accepted notion that the primary reference 

point of firms is SEW and that, in order to avoid losing SEW (loss aversion), family firms are 

willing to accept a high degree of risk performance (Gomez-Mejia et al., 2007). The empirical 

results also support the notion that a family firm prioritizes maintaining family control, even 

though this would mean increasing risk performance. Building on these arguments, this thesis 

posits that family firms are loss averse with respect to SEW and are risk-willing with respect to 
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financial risk. In this regard, if family firms have the opportunity to invest in profitable projects or 

in their growth and there are no internal funds, they will prefer to use debt rather than external 

capital even though it entails threats to the family firms´ financial well-being. However, if the 

probability of failure is high, family firms would focus on survival; thus, risk taking decreases 

while performance hazard and business risk increase (Gomez-Mejia et al., 2007, 2010). Given an 

increase in performance hazard and business risk and the consequent greater financial risk, family 

firms prefer to issue external capital. Performance hazard and business risk tend to reverse the 

preference of the owner-manager for avoiding to issue external capital. It is reasonable that, given 

the undiversified wealth of the family (concentrated in the family firm), the benefits of minimizing 

financial peril to the family outweigh the utility created by preserving control and SEW 

endowment as the firm approaches or is in a situation of greater peril (Gomez-Mejia et al., 2010). 

In this respect, Gomez-Mejia et al., (2015), based on BAM, SEW, and gamble approach, argue 

that, under normal conditions, family firms’ owners are loss averse, risk averse, and focus on their 

current endowment (SEW). In this case, owner-managers would prefer to issue debt; but in a 

context of financial peril, of the need for financial improvements, and of loss aversion, they 

progressively focus on the family´s financial wealth; thus, they begin making decisions at the 

expense of SEW, such as issuing external equity, because if the firm goes bankrupt, SEW and FW 

would disappear altogether. This means that, under vulnerability, SEW and FW are aligned. 
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CHAPTER 6: CONCLUSIONS 
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6.1.  GENERAL CONCLUSIONS 

 The relevance of the performance and financing decisions in family firms is well-

recognized because these kinds of decisions have a relevant impact on their growth and survival 

(Keasey & Watson, 1987; Michaelas et al., 1998). In turn, their growth and survival contribute to 

the GDP in an important way and provide employment for an important percentage of the labor 

force in developed and emerging economies (La Porta et al., 1999; Villalonga & Amit, 2006; 

Shanker & Astrachan, 1996; Gomez-Mejia et al., 2001). Likewise, the academic relevance of the 

family business is shown by the proliferation of papers about of the topic in the last years (Rovelli 

et al., 2021). Through a bibliometric analysis, the authors found that, from 1988 to 2020, three of 

the most important dedicated journals (FBR, JFBS, and JFBM) have published 1,381 papers with 

52,970 citations on the topic.  

 Rovelli et al., (2021) also found that the second most cited paper, with 824 citations, is one 

of the seminal Socioemotional wealth papers by Berrone et al.  (2012). Moreover, Web of Science 

database shows 498 papers, which refers to family business (or family firms) and Socioemotional 

wealth, from 2000 to 2020. As a result, it was obtain that during the last six years were published 

65 papers (2020), 49 papers (2019), 51 papers (2018), 39 papers (2017), 35 papers (2016), and 46 

papers (2015). It can be inferred from these findings that the SEW approach is not only relevant 

but also a current topic in the field of the study of family business. In this connection, this thesis 

revolves on the Role of SEW on Performance and Financing Decision-Making in Family Firms.  

 This thesis reaches its objectives by working on its main chapters. Despite the criticisms 

on the assumptions of economic rationality and the objective of maximizing only financial 

benefits, presumably inherent in the economic science (Becker, 1974b, 1976; Rees, 1968), which 

applied to the field of study of family firms seem to lead to mathematical models with results or 
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inferences that are not consistent with the observed reality (Barton & Gordon, 1987; Barton & 

Matthews, 1989; Koropp et al., 2013; Michaelas, Chittenden, & Poutziouris, 1998), this thesis, in 

Chapters 3 and 4, presents theoretical proposals and builds formal models that, by integrating such 

assumptions with the Socioemotional wealth approach, explain certain behaviors and decisions of 

family firms that are well-recognized in the literature, thus showing that it is possible to bridge 

both approaches to analyze and better understand financial decision-making in this type of firms.  

 In this regard, Chapter 3 analyzes certain behaviors and decisions of family firms that affect 

financial performance and the allocation of resources between EGs and NEGs. In this manner, it 

is theoretical and formally (mathematically and graphically) supported that the alleged 

“irrationality” of family firms is not such (Aghion & Bolton, 1992; Gomez-Mejia et al., 2007; 

LeCornu et al., 1996; Vazquez & Rocha, 2018); on the contrary, their decisions follow a rationality 

that seeks not only to attain EGs but also to maximize the family’s utility function. In that sense, 

the model would help to explain why family firms not only pursue economic goals but also seem 

to pursue non-economic goals more vigorously, wherewith they do not necessarily maximize their 

financial performance but rather their utility function.  

 In this vein, from a business and management point of view, it is suggested that family 

businesses should be professionally managed (e.g. Instituto de Empresa Familiar, 2005; Stewart 

& Hitt, 2012; Trevinyo-Rodriguez, 2010); in this sense, it is suggested that family firms must be 

efficient and “rational” from a financial point of view. However, it is relevant to be clear that the 

owners-managers are interested not only in EGs but also in NEGs in order to maximize their utility 

function or SEW value instead of maximizing their FW. NEGs are important and must be 

considered explicitly not only in management but also in strategic objectives. The image of the 

family in society or ensuring that future generations will have job opportunities may be as or more 
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important than achieving additional EGs. It seems important to maintain a balance between NEGs 

and EGs. However, as has been shown in the empirical part of the thesis, in situations of financial 

stress or performance hazard, priorities change (reference point) and EGs become more important 

in order to ensure the survival of the firm. Then, the priority in the objectives of the management 

should change depending on the financial situation faced by the family firm. Under financial peril, 

EGs should be more relevant in order to seek the survival of the family firm and the consequent 

preservation of FW and SEW over time. 

  Then, based on the literature review and the previously built model, a definition of SEW 

that complements the extant SEW´s definitions is proposed. This proposed definition also seeks to 

enrich the concept of SEW, adding concepts and assumptions of microeconomic theory in general 

and utility theory in particular. It also provides further theoretical support for the subjective value 

that a company would have for the owner-manager and expands and enriches the concept of SEW 

from a microeconomic perspective. After that, the implications of the models are contrasted with 

some previous empirical studies about the issue with its respective discussion.  

 Chapter 4 analyzes family firms’ financing decisions from the perspective of the pecking 

order theory (traditional financial theory) and the SEW approach. Drawing on the SEW concept 

and the pecking order theory, it is proposed a theoretical and formal financing model called “The 

Socioemotional Wealth – Pecking Order Theroy” by juxtaposing both approaches. The Chapter 

also presents and contrasts the findings of the model with some previous empirical studies on the 

topic.       

 Chapter 5 proposes different hypothesis about financing decisions in family firms based on 

“The Socioemotional Wealth – Pecking Order Theory” model, proposed in the Chapter 4. Through 

an empirical study of 340 public companies from emerging countries listing on the respective stock 
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exchanges of Lima (Peru), Santiago (Chile), and Bogota (Colombia) and using data for the 2014-

2018 period, hypothesis were tested.  Debt capacity was used as a control variable, while business 

risk and performance hazard were used as moderating variables. 

 Empirical results support the well-accepted notion that the primary reference point of firms 

is SEW and that, in order to avoid losing SEW (loss aversion), family firms are willing to accept 

a high degree of risk performance (Gomez-Mejia et al., 2007). In this regard, this thesis posits that 

family firms are loss averse with respect to SEW and are risk-willing with respect to financial risk. 

If family firms have the opportunity to invest in profitable projects or in their growth and there are 

no internal funds, they will prefer to use debt rather than external capital even though it entails 

threats to the family firms´ financial well-being in the face of greater indebtedness. However, if 

the probability of failure is high, family firms would focus on survival; thus, risk taking decreases 

while performance hazard and business risk increase (Gomez-Mejia et al., 2007, 2010). Given an 

increase in performance hazard and business risk and the consequent greater financial risk, family 

firms prefer to issue external capital. Performance hazard and business risk tend to reverse the 

preference of the owner-manager for avoiding to issue external capital. It is reasonable that, given 

the undiversified wealth of the family (concentrated in the family firm), the benefits of minimizing 

financial peril to the family outweigh the utility created by preserving control and SEW 

endowment as the firm approaches or is in a situation of greater peril (Gomez-Mejia et al., 2010). 

In this respect, Gomez-Mejia et al. (2015), based on BAM, SEW, and gamble approach, argue 

that, under normal conditions, family firms’ owners are loss averse, risk averse, and focus on their 

current endowment (SEW). In this case, owner-managers would prefer to issue debt; but in a 

context of financial peril, of the need for financial improvements, and of loss aversion, they 

progressively focus on the family´s financial wealth; thus, they begin making decisions at the 
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expense of SEW, such as issuing external equity, because if the firm goes bankrupt, SEW and FW 

would disappear altogether. This means that, under vulnerability, SEW and FW are aligned. 

 From the empirical results of this thesis, it is inferred that family businesses are very 

reluctant to open their capital, so their growth is limited to their capacity to retain profits and to 

borrow from banks or bondholders (e.g. Gallo et al., 2004; Maherault, 2000, 2004; Romano et al., 

2000). The latter is congruent with what is observed in family businesses, which generally tend to 

be smaller and grow slower than non-family businesses. This can be very risky, especially in 

sectors or businesses that face aggressive competition, in which a competitor may enter to the 

market, using the sources of financing offered by the capital markets to companies willing to open 

their capital. This enables the entrance to be born big, to have greater bargaining power and 

economies of scale, and so on. In this way, this company can take other smaller ones out of the 

market. In this sense, a family business, weighing the current or potential competition of the sector 

or market in which it operates, strategy, and goals, will have to decide whether to open its capital 

and grow faster or finance its growth with retained earnings and debt growing at a lower rate. 

Slower growth would imply the risk of going bankrupt or selling the firm unintentionally, losing 

not only FW but also SEW.  

 This research work has allowed to offer evidence that it is possible to combine elements 

from the economic science–with its own logic and assumptions–, elements from the Behavioral 

Agency Model, and conceptual frameworks of the field of study of family firms, such as the SEW 

approach, to elaborate conceptual proposals and formal models that produce results that are 

consistent with the widely accepted theory and the observed reality. In this particular case, the 

foregoing was applied to financial decisions. This opens the possibility for other researchers to 
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make similar developments in other decision-making processes of family firms that contribute to 

understand and examine their behavior from a different perspective. 

 The above made it possible to approach and understand the owner-managers’ logic behind 

their financial decision-making from the point of view of microeconomic or traditional financial 

theory, and to propose an additional definition of SEW that complements and enriches the previous 

ones.  

 Finally, empirical evidence was provided that the SEW endowment influences family 

firms’ financing decisions. Moreover, evidence was offered that SEW is the point of reference for 

family firms. Nonetheless, this could start to change if changes occur in the environment that imply 

a higher financial risk (higher business risk and higher performance hazard). 

 

6.2.  CONTRIBUTIONS 

 Several scholars assert that formal models, which are built using some classical 

assumptions of economics, offer results that are not observed in real life (Barton & Gordon, 1987; 

Barton & Matthews, 1989; Koropp et al., 2013; Michaelas et al., 1998). However, this thesis 

challenges this assertion. In this regard, the first contribution of this thesis is to provide evidence 

that it is possible to use together assumptions of rationality and utility maximization from 

economical science and the SEW approach in order to show theoretical and/or empirical behaviors 

of family firms regarding performance decisions, through the building of a formal and 

mathematical model. To our knowledge, there has not been research or academic publications that 

formally (mathematically and / or graphically) shows that family businesses, by following NEGs, 

maximize their utility function or level of well-being instead of maximizing FW. The efforts have 

been only argumentative or theoretical without much formality. The latter has been very valuable; 
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however, the formalization of this theory is a contribution that also helps to explain or understand 

that the behavior of the owner-mangers is rational even if they do not seek to maximize their FW.   

 The second contribution of this thesis is to build a theoretical proposal and a formal model 

that contribute to the family business literature by providing extra guiding theoretical explanation 

for perceived family firm total value in the eyes of the owner-manager from a microeconomic 

perspective. In this regard, it is supported theoretically by microeconomic theory, and particularly 

by utility theory, that the greatest value that the owners-managers perceive in their eyes with 

respect to the family business comes not only from the current utilities but also from the expected 

utilities, which would be generated by reaching NEGs over time. The owners-managers perceive 

these utilities today. In other words, an owner manager today perceives the satisfaction of the 

expectation that in the future following generations will benefit from the family business or that 

the image of the family will be preserved or increased over time.  

 The third contribution of this thesis is to define SEW from a microeconomic perspective 

in general and the expected utility theory in particular, along with the prospect theory and the 

endowment effect, thus, complementing and enriching the previous definitions. In this respect, it 

is important to mention that the concept of Socioemotional wealth has been generally approached 

from the perspective of psychology, sociology and recently from social psychology (Jiang et al., 

2018).  

 The fourth contribution of this thesis is to make a theoretical proposal and a formal model 

that shed additional light on why family firms would follow the pecking order in their financing 

decisions, combining the pecking order theory (classical financing theory) with The SEW 

approach (family business conceptual framework). In this regard, the thesis advanced the family 

firm literature by offering a more nuance theoretical explanation of family firm’s financing 
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decisions. This model also challenges the assertion that formal models offer results that are not 

observed in real life (Barton & Gordon, 1987; Barton & Matthews, 1989; Koropp et al., 2013; 

Michaelas et al., 1998). In this sense, this thesis provides contributions to the family business 

literature by providing extra guiding theoretical explanation for financing decisions in family firms 

and by developing theoretical linkages with the pecking order theory and the Socioemotional 

wealth approach: The Socioemotional Wealth – Pecking Order Theory. To our understanding, 

literature and research on SEW as determinant of financing decisions and capital structure not only 

in private family firms but also in public family firms, are scarce. If scholars hope that SEW be 

consolidated as a key concept in family business research, it is necessary to do research using this 

concept in order to explain different issues on family firms, among others some financing and 

capital structure decisions. In this vein, this thesis revolves partially around the Socioemotional 

wealth approach and its impact on financing decisions made by family firms (Kammerlander et 

al., 2015) in an emerging country. To our knowledge, there has not been research or academic 

publications that theoretically, formally and mathematically shows that family businesses follow 

the Pecking Order Theory, rigorously following the line of reasoning of a traditional financing 

theory and including in the argument the role of the SEW. 

 Most of the leading international management associations (Academy of Management, 

Strategic Management Society, European Academy of Management) are calling for research on 

family business in emerging markets, states that the vast majority of family business studies have 

mostly focused on developed economies and have been often developed based on particular points 

of view and tested in developed economies, therefore, validity, reliability, generalizability, and 

applicability of existing theories may be questioned. Therefore, academics and researchers are 

calling for more research on family business in emerging markets. In this regard, the final 
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contribution of this thesis is to carry out an empirical analysis, using data from Peruvian, Chilean 

and Colombian public firms, in order to provide more empirical evidence about family firms’ 

financing decisions in favor of The Socioemotional Wealth – Pecking Order Theory in emerging 

countries. It is necessary to highlight that the relationship between decisions to issue debt or capital 

and Socioemotional wealth, moderated by business risk and performance hazard, operationalizing 

Socioemotional wealth with the issuance or not of equity, to our knowledge, has not been 

previously studied empirically.  

 

6.3.  LIMITATIONS  

 There are limitations that are typical of formal models in the economic science. Some 

assumptions may be “unreal” or not empirically verifiable. For instance, the theoretical and 

mechanical positive relationship between SEW and ownership, which is ambiguous and 

complicated, and the positive altruism that links the utility function of all family members (Schulze 

& Kellermanns, 2015). However, despite these not verifiable assumptions, the most important 

thing is if the model can explain or capture at least some aspects of reality. The proposed models 

seeks to explain very specific aspects of a family firm’s behavior and decision-making. These 

theoretical proposals and formal models only show general behaviors, insofar as quantifying them 

or a higher empirical validity would imply further research. 

 One limitation of the empirical study is that the SEW is not measured directly. This 

limitation implies problems connecting cause (e.g. preservation of SEW) and effect (e.g. debt 

issuance instead of external capital) (D. Miller & Le Breton-Miller, 2014). In this regard, Schulze 

& Kellermanns (2015, p. 451) state that “…, these models are empirically agnostic, or at least 

indifferent, about the sources of the hypothesized affective endowment, the processes that 
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generated it, the mechanisms through which SEW accumulates, and the consequences of its use.”  

In this thesis, SEW is operationalized as issuance of external equity. However, this method has 

been used extensively in other relevant studies. For example, SEW has been operationalized as 

maintenance of family control (Gomez-Mejia et al., 2007), limitation of diversification (Gomez-

Mejia et al., 2010), investment in R&D (Chrisman & Patel, 2012; Gomez-Mejia et al., 2013), IPO 

underpricing (Leitterstorf & Rau, 2014; Kotlar et al., 2018), acquisitions (Gomez-Mejia et al., 

2015), and exit, merger, sale, or dissolution (Chirico et al., 2019).  

 Another limitation of the empirical study is the use of binary measures of family firm (1: 

family firm, 0: non-family firm); however, this is usual in the majority of family business studies 

because it is very difficult to obtain a continuous measure of family firms (Gomez-Mejia et al., 

2013).  

 One more limitation is that, although data from public, publicly listed firms was used, these 

firms are listed in stock exchanges of emerging markets (Peru, Chile, and Colombia). For this 

reason, they would face more restrictions on their debt capacity and on the level of protection of 

minority shareholders as compared to more developed countries and economies (Bekaert, 1995; 

Bekaert & Harvey, 2002; Céspedes et al., 2010; Chong & Lopez-de-Silanes, 2007; Claessens & 

Yurtoglu, 2013; La Porta et al., 1997, 1998, 2000). These characteristics of emerging economies 

somehow limits the family firms capacity to have the level of debt that they desire or want; 

however, in order to test “The Socioemotional Wealth - Pecking Order Theory”, some variables 

have been used to control for debt capacity.    

 One further limitation is that the decreased use of debt by family firms due to the impact 

of business risk and performance hazard could also be due to other variables, such as for instance 
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the reduced access to financial resources due to the higher financial risk perceived by financial 

institutions (supply restrictions).   

 Finally, there might be endogeneity problems; thus, it is necessary to use instrumental 

variables. Likewise, it was used data from only five years (2014-2018). The use of a longer period 

would be important. 

 

6.4.  FUTURE RESEARCH  

 In order to enrich and expand the perspectives from which family firms are studied, it 

would be advisable to developed theoretical proposals and formal (mathematical) models that 

explain behaviors and financial decisions in other aspects of the field of study of family firms, 

such as mergers and acquisitions, exits, issuances, cost of capital, investment decisions, and so on. 

These theoretical proposals and formal (mathematical) models would be based on assumptions or 

theories of economics and financial theory and family firm theories and concepts. The results of 

these theoretical proposal and formal models must not only be in accordance to observed reality 

in family firms but also give extra theoretical explanations of family firm’s financial decisions.         

 Future research could be conducted by measuring SEW directly using an instrument 

specifically created for that purpose, such as the SEW importance (Debicki et al., 2016) and FIBER 

(Berrone et al., 2012), without the need of any proxies.  

 Another aspect to be considered in future research is not only to measure the SEW directly 

using an instrument for this particular purpose but also to do so over time. This implies having a 

sample of family businesses that should be followed for several years in order to measure their 

SEW and other variables.     

 Finally, the empirical study done in this thesis may be replicated in developed markets 

where minority shareholders would be more atomized, diversified, and legally protected. A more 
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pronounced difference in debt use and in the following of the pecking order among family and 

non-family firms would be expected. 
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Appendix 1 

Shareholders are only interested in Economic goals ( 𝑮) 

 On the one hand, we have non-family firms with diversified and atomized shareholders. 

They only would want to maximize dividends and market capitalization (economic goals). The 

Figure 10 shows the preference of this type of shareholders that does not care whether he has more 

units of non-economic goals. Therefore, only the consumption (economic goals) influence on the 

welfare of the investor. Finally, the utility increase in the same way that consumption increase too. 

 The indifference curves its horizontal because the non-economic goals does not affect the 

welfare of the shareholders of a diversified non-family firm. However, the quantity of y-axis 

(consumption) has effects on welfare.  

Figure 17 Indifference Curve, Shareholder only interested in EGs 

Indifference Curve, Shareholder only interested in EGs 

 

Source: own elaboration 
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Shareholders are only interested in Non-economic goals (𝑵 𝑮 ) 

 On the other hand, the shareholders of a family firm would only be interested in non-

economic goals such as status and reputation. The following figure (Figure 11) shows their 

preferences to enhance the performance of non-economic goals (𝑁𝐸𝐺). 

Figure 18 Indifference Curve, Shareholder only interested in NEGs 

Indifference Curve, Shareholder only interested in NEGs 

 

Source: own elaboration 
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Appendix 2 

Figure 19 NPVt vs. NPV 

NPVt vs. NPV 

Source: own elaboration 
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Figure 20 NPVt vs. 〖∆u〗_(〖SEW〗_ )^mu 

NPVt vs. ∆    
   

 

Source: own elaboration 
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Figure 21 NPVt vs. X 

NPVt vs. X 

 

 

 

 

 

 

 

 

 

 

Source: own elaboration 
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Appendix 3 

Table 15 The Pecking Order 

The Pecking Order Coefficient (β1) for different levels of Ownership and by Quartiles, Family Firms (FF) Vs. Non-family firms 

(NFF), 2014-2018, Ordinary Least Squares 

 

 

Ownership

DEFFF DEFNFF
Δ DEFFF DEFNFF

Δ DEFFF DEFNFF
Δ DEFFF DEFNFF

Δ DEFFF DEFNFF
Δ

FF NFF FF NFF FF NFF FF NFF FF NFF

20% 0.977 0.950 0.026 524    1,053 0.974   0.822   0.151 132    330    0.988   0.914   0.074 124    241    1.002   0.966   0.035 135    239    0.973   0.976   0.003-  123 235  

30% 0.976 0.951 0.026 481    1,096 0.973   0.828   0.145 127    335    0.987   0.915   0.072 108    257    1.002   0.967   0.035 122    252    0.972   0.976   0.004-  117 241  

40% 0.984 0.954 0.030 406    1,171 0.981   0.922   0.059 99      363    0.996   0.917   0.079 87      278    1.019   0.962   0.057 108    266    0.971   0.976   0.005-  106 252  

50% 0.983 0.955 0.028 352    1,225 0.980   0.922   0.058 92      370    0.995   0.918   0.077 72      293    1.021   0.963   0.058 90      284    0.962   0.977   0.015-  93   265  

60% 0.986 0.954 0.032 284    1,293 0.978   0.922   0.055 68      394    0.992   0.920   0.072 60      305    1.009   0.969   0.040 71      303    0.952   0.977   0.025-  81   277  

70% 0.988 0.955 0.033 209    1,368 1.000   0.922   0.078 39      423    1.000   0.935   0.065 49      316    1.012   0.970   0.041 57      317    0.938   0.978   0.041-  62   296  

80% 0.987 0.956 0.031 174    1,403 1.000   0.922   0.078 38      424    1.000   0.936   0.064 39      326    1.000   0.975   0.026 46      328    0.945   0.977   0.033-  49   309  

90% 0.997 0.957 0.040 110    1,467 1.000   0.923   0.077 28      434    1.000   0.937   0.063 20      345    1.003   0.980   0.023 22      352    0.989   0.975   0.014  40   318  

Mean 0.985 0.954 0.031 0.986   0.898   0.088 0.995   0.924   0.071 1.008   0.969   0.039 0.963   0.977   0.014-  

Min 0.976 0.950 0.026 0.973   0.822   0.055 0.987   0.914   0.063 1.000   0.962   0.023 0.938   0.975   0.041-  

Max 0.997 0.957 0.040 1.000   0.923   0.151 1.000   0.937   0.079 1.021   0.980   0.058 0.989   0.978   0.014  

Notes: All regresions are significant at 0.01 (ƿ<0.01). Empty cells due to isufficient data. Δ = DEFFF - DEFNFF.

Firm-year 

observations

Firm-year 

observations

Complete Sample Quartile 1

Firm-year 

observations

Quartile 2

Firm-year 

observations

Quartile 3

Firm-year 

observations

Quartile 4
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Test de Breush and Pagan, for different levels of Ownership and by Quartiles, Family Firms (FF) Vs. Non-family firms (NFF), 

2014-2018, Ordinary Least Squares 

 

 

 

Ownership

χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value

20% 26.41 0.000 5.67 0.009 0 1.000 0 1.000 0 0.473 7.05 0.004 0 1.000 0 1.000 10.88 0.001 0 1.000

30% 24 0.000 6.03 0.007 0 1.000 0 1.000 0 0.475 7.88 0.003 0 1.000 0 1.000 10.6 0.001 0 1.000

40% 13.82 0.000 9.62 0.001 0 1.000 0 1.000 0 0.493 7.38 0.003 0 1.000 0 1.000 9.63 0.001 0 1.000

50% 11.82 0.000 10.45 0.001 0 1.000 0 1.000 0 0.492 7.96 0.002 0.09 0.379 0 1.000 7.96 0.002 0 1.000

60% 0.11 0.369 17.11 0.000 0 1.000 0 1.000 0.02 0.448 7.89 0.003 0 1.000 0 1.000 7 0.004 0 1.000

70% 0 1.000 19.36 0.000 2.37 0.062 0 1.000 0 1.000 7.07 0.004 9.28 0.001 0 1.000 6.4 0.006 0 1.000

80% 14.31 0.000 15.35 0.000 2.23 0.068 0 1.000 7.39 0.003 0 1.000 0 1.000 6.05 0.007 0 1.000

90% 8.59 0.002 16.76 0.000 1.44 0.115 0 1.000 8.03 0.002 0 1.000 0 1.000 3.83 0.025 0 1.000

DEFNFF DEFFF DEFNFF DEFFF DEFNFF

Total Sample Quartile 1 Quartile 2 Quartile 3 Quartile 4

DEFFF DEFNFF DEFFF DEFNFF DEFFF
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Table 16 The Pecking Order 

The Pecking Order Coefficient (β1) for different levels of Ownership and by Quartiles, Family Firms (FF) Vs. Non-family firms 

(NFF), 2014-2018, Ramdon Effects 

 

 

Ownership

DEFFF DEFNFF
Δ DEFFF DEFNFF

Δ DEFFF DEFNFF
Δ DEFFF DEFNFF

Δ DEFFF DEFNFF
Δ

FF NFF FF NFF FF NFF FF NFF FF NFF

20% 0.982 0.951 0.031 524    1,053 0.974   0.822   0.151 132    330    1.007   0.915   0.092 124    241    1.002   0.966   0.035 135    239    0.974   0.976   0.002-  123 235  

30% 0.982 0.951 0.031 481    1,096 0.973   0.828   0.145 127    335    1.008   0.916   0.092 108    257    1.002   0.967   0.035 122    252    0.974   0.976   0.002-  117 241  

40% 0.988 0.954 0.034 406    1,171 0.981   0.922   0.059 99      363    1.000   0.917   0.083 87      278    1.019   0.962   0.057 108    266    0.973   0.976   0.004-  106 252  

50% 0.987 0.955 0.032 352    1,225 0.980   0.922   0.058 92      370    1.000   0.919   0.081 72      293    1.020   0.963   0.057 90      284    0.968   0.977   0.010-  93   265  

60% 0.987 0.955 0.031 284    1,293 0.978   0.922   0.055 68      394    1.000   0.922   0.078 60      305    1.009   0.969   0.040 71      303    0.961   0.977   0.016-  81   277  

70% 0.988 0.957 0.032 209    1,368 1.000   0.922   0.078 39      423    1.000   0.936   0.064 49      316    1.010   0.970   0.040 57      317    0.945   0.978   0.033-  62   296  

80% 0.987 0.957 0.029 174    1,403 1.000   0.922   0.078 38      424    -    39      326    1.000   0.975   0.026 46      328    0.947   0.977   0.030-  49   309  

90% 0.997 0.958 0.039 110    1,467 1.000   0.923   0.077 28      434    -    20      345    1.003   0.980   0.023 22      352    0.989   0.975   0.014  40   318  

Mean 0.987 0.955 0.032 0.986   0.898   0.088 1.002   0.921   0.061 1.008   0.969   0.039 0.966   0.977   0.010-  

Min 0.982 0.951 0.029 0.973   0.822   0.055 1.000   0.915   -    1.000   0.962   0.023 0.945   0.975   0.033-  

Max 0.997 0.958 0.039 1.000   0.923   0.151 1.008   0.936   0.092 1.020   0.980   0.057 0.989   0.978   0.014  

Notes: All regresions are significant at 0.01 (ƿ<0.01). Empty cells due to isufficient data. Δ = DEFFF - DEFNFF.

Complete Sample Quartile 1 Quartile 2 Quartile 3 Quartile 4

Firm-year 

observations

Firm-year 

observations

Firm-year 

observations

Firm-year 

observations

Firm-year 

observations
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Test de Hausman, for different levels of Ownership and by Quartiles, Family Firms (FF) Vs. Non-family firms (NFF), 2014-

2018, Ramdon Effects 

 

 

Ownership

χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value

20% 0.982 0.000 0.951 0.000 0.97 0.000 1 0.000 1.01 0.000 0.91 0.000 1 0.000 1 0.000 0.974 0.000 1 0.000

30% 0.982 0.000 0.951 0.000 0.97 0.000 1 0.000 1.01 0.000 0.92 0.000 1 0.000 1 0.000 0.974 0.000 1 0.000

40% 0.988 0.000 0.954 0.000 0.98 0.000 1 0.000 1 0.000 0.92 0.000 1.02 0.000 1 0.000 0.973 0.000 1 0.000

50% 0.987 0.000 0.955 0.000 0.98 0.000 1 0.000 1 0.000 0.92 0.000 1.02 0.000 1 0.000 0.968 0.000 1 0.000

60% 0.987 0.000 0.955 0.000 0.98 0.000 1 0.000 1 0.000 0.92 0.000 1.01 0.000 1 0.000 0.961 0.000 1 0.000

70% 0.988 0.000 0.957 0.000 1 0.000 1 0.000 1 0.000 0.94 0.000 1.01 0.000 1 0.000 0.945 0.000 1 0.000

80% 0.987 0.000 0.957 0.000 1 0.000 1 0.000 - - - - 1 0.000 1 0.000 0.947 0.000 1 0.000

90% 0.997 0.000 0.958 0.000 1 0.000 1 0.000 - - - - 1 0.000 1 0.000 0.989 0.000 1 0.000

DEFNFF

Quartile 1 Quartile 3 Quartile 4

DEFFF DEFNFF DEFFF DEFNFF DEFFFDEFFF DEFNFF DEFFF DEFNFF

Total Sample Quartile 2
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Table 17 The Pecking Order 

The Pecking Order Coefficient (β1) for different levels of Ownership and by Quartiles, Family Firms (FF) Vs. Non-family firms 

(NFF), 2014-2018, Fixed Effects 

 

Ownership

DEFFF DEFNFF
Δ DEFFF DEFNFF

Δ DEFFF DEFNFF
Δ DEFFF DEFNFF

Δ DEFFF DEFNFF
Δ

FF NFF FF NFF FF NFF FF NFF FF NFF

20% 0.991 0.952 0.039 524    1,053 0.980   0.829   0.151 132    330    1.012   0.908   0.104 124    241    0.991   0.925   0.066 135    239    0.973   0.980   0.008-  123 235  

30% 0.991 0.952 0.038 481    1,096 0.980   0.836   0.144 127    335    1.013   0.910   0.104 108    257    0.991   0.926   0.066 122    252    0.973   0.980   0.007-  117 241  

40% 0.996 0.959 0.038 406    1,171 0.945   0.944   0.001 99      363    1.000   0.919   0.081 87      278    0.996   0.919   0.076 108    266    0.971   0.980   0.009-  106 252  

50% 0.997 0.959 0.037 352    1,225 0.945   0.944   0.001 92      370    1.000   0.921   0.079 72      293    0.997   0.921   0.076 90      284    0.968   0.981   0.012-  93   265  

60% 0.991 0.962 0.029 284    1,293 0.930   0.945   0.014- 68      394    1.000   0.923   0.077 60      305    0.992   0.938   0.054 71      303    0.962   0.981   0.019-  81   277  

70% 0.990 0.963 0.027 209    1,368 0.999   0.943   0.056 39      423    1.000   0.923   0.077 49      316    0.991   0.945   0.047 57      317    0.945   0.982   0.036-  62   296  

80% 0.986 0.964 0.022 174    1,403 0.999   0.943   0.056 38      424    -    39      326    0.998   0.941   0.057 46      328    0.945   0.981   0.037-  49   309  

90% 0.998 0.965 0.033 110    1,467 0.997   0.944   0.054 28      434    -    20      345    0.998   0.964   0.034 22      352    0.991   0.979   0.012  40   318  

Mean 0.992 0.960 0.033 0.972   0.916   0.056 1.004   0.917   0.065 0.994   0.935   0.060 0.966   0.981   0.015-  

Min 0.986 0.952 0.022 0.930   0.829   0.014- 1.000   0.908   -    0.991   0.919   0.034 0.945   0.979   0.037-  

Max 0.998 0.965 0.039 0.999   0.945   0.151 1.013   0.923   0.104 0.998   0.964   0.076 0.991   0.982   0.012  

Notes: All regresions are significant at 0.01 (ƿ<0.01). Empty cells due to isufficient data. Δ = DEFFF - DEFNFF.

Complete Sample Quartile 1 Quartile 2 Quartile 3 Quartile 4

Firm-year 

observations

Firm-year 

observations

Firm-year 

observations

Firm-year 

observations

Firm-year 

observations



 

317 
 

Appendix 4 

Table 18 Results of Model 2 

Results of Model 2 (D1 = 1, Family firm; D1 = 0, Non-family firm), Quartiles 

 

 

Ownership

Constant Family Firm 

(FF)

DEF FF * DEF
R

2 Constant Family Firm 

(FF)

DEF FF * DEF Constant Family 

Firm (FF)

DEF FF * DEF Constant Family Firm 

(FF)

DEF FF * DEF Constant Family Firm 

(FF)

DEF FF * DEF

20% -0.005 0.0029874*** 0.9504121* 0.0264958** 0.9461 -0.005 0.0036536*** 0.8223278* 0.1512699* -0.005 0.004438* 0.913599*** 0.074416*** -0.005 0.004886** 0.966361* 0.035241*** -0.005 -0.001381*** 0.9760207* -0.0033624***

30% 0.005 0.0027641*** 0.9507904* 0.0256851** 0.9461 0.005 0.0035614*** 0.8279807* 0.1454063* 0.005 0.003573* 0.914911*** 0.071873*** 0.005 0.004883** 0.966854* 0.035182*** 0.005 -0.0011226*** 0.9760874* -0.0038556***

40% -0.006 0.0051092* 0.9538142* 0.0302519** 0.9462 -0.006 0.0058635*** 0.9216978* 0.058926* -0.006 0.00570** 0.916501*** 0.079078* -0.006 0.009667* 0.96223* 0.056639** -0.006 -0.0014345*** 0.9762435* -0.0049824***

50% -0.005 0.0048774* 0.9547898* 0.0278155*** 0.9462 -0.005 0.0056164*** 0.9217739* 0.058461* -0.005 0.005270* 0.917952*** 0.077206* -0.005 0.010491* 0.962886* 0.058122** -0.005 0.0104915* 0.9628866* 0.0581229*

Constant D1 DEF D1 * DEF R
2 Constant D1 DEF D1 * DEF Constant D1 DEF D1 * DEF Constant D1 DEF D1 * DEF Constant D1 DEF D1 * DEF

20% -0.0053 0.0031*** 0.9507* 0.0288** 0.9461 -0.0053 0.0036*** 0.8223* 0.1512* -0.0053 0.004017** 0.913532* 0.075538*** -0.0053 0.004886** 0.966361*** 0.035241* -0.0053 -0.001540*** 0.976242* -0.003462***

30% -0.0051 0.0029*** 0.9510* 0.0281** 0.9461 -0.0051 0.0035*** 0.8279* 0.1454* -0.0051 0.003101** 0.91497* 0.073192*** -0.0051 0.004883** 0.966854*** 0.035182* -0.0051 -0.001294*** 0.976306* -0.00392***

40% -0.0055 0.0052* 0.9546* 0.0315** 0.9462 -0.0055 0.0058*** 0.9216* 0.0589*** -0.0055 0.005650* 0.917346* 0.07824* -0.0055 0.009667*** 0.962239*** 0.056639** -0.0055 -0.001612*** 0.976463* -0.005059***

50% -0.0053 0.005** 0.9556* 0.0295** 0.9462 -0.0053 0.005*** 0.9217* 0.0584*** -0.0053 0.00514* 0.918925* 0.076231* -0.0053 0.010491*** 0.962886*** 0.058122** -0.0053 0.010491* 0.962886* 0.058122*

Constant D1 DEF D1 * DEF R
2 Constant D1 DEF D1 * DEF Constant D1 DEF D1 * DEF Constant D1 DEF D1 * DEF Constant D1 DEF D1 * DEF

20% -0.0041 0.951988* 0.038954* 0.9459 -0.0041 0.828943* 0.151239* -0.0041 0.907768* 0.103980** -0.0041 0.924909*** 0.066315* -0.0041 0.980282* -0.007541***

30% -0.0041 0.952399* 0.038467* 0.9459 -0.0041 0.835770* 0.144151* -0.0041 0.909619* 0.103660** -0.0041 0.925517*** 0.065664* -0.0041 0.980243* -0.007150***

40% -0.0040 0.958776* 0.037703** 0.9458 -0.0040 0.944044* 0.001180** -0.0040 0.919334* 0.080621* -0.0040 0.919373*** 0.076397** -0.0040 0.980372* -0.009243***

50% -0.0040 0.959361* 0.03741** 0.9458 -0.0040 0.944062* 0.000858** -0.0040 0.921259* 0.078741* -0.0040 0.921220*** 0.075692** -0.0040 0.921220* 0.075692*

Notes: * Significant at 0.01. ** Significant at 0.05. *** Significant at 0.1.

Ramdon Effects Ramdon Effects Ramdon Effects Ramdon Effects Ramdon Effects

Fixed Effects Fixed Effects Fixed Effects Fixed Effects Fixed Effects

Complete Sample Quartile 1 Quartile 2 Quartile 3 Quartile 4

Ordinary Least Squares Ordinary Least Squares Ordinary Least Squares Ordinary Least Squares Ordinary Least Squares
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Ownership χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value χ2 ƿ-value

20% 3.77 0.152 19.38 0.000 0.23 0.892 0 1.000 0.92 0.631 7.41 0.003 2.86 0.239 0 1.000 1.11 0.573 17.77 0.000

30% 3.9 0.142 19.48 0.000 0.24 0.886 0 1.000 1.02 0.602 7.66 0.003 2.91 0.233 0 1.000 1.06 0.588 17.71 0.000

40% 2.38 0.305 17.6 0.000 2.86 0.239 0 1.000 7.8 0.003 7.8 0.003 4.88 0.087 0 1.000 1.04 0.596 17.81 0.000

50% 2.67 0.263 18.01 0.000 2.85 0.241 0 1.000 0.05 0.974 7.94 0.002 5.04 0.081 0 1.000 5.04 0.081 0 1.000

Hausman Test Breush and Pagan Test Hausman Test Breush and Pagan Test

Complete Sample Quartile 1 Quartile 2 Quartile 3 Quartile 4

Hausman Test Breush and Pagan Test Hausman Test Breush and Pagan Test Hausman Test Breush and Pagan Test
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