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Abstract

This paper aims to study the impact of the distinctive agency and socioemotional features of family firms on
their debt maturity choices using a literature analysis of this topic, still substantially unexplored. Therefore, the
paper examines the relationships between owners and managers; majority and minority shareholders, and family
shareholders and family outsiders; and owners and creditors. The analysis suggests that the propensity of family
businesses to use long-term debt depends on the generation leading the family firm, family blockholders,
motivation for expropriating minority shareholders, family outsiders and their socioemotional orientation. Much
still remains to be empirically studied. One interesting issue to explore further would be the influence of
country-specific factors worldwide, in combination with firm-specific characteristics relating to agency conflicts
and socioemotional wealth, on the debt maturity decisions of family firms, compared to non-family ones. Given
the international importance of family firms, and their widespread presence and activity worldwide, additional
empirical results on this topic may help governments adopt specific policies, that will better support family
businesses, in light of their peculiar and unique economic and non-economic aspects.
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1. Introduction

The literature on the financing decisions of firms has generated two main streams of research, on the one hand,
addressing capital structure, which can be defined as the mix between debt and equity and, on the other, debt
maturity, which is the choice between short- and long-term debt.

If we look at the latter field of study, empirical analysis, albeit more recent, has demonstrated over the last four
decades that agency conflicts between owners and managers (for instance, Rajan & Winton, 1995; Datta,
Iskandar-Datta, & Raman, 2005; Jiraporn & Kitsabunnarat, 2007), majority and minority owners (for example,
La Porta, Lopez-De-Silanes, & Shleifer, 1999; Claessens, Djankov, Fan, & Lang, 2002; Faccio & Lang, 2002;
Dyck & Zingales, 2004) and owners and creditors (e.g., Jensen & Meckling, 1976; Myers, 1977; Barnea, Haugen,
& Senbet, 1980; Barclay & Smith, 1995) have had a considerable impact on the debt maturity structures of firms.
Broadly speaking, agency conflicts between principals and agents and related costs arise from adverse selection
and moral hazard. Adverse selection takes place when the principal selects an agent who is less able, committed,
industrious, or ethical than the principal expected or whose interests are less aligned than the principal originally
believed. Moral hazard, instead, originates from the commission or omission of actions by an agent that are
harmful to the principal (Chrisman, Chua, & Litz, 2004).

When it comes to considering family firms, it can be argued that they show distinctive financial and managerial
structures, since they have concentrated and poorly diversified ownership, longer investment horizons, active
involvement of the family members in the management of their firms, and a specific generation leading the
family firm (the founder or a later generation) (Cheng, 2014). These peculiarities are likely to influence the
magnitude and type of agency conflicts in family firms, which are indeed worth considering and interpreting,
especially with reference to their debt maturity structures.

Further, family firms also exhibit unique non-financial features, related to the entangled nature of family and
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family business and leading to the enhancement of autonomy and control, family cohesiveness, supportiveness
and loyalty, as well as harmony, pride, family name recognition, respect, and status (Zellweger, Nason,
Nordqvist, & Brush, 2011). Interestingly, Gomez-Mejia, Takacs-Haynes, Nufiez-Nickel, Jacobson, and
Moyano-Fuentes (2007) define socioemotional wealth as a set of several non-financial aspects, including identity,
the ability to exercise family influence, and the perpetuation of a family dynasty. In turn, this socioemotional
orientation generates specific governance issues and behavioural differences between family and non-family
firms (Kalm & Gomez-Mejia, 2016), and constitutes a further possible explanation for the proportion of short-
versus long-term debt acquired by family businesses, which can be taken into account together with agency
facets.

Therefore, the distinctive agency and socioemotional dimensions of family firms just mentioned are expected to
influence the debt maturity decisions of family firms. However, there is little financial literature that has
analysed the relationship between debt maturity and family firms (D#az-Diaz, Garcia-Teruel, & Martinez-Solano,
2016), and the connection between socioemotional wealth and debt maturity is virtually absent from the ongoing
debate. Hence, this study contributes to the existing literature by critically analysing the possible relationships
between agency conflicts, socioemotional issues and debt maturity in family firms, in terms of the structure of
their proprietorship and management, and then proposing conceivable paths for future empirical discussion in the
field. The main practical implication is that the results of further empirical research on this topic may lead
governments to adopt specific policy measures, that will better support family firms, considering their peculiar
and unique economic and non-economic characteristics.

This study reviews and comments on the main relevant literature, which has been published mostly in leading
finance journals, and the remainder of this paper is organized as follows. The next section offers a definition of
the family firm, and highlights its financial and non-financial characteristics. The article discusses — from the
point of view of family firms and via studying agency conflicts, socioemotional issues and debt maturity - the
following topics: The relationships between owners and managers; majority and minority shareholders, and
family shareholders and family outsiders; and owners and creditors, in Section Three. Section Four concludes the
article.

2. Family Firms
2.1 The Definition of the Family Firm

Family firms account for a large share of the world economy in many countries in terms of enterprises, gross
domestic product and employment, for example, in Germany (Klein, 2000), The Netherlands (Floren, 1998),
Italy (Corbetta, 1995) and the United States (Astrachan & Shanker, 2003) (Note 1). More than 50% of
enterprises in the European Union are family-owned; in Latin America, they represent between 65% and 90%
per cent of firms, and in the United States, they constitute over 95% of businesses (PricewaterhouseCoopers,
2007). These firms also generate 64% of the gross domestic product in the United States and 75% in most other
countries. Family businesses employ 80% of the United States workforce and 85% of the working population
worldwide. A total of 37% of Fortune 500 companies are family-controlled (Poza, 2007), and overall, family
businesses represent approximately 46% of the Standard and Poor’s (S&P) 1500 index firms (Chen, S., Chen, X.,
& Cheng, 2008).

The importance of family firms around the world has stimulated the research on family business since the late
1980s (Benavides-Velasco, Quintana-Garcia, & Guzman-Parra, 2013), even if those studies on family firms have
become relevant only recently (among others: Rogoff & Heck, 2003; Chrisman, Steier, & Chua, 2008; Milton,
2008; Zahra, Hayton, Neubaum, Dibrell, & Craig, 2008; Chua, Chrisman, & Bergiel, 2009; Debicki, Matherne,
Kellermanns, & Chrisman, 2009; Steier, Chua, & Chrisman, 2009).

Nonetheless, in spite the acknowledged importance of family firms, no precise definition of family firm is
widely accepted. Often family firms are identified on the basis of the percentage of shares owned by the family
that has the control over the business (among others: Barth, Gulbrandsen, & Schane, 2005; Amore, Minichilli, &
Corbetta, 2011) or the presence of a family member in top management or on their Boards (Anderson & Reeb,
2003). A few authors use multiple operational definitions of family firms (for example, Astrachan & Shanker,
2003), while a few others employ scales to consider the different kinds of family participation (Astrachan, Klien,
& Smyrnios, 2002) or utilize family firm typologies (Sharma, 2003). Villalonga and Amit (2010) consider four
possible definitions of family firms, through which they explicitly take into account family involvement, when
these firms are in their second or later generations. Cheng (2014, p. 150) defines a family firm as an enterprise
“in which the founders or descendants of the founding family continue to hold positions in the top management,
serve on the board, or are blockholders”. Other studies examine, in particular, the role of founding family firms
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on investment policy (Anderson, Duru, & Reeb, 2012), firm performance (Anderson & Reeb, 2003) and agency
costs of debt (Anderson, Mansib, & Reeb, 2003).

It is noteworthy as well to stress that the use of a common definition of the family firm has both advantages and
drawbacks. From the first point of view, it permits comparisons of different researches, provides objectivity to
the actual classification of family and allows the results to be more generalizable (Cheng, 2014). Nevertheless, if
we look at the disadvantages, a unique definition of family firm can be ambiguous, as it will not then consider
fundamental distinctions that do exist in different legal and institutional frameworks (Carney, 2005; Dyer, 2006).

As the objective of this paper is analytical, not empirical, it operationalizes the concept of family firm by using
the approach of the World Economic Forum (2013, p. 7), which considers a family firm to be a firm in which ...
the founding family exercises significant influence through its equity ownership, voting control and/or
management ...” and where a family is represented by “A group of individuals related by blood, marriage or
adoption, who have a claim on the family business or other common family assets”. Indeed, to some extent, this
definition is broad enough to encompass the influence of families in the actual management and control of
family firms. In fact, this definition is even broader than those already used in many studies (e.g., Anderson &
Reeb, 2003; Villalonga & Amit, 2006; Ali, Chen, & Radhakrishnan, 2007; Cheng, 2014), and it may include the
involvement of a family member in a firm, as a director, manager, blockholder or just a relative, no matter the
generation being considered.

2.2 The Characteristics of Family Firms

The exclusive characteristics of family firms have motivated considerable research on family firms. Hence, it is
important to discuss their features, which are specifically relevant for this current effort, as mentioned in the
Introduction. From this point of view, these features can be divided into two main groups. The first concerns the
financial aspects of the family firm, and the second addresses the non-financial ones; however, both have
important effects on the debt maturity structures of family firms.

As far as the first group is concerned, first, family owners tend to hold undiversified and concentrated equity
positions in their firms (Ali et al., 2007). This means, on the one hand, that most of their private wealth is
invested in the firm, and, on the other hand, the founders or relatives or descendants are the major shareholders.

Secondly, family members actively manage their firms, either as top executives or directors and this input allows
them to effectively and personally represent their preferences (Cheng, 2014); thus, they have an enormous
influence on the strategies of their firms.

When considering the second group of characteristics, family firms are interested in socioemotional wealth.
Socioemotional wealth is a series of non-financial aspects that family owners derive from their business
(Gomez-Mejia et al., 2007), as previously defined. To preserve and enhance that socioemotional wealth, families
must maintain control and influence over the firm’s operations and ownership, pass on the business to future
generations, and also sustain the family’s image and reputation (Naldi, Cennamo, Corbetta, & Gomez-Mejia,
2013).

3. Agency Conflicts, Socioemotional Wealth, and Debt Maturity

3.1 The Relationships between Owners and Managers in Family Firms: Agency Conflicts, Socioemotional
Wealth, and Debt Maturity

The agency conflicts between owners and managers (Berle & Means, 1932; Jensen & Meckling, 1976), i.e., the
so-called “Agency Problem I (Villalonga & Amit, 2006), arise from the separation of ownership from control
(Fama & Jensen 1983a) when there is divergence of interests between owners and managers, so that the latter, as
shareholder agents, may be tempted to undertake behaviours that favour only them, rather than creating
shareholder wealth. This circumstance may happen through various activities. For example, opportunistic
managers can “build empires”, by causing the firm to grow beyond its optimal size or maintaining unutilized
resources, so as to increase their personal utility from status, power, compensation and prestige (Chen, Lu, &
Sougiannis, 2012). Secondly, managers can strive for diversification by investing in projects with negative net
present values or decrease the firm’s outstanding debt (Friend & Lang, 1988) to reduce their undiversifiable
employment risk (Amihud & Lev, 1981). Another opportunistic behaviour is entrenching investment, i.e.,
managers can entrench themselves by making manager-specific investments, which then make it expensive for
shareholders to replace them (Shleifer & Vishny, 1989). Further, according to some researchers, anti-takeover
provisions allow selfish managers to protect themselves from the disciplinary role of the market for corporate
control, thus worsening agency conflicts between them and the stockholders (Straska & Waller, 2014).

Agency conflicts between owners and managers are likely to be greater when proprietorship is dispersed among
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several shareholders, so managers can more easily exploit the information asymmetries, existing between them
and the owners. These conflicts are eliminated when a firm is managed by a single owner (Fama & Jensen,
1983h). Accordingly, the presence of blockholders limits managerial opportunism, as large shareholders have a
strong incentive to commit themselves to control activities (Shleifer & Vishny, 1986; McConnell & Servaes,
1990). In fact, large shareholders’ returns on their shares is larger than the monitoring cost on managers (Shleifer
& Vishny, 1986). Moreover, sometimes, blockholders are institutional shareholders, which have excellent
competences, allowing them to better monitor managers when compared to minority shareholders (Sun, Ding,
Guo, & Li, 2016).

Further still, the conflicts in question tend to decrease when managerial shareholding increases, as this leads to
an alignment of the interests of managers and shareholders (Jensen & Meckling, 1976). However, in the opinion
of some authors (Brailsford, Oliver, & Pua, 2002; Florackis & Ozkan, 2009; Sun et al., 2016), this alignment of
interests holds true only up to a certain level of managerial ownership, as it disappears when managerial
shareholding is high, because managers wish to avoid considerable debt, thereby increasing their own
undiversifiable employment risk (Amihud & Lev, 1981), even if doing so implies foregoing positive-NPV
investment projects.

Another way to hinder selfish managerial behaviours is to reduce free cash flow, which can be inefficiently
employed by managers to the detriment of shareholders (managerial overinvestment or free cash flow problem)
(Lopez-Gracia & Mestre-Barbera, 2015). This reduction can be obtained through increasing leverage (Jensen,
1986). Managers can also be further disciplined by decreasing debt maturity, since their behaviour is externally
controlled by creditors, through frequent debt roll-overs (Stulz, 2000).

It could be argued that family firms should not need specific incentive mechanisms, and neither should they need
disincentive mechanisms to reconcile managerial interests with those of proprietors, since as contended by some
researchers, family firms should not be affected by major agency conflicts between owners and managers
(Becker, 1974; Eisenhardt, 1989; Daily & Dollinger, 1992). This issue can be further explicated as follows.

First, as described by Chrisman et al. (2004), agency costs between managers and shareholders occur when the
former take care of their own interests at the expense of the latter. However, family firms try also to achieve
noneconomic objectives, and to the extent that managers pursue them, for example, by providing jobs for their
less able members, actually there are no agency costs. Furthermore, family members are likely to create a Board
of Directors that will support the family preferences and thus make decisions that satisfy their socioemotional
needs (Gomez-Mejia, Cruz, Berrone, & De Castro, 2011). Sometimes, investors may believe that a family firm
has governance problems because of its strong orientation to socioemotional wealth. Therefore, listed family
firms may actually appoint outside directors to signal both their own quality and legitimacy (Kalm &
Gomez-Meji, 2016) and further to be able to raise riskier, namely, long-term debt, to finance long-term
investments.

Secondly, agency costs between managers and owners are, however, insignificant in most family firms, owing to
the family block ownership. In fact, large family shareholders have a strong motivation to effectively monitor all
managers (Shleifer & Vishny, 1986), due to their undiversified portfolios, concentrated ownership, and firm
survival concern (Cheng, 2014). Therefore, they can then ease takeover efforts, remove managers who fail to
maximize their wealth and obtain more precise information on managerial performance (Chahine, 2007).
Specifically, in the case of founding-family firms, these possibilities and incentives are expected to be significant,
since usually family members have invested most of their private wealth into a company that is generally not
well diversified; they also are on the Board of Directors and they may have firm- and market-specific knowledge
that improves their capability to closely and properly monitor the managers (Andres, 2008). These better
incentive mechanisms can lead to fewer agency costs between owners and managers, so that these family
businesses may avoid frequent debt renewals, since they do not need them as a control tool over managers, and
thus they may utilize debt with longer maturities.

However, according to Schulze, Lubatkin, Dino and Buchholtz (2001), the agency costs in question can be high
in family firms when there is private ownership, because, first of all, this kind of ownership reduces external
governance mechanisms, and secondly, the efforts to maximize one’s welfare can cause individuals to act in a
way that does not develop a common well-being.

Interestingly, Blanco-Mazagatos, de Quevedo-Puente and Castrillo (2007) introduced a dynamic view of the
agency conflicts between owners and managers in family businesses. In fact, they contend that, in
first-generation family firms, these agency conflicts are low because, on the one hand, there is a coincidence
between ownership and management, and on the other hand, the relationships within a nuclear family are closed,
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strong, and characterized by altruism. However, as time passes, and the successors take their place in the
business, the agency conflicts in question tend to grow. In fact, ownership and management become more
dispersed, which increases the likelihood of information asymmetries and the occasion for the opportunistic
behaviour of managers. Since short-term debt gives lenders the flexibility to effectively monitor managers with
minimum effort (Rajan & Winton, 1995), reducing debt maturity is also an effective way to minimize the agency
conflicts between owners and managers, as previously illustrated (Stulz, 2000). Therefore, selfish managers will
prefer long-term debt to avoid the potential discipline of external monitoring (Datta, Iskandar-Datta, & Raman,
2005). Consequently, when the conflicts of interests between managers and shareholders are considerable, that is,
when a family firm is older, managers will prefer longer debt maturity (Domenichelli, 2015).

3.2 The Relationships between Majority and Minority Shareholders, and between Family Shareholders and
Family Outsiders in Family Firms: Agency Conflicts, Socioemotional Wealth, and Debt Maturity

The agency conflicts that occur between different types of shareholders primarily refer to those between the
controlling owners (agents) and non-controlling owners (principals), labelled as “Agency Problem II”
(Villalonga & Amit, 2006), which in family businesses, is likely to overshadow “Agency Problem I” (Villalonga,
Amit, Trujillo, & Guzman, 2015) earlier examined here. However, the valuation premium associated with family
firms, as shown by numerous studies (among others, Anderson & Reeb, 2003; Villalonga & Amit, 2006; Andres,
2008), demonstrates that the benefit of the reduction in “Agency Problem I” is greater than the higher costs
related to “Agency Problem II”.

Agency Problem Il emerges as large family shareholders can expropriate minority shareholders through
excessive compensation, related-party transactions, special dividends, and financial transactions that damage the
interests of minorities (Johnson, La Porta, Lopez-De-Sinales, & Shleifer, 2000; Burkart, Panunzi, & Shleifer,
2003; Anderson & Reeb, 2003). This possibility derives from the divergence between voting rights and
cash-flow rights, allowing family controlling shareholders to bear little of the wealth consequences of decisions
they have made as controllers (Bebchuk, Kraakman, & Triantis, 2000). This divergence can be achieved through
dual-class shares, pyramids and cross shareholdings (Villalonga et al., 2015), as well as disproportionate Board
representation and voting agreements between the controlling family and non-family shareholders (Villalonga &
Amit, 2009). Hence, large shareholders may avoid using their personal financial resources, in order to enhance
wealth expropriation from minorities, and employ long-term debt to strengthen their own control. Coherently,
Shyu and Lee (2009) found a negative relationship between excess control rights and short-term debt for listed
family firms, a finding that suggests that the discrepancy between control rights and cash flow rights offers an
opportunity for the controlling shareholders, in family firms, to expropriate wealth from their minority
shareholders.

Nonetheless, family controlling shareholders have a lower motivation for expropriating minority shareholders,
owing to their concerns with the firm’s long-term survival and its reputation (Anderson, Mansib, & Reeb, 2003;
Croci, Doukas, & Gonenc, 2011). This can be explained by the issue of socioemotional wealth, which implies
passing on the business to future generations and supporting the family image and name. Therefore, even if the
presence of pyramid structures decreases debt maturity, this effect is lower for family firms (Diaz-Dfaz et al.,
2016). Interestingly, although large non-controlling shareholders may protect minority shareholders from wealth
extraction, sometimes these shareholders may instead choose to collude with the controlling shareholder, if it is
in their mutual interest (Cai, Hillier, & Wang, 2016); thus, the existence of a second largest family shareholder,
in a family-owned firm, reduces the access to long-term debt (Diaz-Diaz et al., 2016).

Another important issue, as defined more recently by Villalonga et al. (2015) “Agency Problem IV”, refers to the
conflicts of interest between family shareholders (agents) and family outsiders (superprincipal), that is, between
the family shareholders and the family at large (non-shareholders, non-Board members and non-managers). Like
any other agency conflict, this one arises from the divergence of goals of principal and agent. Indeed, family
shareholders, as part of the family, probably share some or all their principals’ objectives, such as protecting and
enhancing the family’s legacy, reputation, values, unity, culture, vision and harmony; procuring employment for
family members; protecting the environment; and helping the community (Villalonga et al., 2015). Specifically, a
major motivation of owners is to preserve their socioemotional wealth, and they may take less efficient or
higher-risk decisions to achieve this desired result (Kalm & Gomez-Mejia, 2016). As the family’s desire to avoid
socioemotional losses is considerable, this objective influences the long-term performance of family firms and
may be the reason why the empirical research has shown mixed results on the effects of family ownership on
firm performance (Anderson & Reeb, 2003; Villalonga & Amit, 2006; Barontini & Caprio, 2006;
Sacristan-Navarro, Gémez-Anson, & Cabeza-Garcia, 2011).
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Nevertheless, family shareholders may instead have certain objectives that may diverge from those of the family
outsiders, and specifically concern some financial aspects of the business, such as maximizing financial returns,
increasing distributions, and having liquidity or even exit options (Villalonga et al., 2015). Consequently, when
there is an “Agency Problem IV” and weak or absent discipline role of the market for corporate control — thus
forcing family firms to maximize wealth creation -, family shareholders may wish to decrease the debt maturity
to signal to creditors their personal more credible commitment to value creation. In fact, frequent renewals imply
recurrent control by lenders and thus a higher risk of financial distress, since some debts may not be rolled over.

3.3 The Relationships between Owners and Creditors in Family Firms: Agency Conflicts, Socioemotional Wealth,
and Debt Maturity

If we look at the agency conflicts between owners (agents) and creditors (principals), the so-called “Agency
Problem III”, (Villalonga et al., 2015), Jensen and Meckling (1976) assert that outstanding debt contracts may
create incentives to overinvest to the detriment of the lenders. Specifically, shareholders of a leveraged firm have
incentives to substitute low-risk investments for high-risk ventures; this change in strategy causes a risk shifting
problem, but it may enable owners to increase their wealth at the expense of their creditors (Lopez-Grazia &
Mestre-Barberd, 2015). Further, Myers (1977) studied the underinvestment problem, which occurs when
shareholders pass up valuable investment opportunities because profits from these investments would benefit
mainly or only the creditors. Anticipating the possibility of these opportunistic behaviours, creditors will require
high returns and thus increase the firm’s debt financing costs (Villalonga et al., 2015).

Dang and Phan (2016) quote Myers (1977), Barnea et al. (1980), and Childs, Mauerb and Steven (2005) to
contend that the choice of short-term debt both alleviates the agency problems of underinvestment and those of
overinvestment. As these problems increase when firms have significant growth opportunities, Barclay and
Smith (1995) found that firms that have more growth options in their investment opportunity sets employ a
larger proportion of short-term debt. Chen, Ho and Yeo (1999) documented a negative relationship between debt
maturity and growth opportunities. Additionally, Stephan, Talaverab and Andriy (2011) found that unconstrained
firms with greater opportunities use less long-term debt. Moreover, as indicated by Pour and Lasfer (2014),
long-term debt maturity structures will significantly intensify the agency conflicts between creditors and
shareholders, especially when the refinancing risk is considerable owing to rollover losses (Almeida, Campello,
Laranjeira, & Weisbenner, 2011; Li, 2012).

However, Villalonga et al. (2015) argue that the divergence of interests between shareholders and creditors is less
grave in family firms than in non-family ones, because, as Anderson et al. (2003) indicate, the family
shareholders’ objectives of ensuring the long-term survival of the firm, preserving the family’s reputation,
keeping the firm in the family, along with the undiversified character of their investment, tend to encourage
family firms to maximize firm value as a whole, rather than simply focusing on shareholder value. Coherently,
Croci et al. (2011) contend that family shareholders will have an incentive to avoid risky investments, as most of
their wealth is invested in the family firm. The authors also observe that this risk aversion is perceived by the
credit markets, which mitigates owner-lender agency conflicts and makes long-term debt cheaper. For this reason,
family firms will use more long-term debt than non-family ones. Therefore, thanks to the scarce presence of
conflicts of interest between shareholders and creditors, family businesses can acquire long-term debt to finance
long-term growth opportunities (Domenichelli, 2015). In line with this reasoning, Croci et al. (2011) also found
that founder-run firms, where the magnitude of control is more noticeable, are considered to be less risky, and
creditors are, therefore, willing to lend them long-term financial resources at more favourable terms.

4, Conclusions

The purpose of this article was to analyse and comment on the role of agency conflicts and the socioemotional
orientation of family firms for their debt maturity structures. This issue was considered in light of the different
relationships that are possible between groups of stakeholders, as described and studied by the corporate finance
literature, namely, those between owners and managers; majority and minority shareholders, and family
shareholders and family outsiders; and owners and creditors.

In the context of both socioemotional wealth and the owner-manager linkage, family firms may appear to be
oriented toward certain aspects that are, at least to some extent, contrary to the achievement of value creation,
e.g., the appointment of family members without proper impartial selection, so listed family businesses may need
to signal their quality and validity to their lenders, that can thus provide, more easily, riskier long-term debt. This
issue is worth investigating further to assess, for example, the relationship between independent and professional
directors and managers and the debt maturity structure of family businesses, as well as the cost of debt capital.
From an agency point of view, the conflict in question is alleviated thanks to large family shareholders’ greater
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possibilities and incentives to monitor managers, which can lead to less frequent debt renewals. However,
agency conflicts between owners and managers can be high in family firms when there is private ownership,
thereby reducing external governance mechanisms. Moreover, whereas in first-generation family firms these
agency conflicts are insignificant owing to the coincidence of ownership and management, in later-generation
family businesses, where ownership and management become more dispersed, the agency conflicts between
owners and managers grow. As a result, selfish managers prefer long-term debt so as to avoid the potential
discipline of external monitoring.

If we look at the agency conflicts between majority family shareholders and minority shareholders, which are
likely to be considerable in family firms, long-term debt may be used to limit the employment of personal
resources for controlling shareholders and to consolidate their excess control rights. However, majority family
shareholders show a lower motivation for expropriating minority shareholders, because of their socioemotional
orientation which incentivizes them to pass on the business to their heirs and sustain the family reputation and
image. When it comes to considering the relationship between family shareholders and family outsiders, the
former may wish to raise significant amounts of short-term debt to signal to current and potential creditors -
especially in the absence of or given a weak discipline role of the market for corporate control - that their
objective is not, or at least not only, the enhancement of the socioemotional wealth of their business, but rather
the achieving of value generation.

Lastly, this examination concentrated on the relationships between creditors and owners, wherein there is room
for the latter to engage themselves in activities, such as overinvestment or underinvestment in the presence of
outstanding debt contracts, which can favour them to the detriment of the lenders. However, family firms are
little influenced by the opportunistic behaviour of their owners, since their socioemotional orientation, together
with the undiversified nature of their investments promote the long-term survival of the firm, the preservation of
the family’s reputation, and full perpetuation of family control. In turn, these goals make it possible for family
firms to acquire substantially cheaper long-term debt to finance their long-term investments.

Based on the analysis of the relevant literature on the topic, even the most recent contributions, much still
remains to be empirically studied. One interesting issue to explore further would be if and to what extent the
influence of country-specific factors worldwide, in combination with firm-specific characteristics relating to
agency conflicts and socioemotional wealth, can further explain the debt maturity decisions in family firms,
compared to non-family firms. Highly reliable and perhaps even unique datasets should be preferably employed
to adequately address these issues. In fact, comprehensive information on the ownership structures is needed
(concerning, for example, family versus non-family managers and directors; the characteristics of blockholder
ownership; a family generation leading the company; ultimate shareholders for pyramid structures). Therefore,
further investigation in this field will have to possibly use these kinds of data, as their lack can lead to
incomplete or misleading interpretations and prevent the most useful comparisons and validations.

Finally, additional results in this field can indeed shed new light on those specific country-related factors that
may either expand or limit the development of family firms. This issue is a crucial one to examine because
family-controlled businesses are a major source of value creation and social cohesion, given their widespread
presence and activity worldwide, as previously described in this paper. In turn, this suggested analysis may lead
governments to adopt specific policy measures, that will better support family businesses, in light of their
peculiar and unique economic and non-economic aspects.
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Notes

Note 1. For further international data and comparisons concerning family businesses belonging to about 25
countries, see International Family Enterprise Research Academy (IFERA) (2003).
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