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performance

Abstract 

The authors study the effect on performance of family endowment on the business from the perspective of 

socioemotional wealth (SEW), i.e. the stock of affect-related value which the family attaches to the business. The 

researchers analyze the impact of ownership and board characteristics on profitability, taking into account the possible 

moderating factors of the family generational stage, firm size, qualified presence of non-family shareholders and firm 

risk. The authors analyze 2,884 medium-large Italian private firms comparing 1,944 family and 940 non-family firms 

using correlation and pooling GLS regressions during 2001-2010. 

It is shown that in the first generational stage family firms outperform non-family businesses. A family CEO, together 

with a board including numerous family members, positively affects performance in the first generational stage, but the 

effect is reversed in the later generational stages.  

The findings suggest developing by further research the relationship between performance and the emotional links 

among family members belonging to a nuclear family or to family branches. Moreover it would be advisable to check 

our findings by a cross-national study, in order to test how institutional and cultural context may affect SEW and 

performance. The study suggests that family businesses must be able to adapt firm management and the structure of the 

board, taking into account the moderating effects that these conditions have on SEW and performance. 

Keywords: socioemotional wealth, family endowment, performance, firm generational stage. 

JEL Classification: G32. 

Introduction1

Family firms are a common organizational structure 
all over the world. In Italy, France and Germany the 
percentage of family businesses is more than 60% 
(Faccio & Lang, 2002). Many studies have dealt 
with the performance of these organizations, 
focusing mostly on listed firms (Allouche et al., 
2008; Anderson & Reeb, 2003; Simoes Viera, 2014; 
Villalonga & Amit, 2006). The availability of 
private firms’ data is limited and is an obstacle for 
research development in this area. Our study focuses 
on medium-large unlisted firms comparing the 
performance of family and non-family businesses. 
The characteristics of medium-large firms allow a 
comparison with the results of empirical studies on 
listed companies. The studies on family firms’ 
performance provide mixed results because of the 
different family firm definition assumed, based on 
different ownership thresholds, on management, or 
on combinations of ownership and management. 
Family firms represent a complex world with 
different models of governance and management, 
which affect performance differently. We study, 
from a Socioemotional wealth (SEW) perspective, 
the effect on performance of family endowment in 
the business, analyzing ownership and board 
characteristics that shape the SEW. The concept of 
socioemotional wealth, or “affective endowments”, 
refers to the utilities family owners derive from the 
non-economic aspects of the business, such as 
identity, the ability to exercise family influence, and 
the preservation of the family dynasty and values 

                                                     
 Pietro Gottardo, Anna Maria Moisello, 2015. 

(Gomez-Mejia et al., 2007). The intensity of the 
SEW is proxied by Berrone (2012): family and 
management ownership, ownership dispersion, 
family CEO, presence of multiple family members 
on the board and weight of the non-executive 
members on the board. We take into account the 
possible moderating factors of SEW highlighted by 
literature (Gomez-Mejia et al., 2011), i.e. family 
generational stage, firm size, qualified presence of 
non-family shareholders and firm risk.  

Previous studies analyzed the effect of some board 

characteristics on performance, and considered the 

effect of CEO provenance (Barontini & Caprio, 

2006) neglecting the impact of other dimensions. 

Our findings show that family and non-family firms 

present lower profitability levels in the first 25 years 

(first generational stage) of their life. Family 

outperform non-family firms, this is statistically and 

economically significant in the first 25 years when 

SEW is high. We show that both a family CEO and 

the presence of multiple family members on the 

board positively affect performance but, when the 

later generational stage intervenes, moderating the 

SEW, the effect becomes negative. We contribute in 

developing knowledge on private firms and to the 

family business literature, testing the effect of SEW 

on firm performance and addressing the issue of the 

evolution of SEW over a firm’s generational stages.  

To our knowledge, this is the first paper 
documenting that, for private firms, there is not an 
inverted U-shaped relationship between family 
ownership and performance as we find a growing 
non-linear monotonic relationship.  
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1. Theoretical background  

1.1. Literature review. The separation of 

ownership and control causes conflicts of interest 

and asymmetric information between owners and 

managers (Fama & Jensen, 1983). Personal 

ownership involvement aligns the interests of 

owners and managers so agency costs are 

minimized in family-controlled firms (Schulze et al., 

2003). Family firms’ agency costs are not negative 

but generally lower than they are in non-family 

firms (Chrisman et al., 2005). Several papers 

analyzed family firms behavior and performance by 

referring to agency theory (Le Breton-Miller et al., 

2011; Schulze et al., 2001; Villalonga & Amit, 

2006), but this theoretical framework does not fully 

explain the complexity and variety of behaviors 

among the family firms.

Gomez-Mejia et al. (2007), building on the 

behavioral agency theory (Wiseman & Gomez-

Mejia, 1998) developed a general “SEW model” to 

explain family firms’ particularities. According to 

the behavioral agency theory, decision makers’ act 

in order to avoid losses; family businesses’ behavior 

is influenced by the family members’ affective or 

emotional commitment in the firm, as a stock of 

affective values that the family derives from its 

controlling position. Family owners derive utility 

from exercising authority, acting altruistically 

regarding family members and preserving the family 

firm’s social capital (Arregle et al., 2007). The SEW 

consists of multiple dimensions: family control and 

influence, identification of family members with the 

firm, family social ties, emotional attachment 

between the family and the firm and between family 

members involved in the firm (Berrone et al., 2012). 

Therefore the identity of the family members is 

closely tied to the business and the preservation of 

family owners’ SEW becomes an end in itself, 

guiding firm behavior (Gomez Mejia et al., 2011) by 

influencing corporate governance, management, 

strategies, and approach towards risk (Berrone et al., 

2010; Gomez Mejia et al., 2007; Gomez-Mejia et 

al., 2010). The preservation of the SEW implies the 

pursuit of instrumental objectives which may be 

summarized in the following:  

keeping control and influence over the business;

perpetuating the family dynasty through the 

business;

preserving family reputation and image.  

Sustaining family business reputation (Berrone et 

al., 2010) and perpetuating the family dynasty 

(Sirmon & Hitt, 2003) would benefit financial 

performance, as they imply a long-term investment 

horizon. 

The desire to preserve and increase the family’s 

SEW, through control of the business, drives major 

managerial choices. If SEW is threatened, the 

family would make choices in order to avoid SEW 

losses, despite economic efficiency considerations, 

and run the risk of financial losses.

The empirical literature on family firms’ 

performance presents mixed results. Some studies 

on listed firms find that family firms perform better 

than non-family firms (Anderson and Reeb, 2003a; 

Simoes Vieira, 2014) but international research 

confirms this evidence only when the founder is 

alive and shows that firms with a descendant family 

CEO and non-family firms are not statistically 

distinguishable (Barontini and Caprio, 2006). 

Empirical studies analyze the effect of the CEO 

characteristics – belonging or not to the family, 

founder or descendent – on firm performance 

finding that the owner-manager conflict in non-

family firms is more costly than the conflict 

between family and non-family shareholders but the 

contrary holds true in the case of a descendent-CEO 

(Villalonga & Amit, 2006). Moreover the literature 

shows that heirs may be worse managers than 

outside CEOs (Bennedsen & Nielsen, 2010) and that 

family control influences profitability but family 

ownership has no significant effect (Sacristán-

Navarro et al., 2006). However some studies show 

that widely-held corporations outperform heirs and 

founder-led family firms (Morck et al., 1988). 

Some authors point out that this contrasting 

evidence is affected by the different definition of 

family firms that these studies apply (Allouche et 

al., 2008; Maury 2006; Miller et al., 2012). The 

multiplicity of definitions is related to the 

heterogeneity among the family firms, as they have 

different models of governance and management, 

and the family’s socioemotional endowment can 

have different intensities and affect the performance 

differently. 

1.2. Hypothesis development. Families’ most 

important objective is the preservation of the 

affective endowment in the firm, thus performance 

itself is an instrumental objective to the maintenance 

of SEW. Family control and influence in the firm is 

a key dimension of SEW (Berrone et al., 2012; 

Gomez-Mejia et al., 2007) and the empirical 

evidence shows that families avoid opening up the 

capital to outside investors (Sirmon & Hitt, 2003). 

Further, while being risk-averse, they prefer debt 

financing to protect their control. Positive 

performance is a source of cash flow for the firm 

and allows it to finance activities without recourse 

to external sources. Moreover, profitability ensures 

the business’s perpetuation for future family 
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members and the “renewal of family bonds to the 

firm through dynastic succession” (Berrone et al., 

2012, p. 259). So, we expect family firms to pursue 

profitability in order to preserve SEW, 

outperforming non-family businesses.  

H1. The extent to which family firms outperform 

non-family firms depends on the SEW intensity.  

Family ownership is an indicator of SEW (Berrone 

et al., 2012). As family ownership increases the 

sense of identity and the ability to exercise family 

influence grow and, at the same time, the risk of 

losing control is reduced: the motivation to preserve 

SEW increases but the risk of losses of SEW 

decreases. We therefore expect the performance to 

grow with an increase of family ownership, but less 

than proportionally. 

Empirical literature supports the hypothesis that 
performance is an increasing function of managerial 
ownership (Mikkelson & Partch, 1997; Morck et al., 
1988) but some studies suggest that this relation can 
be non-monotonic. Large concentrated shareholders 
may benefit more from pursuing objectives such as 
firm growth or expropriating wealth from the 
company through excessive compensation, related-
party transactions, or special dividends, than from 
increasing shareholder value. Studies on US listed 
firms show a reversed U-shaped relationship 
between family ownership and performance 
(Anderson & Reeb, 2003). Listed firms can rely on 
a set of equity-related instruments that make 
possible the presence of atomistic shareholders, who 
have no ties whatsoever with the controlling family. 
These instruments are closed to private companies 
for their characteristics in terms of regulation and 
visibility, and minority shareholders are part of the 
network of contacts of the family.  

Family social ties is the third dimension of SEW 
and the family businesses “proactively engage more 
primary, internal stakeholders as a way to strengthen 
relational trust, and gain endorsement over the 
firm’s direction and management” (Cennamo et al., 
2012, p. 1155). Family owners tend to attach a 
higher value to social legitimacy that they feel more 
sensitive to negative assessments by outsiders and 
they attach a lot of importance to how they are 
judged by others (Berrone et al., 2010). Therefore, 
we do not expect a significant depressive effect on 
private firms’ performance due to the exploitation of 
minorities.

H2. Private firms’ performance is an increasingly 

non-linear monotonic function of family ownership. 

Empirical studies show that family involvement in 
management creates stronger ties between the 
family and the business. These results in an 

increased effort to preserve SEW (Gomez-Mejia et 
al., 2007). Literature suggests that the family’s 
constant presence in the firm produces notable 
effects on its reputation and that this, in turn, 
incentivizes family managers to improve perfor-
mance (Anderson et al., 2003). Moreover, the 
empirical evidence on listed firms shows that family 
CEOs have a positive effect on performance 
(Anderson & Reeb, 2003; Chu, 2011; Maury, 2005). 

H3. Family involvement in private firms active 

management has a positive effect on performance. 

When multiple family members are involved in 

active management their career opportunities, 

influence, social ties, and emotions are connected to 

the company and the family identification with the 

firm increases. This gives them a greater incentive 

to act in order to keep the business alive for a long 

time as a source of SEW. So, we would expect 

better performances in cases where “multiple family 

members” are on a given firm’s board. On the other 

hand, differences in the evolution stages of family 

firms can influence the SEW priorities of owners 

and managers: the emphasis on preserving SEW  

fades with the passing of generations (Gomez-Mejia 

et al., 2011) because family branches emerge, 

weakening family ties and identification with the 

firm (Le Breton-Miller & Miller, 2013).  

According to the taxonomy proposed by Gersick et 

al. (1997), when the family firm enters the sibling-

partnership stage, the family members who sit on 

the board belong to different nuclear families and, 

as each of them must first satisfy the needs of her or 

his own family, they tend to pursue parochial 

interests (Corbetta & Salvato, 2004). The goals of 

individuals no longer coincide with those of the 

family unit; the alignment of the goals of the family 

members is rare and, when it occurs, is transient. 

Family stage has a moderating effect on SEW, and 

while, in the first generation, the presence of 

multiple family members indicates a major 

commitment of the family in the business, in the 

generations which follow it is an indicator of family 

fragmentation. 

H4a. The presence of multiple family members in the 

first generation is positively related to performance. 

H4b. The presence of multiple family members in 

the next generations is negatively related to 

performance. 

2. Empirical research 

2.1. Sample. This paper analyzes 2,884 medium-

large Italian private firms and 19,978 firm-year 

observations, covering the period 2001-2010. The 

dataset was extracted from AIDA (Bureau van 
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Dijk), which is the most complete and reliable 

financial information source about Italian private 

companies. Our sample covers the population of 

private non-financial firms with the following 

characteristics: active in the year 2010 in the form 

of a limited company, and with revenues of over 

€70 million in at least one year1. We completed the 

database by entering the data on ownership and 

governance using public filings from the Italian 

Chamber of Commerce Register. 

We use a broad definition of ‘family firm’ in order 

to highlight the effects of SEW on performance 

depending on the degree of family involvement in 

the business, ranging from the control of proprietary 

rights to the direct management of the firm and the 

presence of numerous family members on the board. 

Following Minichilli et al. (2010, p. 212), we define 

family control as the power to appoint the board of 

directors, both directly or through financial 

holdings. We assume a threshold of 50% of voting 

rights as the ownership structure of privately-held 

firms, especially in Italy, is very concentrated and 

presents a limited numbers of shareholders with 

large blockholdings. Based on this definition, our 

sample consists of 1,944 family and 940 non-family 

firms.  

2.2. Variables. We use as dependent variables two 

measures of return on assets: ROAEBIT – net 

operating income before extraordinary and financial 

items scaled by the book value of total assets – and 

ROANet Income – net income scaled by total assets. The 

empirical literature commonly uses ROA to test 

family and CEO effect on performance (Miller et 

al., 2012; Anderson & Reeb, 2003; Barontini & 

Caprio, 2006).  

As independent variables, we use some indicators 

related to the SEW dimensions: family ownership 

(FamOwn), management ownership (MgtOwn), and 

two dummy variables: family CEO (DFamCEO) and 

the presence of multiple family members on the 

board (DmultiFM). We also use, as independent 

variables, the possible SEW moderators found in the 

literature (Gomez-Mejia et al., 2011): firm 

generational stage, firm size, the qualified presence 

of non-family shareholders and firm risk. In order to 

highlight family generational stage, in line with 

Blanco-Mazagatos et al. (2007), we create a dummy 

variable (Dage) distinguishing firms less than twenty-

five years old (first generation businesses) from the 

other firms. This is an arbitrary cut off but it is 

around the time that second generation siblings 

begin to enter the business (Xi et al., 2013). We 

                                                     
1 The threshold on revenues ensures the availability of the basic balance 

sheet items, management and Board information to carry out our 

analysis. 

measure firm size by the natural log of assets (Size). 

As an indicator of qualified presence of non-family 

shareholders, we use a dummy variable (Outsiders) 

which identifies the firms in which outsiders hold 

more than 20% of the voting rights. This cut off 

corresponds to the percentage of rights laid down by 

Italian legislation at which liability action against 

the CEO can be undertaken. As a proxy of firm risk 

we use the operational leverage degree (OpLev) 

measured as the EBITDA divided by EBIT. 

We also control for the year and industry effect 

using dummy variables – Dyear and Dindustry – for 

other governance-related variables, i.e. the weight of 

non-executive members on the board (NonExec), 

ownership dispersion (OwnDisp), CEO age 

(CEOAge), and some accounting variables: 

Liquidity (Liqt-1):
1

1

t

t

AssetsTotal

AssetsLiquid
;

Growth:

1tSales

Sales
 – 1;

Leverage (Lev): AssetsTotal

DebtsFinancial
;

Firm market share (MktShare) determined 

matching firms to industries: 
i

N

i

i

Sales

Sales

1
;

Capital turnover (CapTurn): EmployedCapital

Sales
;

Legged performance: ROAEBIT t-1, ROANet Income t-1.

3. Results and robustness checks 

Table 1 – Panel A presents the means, medians and 
t-test for the above variables for family and non-
family firms. It highlights the generational stage, 
distinguishing firms with less than 25 years from the 
others. Family firms always perform better than 
non-family businesses, especially in the first 25 
years. In line with previous studies, family firms are 
smaller but differences tend to fade with age. In the 
first 25 years, family firms show a higher degree of 
liquidity and capital turnover. Family firm boards 
are smaller and present a lower percentage of non-
executives. In the appendix, Table 1 – Panel B 
displays Pearson’s correlation coefficients. Coherent 
with the preservation of SEW  by the means of 
family control, firms managed by a family CEO and 
with multiple family members on the board 
(DmultiFM) are smaller, have a lower growth and 
market share, and higher operative and financial 
leverage. Moreover, capital turnover is positively 
related to the presence of a family CEO, while it is 
weakly negatively related with DmultiFM. We tested 
for multicollinearity examining the variance 
inflation factor for each independent variable. The 
results indicate that multicollinearity is not a 
problem for our set of variables. 
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Performance = 0 + 1-6(SEWindicators) + 7-11 (SEW 

moderators) + 12-13(SEWinteractions) + (Control 

variables)                                                                     (1) 

where: Performancei= ROAEBIT or ROANet Income; SEW 

indicators: FamOwn, MgtOwn, DFamCEO, DmultiFM,

FamOwn2, MgtOwn2; SEW moderators: Size, Size2,

OpLev, Outsiders, Dage; SEW  interactions: Dage*

*DFamCEO, Dage* DmultiFM. Control variables: Gover-

nance related: NonExec, OwnDisp, CEO Age; 

Accounting and other control variables: Liqt-1, Growth, 

Performancet-1, Lev, MktShare, CapTurn, Dindustry for 

each two digit ATECO code, Dyear for each year in the 

sample period.

Table 1. Panel A. Descriptive statistics 

Age < 25 years Age  25 years 

Family firms Non family firms
t-test 

Family firms Non family firms 
t-test 

Mean Median Mean Median Mean Median Mean Median 

ROAEBIT 4.38 3.89 3.66 3.25 -4.48** 4.79 3.91 4.71 3.77 -0.48

ROANet income 7.23 6.59 3.43 4.98 -4.93** 6.51 5.54 4.29 5.22 -3.50**

ROI 9.23 7.58 7.77 5.97 -3.70** 8.93 6.91 9.81 7.02 2.42*

Cost of debt 6.64 5.77 5.75 5.67 1.02 6.33 5.47 7.38 5.77 5.13**

Lev 32.77 32.33 32.65 31.92 -0.24 33.26 33.19 28.09 27.56 -10.16**

Size 11.08 11.07 11.63 11.38 16.44** 11.17 11.11 11.54 11.44 12.62**

LnSales 11.30 11.31 11.70 11.50 13.44** 11.39 11.35 11.73 11.50 12.68**

Growth 16.01 7.89 17.33 6.07 0.77 8.58 5.66 9.47 4.84 0.79

MktShare 1.62 1.08 1.58 1.11 -0.80 1.51 0.89 2.09 1.26 10.18**

Liquidity 4.30 1.84 3.93 1.66 -2.03* 3.88 1.81 3.85 1.59 -0.15

Captum 1.47 1.25 1.38 1.15 -3.34** 1.44 1.24 1.41 1.18 -0.98

FamOwn 93.06 100.00 4.48 0.00 -233.52** 93.60 100.00 8.48 0.00 -206.19**

MgtOwn 59.45 74.26 8.09 0.00 -50.86** 60.34 67.44 11.77 0.00 043.36**

Outsiders 14.74 0.00  13.29 0.00

BoardSize 4.11 4.00 5.70 5.00 20.47** 4.26 4.00 5.06 5.00 11.71**

NonExec(%) 44.17 50.00 63.81 75.00 23.11** 46.19 50.00 60.02 66.67 14.80**

OpLev -0.01 1.37 -0.10 1.35 -0.64 -0.42 1.41 -0.52 1.49 -0.61

Firm Age 15.39 16.00 13.72 13.00 -9.81** 38.82 34.00 45.04 40.00 13.61**

CEO Age 55.85 54.00 54.90 54.00 3.23** 59.82 60.00 57.09 56.00 7.90**

DMultiFM 57.77   70.63

DFamCEO 72.86   83.27

Note: *, ** p-value significant at the 5 and 1% level. 

Table 2 displays the regression results. To control 
for serial correlation we present the results of a 
panel data analysis; the standard errors are adjusted 
for serial correlation as in Petersen (2009). 
According to H1, family ownership always shows a 
positive coefficient but this is significant only for 
ROANet Income for the whole sample. In accordance 
with H2, family ownership squared is always 
negative but never significant. Management 
ownership is never significant. Overall DmultiFM

seems to have a negative effect on performance 
while DFamCEO has a generally positive effect.  

To better assess the impact of family in active 

management, we analyze the effect of the interaction 

between the above dummy variables and the 

generational stage. The results show that in the first 

generational stage, both the family CEO and the 

presence of multiple family members on the board 

positively affect performance. The effect is reversed 

for the next generational stage. These results confirm 

H1, H3 and H4. Size has a significant positive 

relationship with family firm profitability but the 

square coefficient is negative and significant. The 

operational leverage has a consistent and significant 

positive effect on performance. The presence of 

outsider shareholders has a negative, although not 

significant, coefficient. Dage is negatively and 

significantly related to performance. The percentage 

of non-executives on the board has no effect on 

firms’ performance. Ownership dispersion has a 

positive and significant effect on non-family firm 

profitability but it does not affect family businesses’ 

performance. CEO age is positively related with 

performance and, in the case of family firms, it 

significantly enhances ROANet Income. Liqt-1 coefficient 

is always positive and significant for family business 

but, for their non-family counterparts, it significantly 

affects only ROANet Income. Growth always has a 

significant positive impact on performance although 

it is greater for non-family businesses. The legged 

performance coefficient is always positive and 

significant; the opposite occurs for leverage. Market 
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share presents a positive relationship with perfor-

mance but is significant only for non-family firms. 

Capital turnover always has a positive and significant 

effect on performance.  

This kind of analysis potentially suffers from 

endogeneity problems as, in the case of family firms, 

the observed relations between performance and 

family ownership could be the result of a reversed 

causality (Anderson & Reeb, 2003; Maury, 2006).  

For Italian firms starting from a 100 per cent family 

stake, diluting ownership below 25 per cent of voting 

rights would take 90 years against the 20 and 30 

years employed, respectively, by U.K. and German 

family firms (Franks et al., 2009). Our sample family 

ownership is, on average, around 93% and this 

suggests that arguing for reversed causality between

performance and family holdings is untenable; in any 

case, we test the robustness of the results, using 

instrumental variable two stage least squares (2SLS) 

estimates (Anderson & Reeb, 2003). To test the 

robustness of the SEW indicators and moderators we 

choose the instrumental variables from the control 

variables and we modeled family ownership using 

growth, the presence of outsider shareholders and the 

percentage of non executives on the board as 

instruments. Overall, the two-stage least square 

results shown in Table 3  in appendix are consistent 

with the GLS estimates presented in Table 2. The 

most relevant differences are related to family 

ownership and the interaction between the SEW 

indicators and moderators. Family ownership 

becomes weakly significant for ROAEBIT while the 

negative and significant coefficients for the squared 

variable points to the existence of a monotonic non-

linear relationship with profitability, supporting H2.

Table 2. Pooled regressions with clustered standard errors for nonspherical disturbances 

 ROAEBIT ROANet Income

All firms Family Non family All firms Family Non family

Interc. -0.091 -0.226* -0.046 -0.103* -0.171** -0.104

Liqt-1 0.067* 0.093* 0.020 0.045** 0.048** 0.035*

Growth 0.015** 0.014** 0.018** 0.010** 0.009** 0.013**

ROAEBITt-1 0.466** 0.386* 0.635**

ROANet Incomet-1   0.490** 0.488** 0.483**

Lev -0.044** -0.051** -0.031** -0.049** -0.050** -0.048**

Size 0.010 0.030* 0.000 0.011* 0.020** 0.007

MktShare 0.094 0.041 0.131* 0.065 0.065 0.060

OpLev 0.0008** 0.0006** 0.001** 0.0006** 0.0004** 0.001**

CapTurn 0.008** 0.009** 0.005** 0.004** 0.004** 0.004**

Outsiders -0.003 -0.005 -0.003 -0.003 

NonExec% -0.001 -0.000 -0.003 0.000 0.001 -0.003

FamOwn 0.000 0.001 - 0.000* 0.001 

MgtOwn -0.000 -0.000 -0.000 -0.000 -0.000 -0.000

DmultiFM -0.002 -0.004 -0.001 -0.002 

DFamCEO 0.000 -0.000 0.002 0.002 

OwnDisp 0.001 -0.000 0.004 0.003* 0.001 0.008**

Dage -0.011** -0.017** -0.005* -0.008** -0.011** -0.005*

CEOAge 0.007* 0.007 0.009 0.007** 0.005* 0.012

FamOwn2 -0.000 -0.000 -0.000 -0.000 

MgtOwn2 0.000 0.000 0.000 -0.000 -0.000 0.000

Size2 -0.000 -0.001* -0.000 -0.000 -0.001** -0.000

Dage*DFamCEO 0.004 0.010 0.003 0.006 

Dage*DmultiFM 0.008 0.009 0.006* 0.006* 

Dindustry Yes Yes Yes Yes Yes Yes

Dyear Yes Yes Yes Yes Yes Yes

Obs 19.978 13.521 6.470 19.978 13.521 6.470

Adj. R2 0.402 0.381 0.473 0.333 0.349 0.312

Note: *, ** p-value significant at the 5 and 1% level. 

The control for endogeneity also provides stronger 

evidence for the increasing non-linear monotonic 

relation between size and family firm profitability. 

In this analysis the coefficients of the interaction 

variables show more clearly the positive effect on 

performance of a family CEO and the presence of 

multiple family members on the board in the first 

generational stage. There is no evidence of a 

positive relationship between family CEO and 

performance in the next generational stage, while 
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the negative effect of DmultiFM becomes significant 

after the first 25 years. So, we consider H3 as 

verified for the first generational stage and H1 and 

H4 verified. Of the control variables, firm market 

share also assumes a significant positive coefficient 

in the case of family firms. 

4. Discussion 

We show that family businesses perform better than 

non-family firms, but the result is highly dependent 

on the effect of SEW indicators and moderators. 

Contrary to the results on listed firms (Anderson & 

Reeb, 2003) for private firms we do not find 

evidence of an inverted U-shaped relationship 

between family ownership and performance. For 

private firms the relationship assumes a non-linear 

monotonic increasing shape. There are probably 

several reasons for this. The first is the high degree 

of ownership concentration in private firms, so 

family shareholders have fewer possibilities to 

expropriate minority shareholders. Moreover, in 

private firms the outsider shareholders are probably 

connected to the business family network and, on 

the one hand, they have different monitoring 

incentives than minority shareholders in listed firms, 

on the other, families are committed to 

strengthening the relational trust with their 

stakeholders (Cennamo et al., 2012) as they are 

sensitive to the assessment of outsiders (Berrone et 

al., 2010).  

Our results on the effect of family involvement are 

consistent with the literature. In the first 

generational stage the family CEO is usually the 

founder, his identity is inextricably tied to the firm, 

“the intention to handling the business to the next 

generations” (Berrone et al., 2012, p. 264) is higher, 

and he plans the succession looking at the 

commitment to the business (Pardo-del-Val, 2009) 

so there is a strong incentive to achieve profitability 

conditions that preserve SEW for a long time. 

Similarly, in this generational stage, having multiple 

family members on the board positively affects 

performance. These are usually members of the 

nuclear family so, on the one hand, their 

identification with the firm is very high and, on the 

other, the affective ties of each member with the 

others are strong: the firm is seen as an extension of 

the family. In the next generational stages multiple 

family members on the board usually belong to 

different family branches whose identification with 

the firm tends to diminish. Moreover, the affective 

ties between the members are weaker, conflicts 

more likely, and the embeddedness of the business 

within the family (Le Breton-Miller & Miller, 2011) 

becomes detrimental to performance. We extend the 

results in Sciascia et al. (2014) showing that, both 

family and non-family firms, tend to perform better 

after the first 25 years. Therefore the lower 

profitability in the first generational stage is not 

related to a negative effect of SEW, rather is 

attributable to conditions that affect all firms in the 

first stage of their life, such as not having reached a 

strong position in the market or not having built a 

network of consolidated relationships with suppliers 

of goods, labor and capital.  

If we compare the profitability of family and non-

family firms we observe that, on average, the former 

perform better than the latter in all generational 

stages but that the differences are significant only in 

the first. We can explain these results as the effect 

of family endowment and social ties that facilitate 

the acquisition of the above conditions of 

profitability. When the next generational stage 

intervenes as a SEW moderator, family and non-

family firms performances are not significantly 

different.

We confirm the moderating effect of size on SEW 

and its relationship with profitability which is 

significant only in the case of family firms. Size has 

a positive effect on performance but the significant 

negative coefficient of the squared variables 

indicates that, as they increase in size, family firms’ 

performance increases less than proportionally. This 

result is in line with the suggestion that when the 

company grows in size the family is required to 

share influence with parties that are likely to have a 

lower sense of psychological linkage with the firm 

and behave opportunistically – this would reduce 

the commitment to preserve SEW and profitability 

(Wasserman, 2006).  

Our results show that operational leverage positively 

affects all firms, family and non-family, but the 

operating leverage coefficient is smaller for family 

firms. This is in line with the suggestion that family 

firms are less willing to engage in high-risk projects 

(Gomez-Mejia et al., 2007). According to Gomez-

Mejia et al. (2011, p. 688) under high risk 

conditions, when the firm’s survival is under threat 

and the family risks losing “the standard of living, 

patrimony, and SEW”, they are more likely to 

assume choices that reduce SEW and risk operates 

as a SEW moderator.  

Conclusions

This study applies the socioemotional wealth (SEW) 

model to the analysis of performance and sheds light 

on the conflicting puzzle offered by the empirical 

literature which shows mixed results in the 

comparison between family and non-family firms’ 

performance. These may be due to the different 

definitions of family firms and the related SEW 
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features. We find that the intensity of SEW explains 

the differences in behavior between family and non-

family businesses and between family businesses, 

and in the first generational stage SEW intensity 

makes family firms outperform non-family 

businesses. Our study also has practical implications 

as it reinforces the findings on the importance of the 

fit between CEO-type and the nature of the 

organizations they have to manage (Miller et al., 

2013). Here we extend this observation in relation to 

board characteristics and structure. We show that 

under different conditions, i.e. different firm 

generational stages, the family CEO and a board 

including numerous family members performs better 

or worse than a board composed of professionals. 

This suggests that family businesses must be able to 

adapt firm management and the structure of the 

board, taking into account the moderating effects that 

these conditions have on SEW  and performance. In 

this study we take into account only some SEW 

dimensions and do not address the emotional 

aspects of SEW. Families are characterized by a 

wide range of emotions both positive and negative, 

that arise from everyday situations and, given the 

fine boundary between family and business, 

permeate the organization, influencing the decision-

making process and affecting performance. Our 

findings on the effect of numerous family members 

on the board in the first and subsequent firm 

generational stage suggest a relation between 

performance and the emotional links between family 

members, which depend on whether they belong to 

a nuclear family or to family branches. Moreover, 

this study focuses on a single country and the 

specific institutional and cultural context researched 

may lead to different results from those that might 

be found in other countries. Therefore it would be 

advisable to check our findings by a cross-national 

study, in order to test how institutional and cultural 

context may affect SEW and performance. 
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Appendix

Table 1. Panel B. Correlation matrix 

ROAEBIT
ROANet 

Income
Growth Lev Size MktShare OpLev CapTurn FamOwn MgtOwn DFamily DmultiFM DFamCEO FirmAge CEOAge Board size 

ROANet Income .80**

Growth .09** .08**

Lev -.17** -.20** -.02** 

Size -.03** .02** -.04** .00

MktShare .03** .03** .01 -.11** .05**

OpLev .04** .05** -.01 -.00 .10** .00

CapTurn .16** .09** .06** -.04** -.34** -.01 .01

FamOwn .03** .05** -.01 .17** -.18** -.06** .00 .03**

MgtOwn .04** .06** -.01 .16** -.17** -.07** .01* .02** .58** 

DFamily .03** .05** -.01 .18** -.16** -.06** -.00 .03** .96** .56**

DmultiFM .02** .04** -.03** .22** -.08** -.09** .02** -.02* .49** .48** .48**

DFamCEO .04** .06** -.02** .21** -.20** -.08** .01* .03** .63** .75** .62** .67**

FirmAge .06** .07** -.10** -.02* .11** -.00 -.01* -.04** .07** .06** .07** .13** .11**

CEOAge -.03** -.04** .06** -.05** -.01* .05** .00 .04** -.17** -.19** -.17** -.18** -.21** -.13**

BoardSize -.03** -.00 -.02** .00 .27** .04** .01 -.15** -.16 -.11** -.15** .14** -.09** .06** -.03**  

NonExec% -.06** -.04** .02** .01 .24** .04** -.01 -.15** -0.23** -.31** -.22** .04** -.24** .07** .04** .45** 

Note: *, ** p-value significant at the 5 and 1% level. 
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Table 3. Instrumental two stage least square regressions (2SLS) and control for endogeneity 

 ROAEBIT ROANet Income

All firms Family All firms Family

Interc. -0.077** -0.175** -0.093** -0.130**

Liqt-1 0.069** 0.094** 0.047** 0.049**

ROAEBITt-1 0.460** 0.382**

ROANet Incomet-1 0.487** 0.486**

Lev -0.045** -0.051** -0.049** -0.050**

Size 0.010** 0.029** 0.011** 0.020**

MktShare 0.096** 0.041 0.067** 0.065*

OpLev 0.0008** 0.0007** 0.0006** 0.0004**

CapTurn 0.008** 0.010** 0.004** 0.004**

FamOwn 0.000 0.000+ -0.000 0.000

MgtOwn 0.000 -0.000 0.000 0.000

DmultiFM -0.002 -0.004* -0.001 -0.002

DFamCEO -0.000 -0.000 0.002 0.002

OwnDisp 0.001 -0.001 0.002* 0.001

Dage -0.009** -0.016** -0.007** -0.010**

CEOAge 0.007* 0.006* 0.006** 0.005+

FamOwn2 0.000 -0.000** -0.000 -0.000*

MgtOwn2 -0.000 0.000 -0.000 -0.000

Size2 -0.000** -0.001** -0.000** -0.001**

Dage*DFamCEO 0.005+ 0.010** 0.003 0.006*

Dage*DmultiFM 0.007** 0.008** 0.006* 0.006**

Dindustry Yes Yes Yes Yes

Dyear Yes Yes Yes Yes

Obs 19,978 13,521 19,978 13,521

Adj. R2 0.393 0.373 0.27 0.344

Note: +, *, ** p-value significant at the 10, 5 and 1% level. 
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