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Abstract
This paper explores the relationship between family ownership and a firm’s lever-
age from the socioemotional wealth (SEW) theory. We propose that SEW objectives 
(i.e., family control, long-term horizon, and family firm reputation) might have a 
mediating effect on the family ownership-leverage link. In addition, we argue that 
an internal contingency—such as below aspiration performance—may moderate 
SEW’s influence on the family ownership-leverage relationship as a result of a shift 
in focus from non-economic to economic goals. Using a sample of European listed 
firms from 2011 to 2018, we find that the negative impact of family ownership on a 
firm’s leverage is mediated through SEW objectives. Moreover, our evidence sug-
gests that a negative performance-aspiration gap weakens the mediating influence 
of these SEW objectives on leverage. Over all, our study reveals that SEW is a key 
channel which drives family firms’ reluctance to leverage.
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1 Introduction

Family firms (FFs) are a type of concentrated ownership company that exhibit 
some unique behavioural phenomena which do not occur in other concentrated 
ownership forms such as state-owned companies and foreign multinational cor-
porations. Such unique attributes stem from idiosyncratic familiness, which rein-
forces the emotional attachment of family owners to their companies as well as 
from the undiversified and concentrated ownership positions usually held by fam-
ily members (Singal and Singal 2011). The idiosyncrasy of family ownership and 
its influence on corporate leverage decisions—those concerned with how much 
debt to have in a firm’s capital structure—is attracting ever-increasing attention 
(e.g., Anderson et  al. 2003; Camisón et  al. 2022; Comino-Jurado et  al. 2021; 
Gallo et al. 2004; Hansen and Block 2020; Molly et al. 2019; Poletti-Hughes and 
Martínez-García, 2022). However, the literature remains inconclusive about the 
association between family ownership and leverage (e.g., González et  al. 2013; 
Hansen and Block 2020; Michiels and Molly 2017; Mishra and McConaughy 
1999; Molly et al. 2019; Romano et al. 2001). The bulk of the research supports 
the notion that FFs are less likely to use leverage due to bankruptcy avoidance 
and family endowment preservation (Baixauli-Soler et al. 2021; Crespí and Mar-
tín-Oliver 2015; Mishra and McConaughy 1999). In contrast, another strand of 
literature suggests that FFs prefer leverage financing in order to avoid control 
dilution from additional equity issuance (Croci et al. 2011).

Socioemotional wealth (SEW)—which comprises all “non-financial aspects 
of the firm that meet the family’s affective needs” (Gomez-Mejia et al. 2007, p. 
106)—is central to FFs’ decision-making. Even though SEW has been posited 
as a driver of family firm leverage, research so far has largely overlooked SEW’s 
multidimensional nature and its diversity across the FF universe (Chua et  al. 
2015; Gast et al. 2018; Umans et al. 2023). This has provided a narrow assess-
ment of the role played by socioemotional endowment in FFs’ leverage decisions, 
resulting in insufficient knowledge about how different SEW objectives affect lev-
erage in such businesses (e.g. Camisón et al. 2022; Croci et al. 2011; González 
et al. 2013; Setia-Atmaja et al. 2009). A better understanding of the underlying 
mechanisms through which family ownership shapes a firm’s leverage is thus 
needed (Molly et al. 2019). In this study, we draw on the SEW lenses to address 
this gap (Cesinger et al. 2016; Filser et al. 2018; Gast et al. 2018; Gomez-Mejia 
et  al. 2007). Specifically, we seek to answer these key research questions: Do 
SEW objectives serve as an (indirect) channel in the relationship between family 
ownership and a firm’s leverage? Does a firm’s performance framing (a firm’s rel-
ative financial performance) shape the importance of this indirect channel driven 
by SEW objectives?

We propose that SEW objectives might serve as a channel that may indirectly 
drive the causal linkage between family ownership and a firm’s leverage. This 
is proposed on the grounds that family ownership is the antecedent that drives 
the pursuit of SEW objectives (Combs et al. 2023), which in turn shape a firm’s 
leverage. As family owners attach primary value to the socioemotional aspects 
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of corporate ownership, we argue that family ownership might act as a driver of 
SEW (Schulze and Kellermanns 2015). In turn, we propose that this SEW devel-
oped by the owning family affects corporate leverage behaviour, thereby building 
a mediating path of causality. We consider three1 SEW objectives that mediate an 
(indirect) negative relationship between family ownership and leverage: (1) keep-
ing control over the firm (family control), (2) perpetuating the family dynasty by 
ensuring the business is handed down to future generations (a long-term horizon), 
and (3) portraying a favourable image of the family firm (family firm reputation) 
(Naldi et  al. 2013). Each of these three SEW objectives have been chosen as a 
mediator in the family ownership-leverage link because of the possible dissimi-
lar prioritization of interests between debtholders and controlling shareholders, 
the long-range consequences of leverage adjustments (e.g. commitment of future 
cash flows), and the threat that default risk represents for the family’s reputational 
assets (Jensen and Meckling 1976), respectively. These three SEW objectives 
are conjectured to shape FFs’ lower propensity to leverage—compared to their 
non-family counterparts—through an indirect causal path of mediation. Moreo-
ver, we explore whether the strength of such a mediating effect of these three 
SEW objectives varies depending on the firm’s relative performance. A nega-
tive performance-aspiration gap is likely to urge FFs to prioritize economic goals 
over non-economic ones as a struggle for survival (Gomez-Mejia et  al. 2018). 
We therefore suggest that performing below aspirations mitigates FFs’ reluctance 
towards leverage prompted by SEW objectives.

We obtain supportive evidence for our hypotheses on a sample of European listed 
firms from 2011 to 2018. Our results confirm that family ownership has a negative 
effect on leverage. We find that this causal relationship occurs indirectly, mediated 
by SEW objectives (family control, long-term horizon, and family firm reputation). 
Additionally, our evidence reveals that a negative performance aspiration gap weak-
ens the reluctance that SEW objectives channel into the family ownership–leverage 
relationship, mitigating its negative mediating effect.

Our study makes several contributions. First, we expand existing literature into 
a new domain by bringing fresh insights into how the association between family 
ownership and leverage does not mainly run directly, but indirectly—channelled 
by SEW objectives. In so doing, we answer recent calls for further research into 
the role of non-economic goals embodied by SEW which family owners bring to 
their businesses (Baixauli-Soler et al. 2021; Cesinger et al. 2016; Davila et al. 2023; 
Filser et al. 2018; Gomez-Mejia et al. 2007; Molly et al. 2019). Our investigation 
refines our understanding of the family ownership–leverage relationship by explor-
ing indirect causal pathways. Second, we improve current understanding of how 
poor firm performance may shape the effect of SEW objectives on a firm’s leverage, 
as a result of a shift in family owner prioritization of economic goals over non-eco-
nomic ones. Our study expands current knowledge concerning what impact financial 
vulnerability (an internal threat) has on corporate leverage decisions. In the presence 
of unfavourable performance outcomes, family owners are more willing to assume 

1 The FIBER model (Berrone et  al. 2012) condenses the objectives of SEW into three that influence 
FFs’ strategic behaviour.
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SEW losses for the sake of ensuring firm survival. Consequently, their reluctance to 
engage in leverage weakens despite the fact that it might impair SEW preservation.

Finally, we illustrate to practitioners the trade-off between financial wealth and 
SEW considerations in FFs in leverage decisions. Our study presents relevant impli-
cations for business practice because it reveals how FFs display not only rational 
motivations but also emotional ones, which are a non-trivial underlying mechanism 
that channels FFs’ reluctance to leverage. However, under poor firm performance, 
FFs—for whom the emotional attachment to the firm is essential—display a shift in 
behaviour in favour of exhibiting a stronger preference for leverage. This illustrates 
FFs’ prioritization of economic goals over non-economic ones when financial vul-
nerability urges them to do so in order to ensure their survival.

2  Theoretical background and hypotheses development

2.1  Leverage decisions and family ownership

Research has devoted substantial efforts to understand how and why family owner-
ship can play a role in leverage decisions (e.g., González et al. 2013; Hansen and 
Block 2020; Michiels and Molly 2017; Mishra and McConaughy 1999; Molly et al. 
2019; Romano et al. 2001). A number of reasons have been put forward to explain 
why FFs are generally more reluctant towards leverage than their non-family coun-
terparts (e.g. Baixauli-Soler et al. 2021; Crespí and Martín-Oliver 2015; Gallo and 
Vilaseca 1996; Mishra and McConaughy 1999; Schmid 2013). This notion provides 
the starting point for our baseline hypothesis. First, a firm’s leverage leads family 
owners to partly depend on external stakeholders such as creditors, who may under-
mine their autonomy and ability to influence corporate decisions from their domi-
nant ownership position (Schmid 2013). Second, due to the stronger identification 
of family shareholders with the firm and their greater involvement in management, 
FFs find it less necessary to draw on external financing (Koropp et al. 2014) as an 
incentive to encourage them to behave in the best interest of the firm to which they 
feel attached.

Additionally, since families are usually major and under-diversified investors 
(Anderson et al. 2003), they face a higher risk exposure to the firm, which can be 
exacerbated by higher leverage due to financial distress and bankruptcy concerns 
(Mishra and McConaughy 1999; Prencipe et al. 2008; Zellweger 2017). In addition, 
the family business acts as a repository of the family’s total wealth (Becerra et al. 
2020). In light of these arguments, our baseline hypothesis establishes the direct 
relationship between family ownership and leverage as follows:

Baseline Hypothesis Family ownership has a negative effect on a firm’s leverage.

Family and non-family firms differ substantially in nature. A family firm is a 
firm dominantly controlled by a family with the vision to potentially maintain fam-
ily control across generations (Zellweger 2017). SEW is a distinguishing feature 
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for FFs (Gomez-Mejia et al. 2011). From the SEW lenses, family members seek to 
create not only financial value, but also additional non-financial goals which non-
family firms do not pursue (Debicki et al. 2016). Such non-financial benefits from 
family ownership are referred to as SEW. According to this perspective, any poten-
tial decline in SEW is seen as a severe loss by the family owners, who weigh SEW 
losses more heavily than gains. SEW preservation sparks a strong desire to keep 
ownership and control of the company in the hands of family shareholders and to 
influence corporate decision-making (Berrone et  al. 2012), such as leverage deci-
sions, accordingly. We therefore focus on SEW goals as primary reference points 
for FFs. In the following sub-sections, we develop hypotheses concerning how SEW 
might serve as a mediating channel of causality to draw the relationship between 
family ownership and a firm’s leverage, which is our core research question.

Specifically, we consider that SEW entails three main objectives (Berrone et al. 
2010, 2012; Gomez-Mejia et al. 2011; Naldi et al. 2013): maintaining family con-
trol, adopting a long-term horizon, and achieving family firm reputation. Each medi-
ation hypothesis corresponds to each of these three SEW objectives. To elaborate 
our hypotheses, our rationale is as follows. First, the literature suggests that family 
ownership is an antecedent of SEW, because ownership by various family members 
strengthens SEW (Chen et  al. 2022). Therefore, the greater the family ownership, 
the stronger the SEW endowment (Berrone et al. 2012; Gomez-Mejia et al. 2007). 
Creating and preserving family SEW is considered to be more important for firms 
with a higher level of family ownership than for firms with a family weaker presence 
in the ownership structure. In a first step, therefore, we assume that SEW is a posi-
tive function of family ownership (Miller and Breton-Miller 2014). Greater family 
ownership builds stronger SEW endowment, which will be signalled by those SEW 
objectives (Berrone et al. 2012; Gomez-Mejia et al. 2007). Second, to elaborate each 
hypothesis, we contend that the three SEW objectives are associated with a lower 
family firm propensity to use leverage.

2.2  Leverage decisions in FFs: the mediating role of family control

As the family ownership stake increases, firms may not only have a greater ability 
to exert family control but may also be more concerned about maintaining it, due to 
their greater affective endowment and the prioritization of SEW preservation (Ber-
rone et al. 2012; Gomez-Mejia et al. 2007, 2011). This positive association between 
family ownership and family control is the initial causal mechanism in the mediating 
pathway through SEW, as given by the family control objective.

In turn, stronger family control might deter the use of leverage by firms. Consist-
ent with the SEW approach, stronger family control increases the family’s desire to 
influence decision-making guided by non-economic goals to a greater extent, even at 
the expense of financial utility (Berrone et al. 2012; Davila et al. 2023; Gomez-Mejia 
et al. 2007). Since leverage brings about greater external monitoring over firms, this 
might jeopardize the owning family’s dominant position and deteriorate their SEW 
endowment (Gallo et  al. 2004; Koropp et  al. 2014; Schmid 2013). Similarly, debt 
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covenants and disclosure requirements are likely to restrict FFs’ ability to curb SEW 
losses (Jain and Shao 2015).

Additionally, the strict payment policy associated to leverage brings about greater 
risk in terms of financial distress costs and the likelihood of bankruptcy (Mishra and 
McConaughy 1999; Prencipe et al. 2008; Zellweger 2017). This also further exacer-
bates families’ reluctance to leverage as a result of their more salient risk awareness. 
Family owners are usually undiversified investors who might therefore be less toler-
ant to engage in risk-taking such as the greater bankruptcy concerns which emerge 
from the increased use of leverage. These adverse effects of leverage are likely to be 
perceived as more detrimental in firms with higher family ownership as a result of 
their greater prioritization of emotional goals. Taking all these arguments together, 
family owners may consider leverage as a major threat to their SEW objective of 
family control.

Based on this discussion—and given that participation in ownership provides the 
family with greater family control which in turn triggers greater reluctance to lever-
age—we posit that family control channels an indirect effect between family owner-
ship and leverage:

Hypothesis 1 Family control mediates the negative relationship between family 
ownership and a firm’s leverage.

2.3  Leverage decisions in FFs: the mediating role of the long‑term horizon

We expect family ownership to positively impact the time horizon of decisions. 
Family owners invest their personal wealth in the business, building an emotional 
connection that encourages family members to have a longer-term horizon in cor-
porate decision-making (Miller et al. 2008). Family capital providers usually exhibit 
a longer horizon (i.e., family investors are willing to wait longer to be paid back 
their initial outlay than their non-family counterparts). Complementarily, greater 
family ownership sparks a keener interest in ensuring the firm’s survival and con-
tinuation over future generations (Berrone et  al. 2012; Gomez-Mejia et  al. 2007). 
As a result, family ownership is generally considered to favour a longer-range time 
perspective (Brigham et  al. 2014; Lumpkin and Brigham 2011; Zellweger 2007), 
which is another SEW objective (Berrone et  al. 2012; Naldi et  al. 2013). Such a 
positive association between family ownership and a long-term horizon is the initial 
causal mechanism in the mediating channel through SEW as given by this second 
SEW objective.

In turn, we argue that this longer-term FF horizon might encourage such firms to 
use leverage to a lesser extent. Higher leverage may be too risky a financial strategy 
for FFs since a firm’s goals unfold over an extended period (Brigham et al. 2014; 
Le Breton-Miller and Miller 2006; Lumpkin et  al. 2010; Lumpkin and Brigham 
2011; Zellweger et al. 2012). Bankruptcy resulting from the inability to service debt 
payments becomes an even worse scenario for FFs, as their owners stand to lose 
not only their financial wealth but also their SEW. Since leverage sparks a greater 
default risk and commits future cash flows, FFs with longer-term horizons may 
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avoid leverage in order to minimize their risk exposure (Wennberg et al. 2011) and 
concerns about the volume of debt being passed on to future generations (Crespí and 
Martín-Oliver 2015).

To sum up, since family ownership endows the firm with a long range vision—
which might in turn discourage leverage—we propose an indirect negative effect 
between family ownership and a firm’s leverage channelled through the SEW objec-
tive of a long-term horizon:

Hypothesis 2 A long-term horizon mediates the negative relationship between fam-
ily ownership and a firm’s leverage.

2.4  Leverage decisions in FFs: the mediating role of family firm reputation

Family ownership is likely to promote family firm reputation as a result of stronger 
ties of family owner identity to the firm (Berrone et al. 2010). Such a strong identi-
fication of family members with their firms makes family firm image and reputation 
a top priority since family owners find it difficult to distance themselves from the 
negative consequences of any damage caused to the reputation of their firm (Ber-
rone et  al. 2012; Deephouse and Jaskiewicz 2013; Jiang et  al. 2020; Naldi et  al. 
2013). Although every firm is keen to ensure a good reputation for itself—a critical 
intangible asset—SEW preservation creates major pressure in FFs to additionally 
safeguard the family’s good name (Berrone et al. 2010; Jiang et al. 2020). FFs place 
greater emphasis (than their non-family firm counterparts) on sustaining family and 
business reputation in the community (Villalonga 2018) because of the eagerness 
of family owners to protect their unique family assets, their intergenerational aspi-
rations and their inclination to forge stable relationships with their stakeholders. 
Supporting this idea, evidence documents that FFs are more willing to engage in 
socially responsible strategies (Berrone et  al. 2010; Combs et  al. 2023; Dyer and 
Whetten 2006; García-Sánchez et al. 2021; Nikolakis et al. 2022; Stock et al. 2023; 
Sun et al. 2023), due mainly to the incentive to preserve the owning family’s SEW.

In turn, having a stronger family firm reputation within the community in which 
companies are embedded might affect a firm’s leverage. Reputational assets have a sig-
nalling usefulness for lenders about a firm’s future commitment and, as a result, these 
intangible assets may increase a firm’s leverage capacity (Balakrishnan and Fox 1993). 
Creditors may be willing to provide financial resources more cheaply to FFs that have a 
better reputation, which indirectly reflects family values (such as trust) and the compa-
ny’s commitment to its stakeholders (e.g., Comino-Jurado et al. 2021; Arzubiaga et al. 
2023). However, in spite of such advantages in terms of access to external financing, 
SEW preservation might still discourage FFs from drawing on leverage (Baixauli-Soler 
et al. 2021; Hansen and Block 2020). Since family owners are more concerned about 
how the family presents itself to the community (Niehm et  al. 2010), FFs may pur-
sue a different financing strategy from that undertaken by other types of investors. FFs 
are likely to display more conservative behaviour when engaging in leverage in order 
to limit their exposure to bankruptcy risk (Hansen and Block 2020; Jara et al. 2018; 
Mishra and McConaughy 1999). Default risk poses a major threat to the reputation of 
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both the firm and the family, which can damage FFs’ reputational advantages in the 
community where their businesses operate. The threat of potential bankruptcy from 
excessive leverage is likely to exacerbate stronger risk aversion in FFs than in their non-
family counterparts since the former not only take into account reputation erosion in 
terms of economic losses but also in terms of SEW losses.

Based on these arguments, we posit that a family firm’s reputation will mediate 
the relationship between family ownership and leverage: family ownership fosters a 
family firm’s reputation which, in turn, discourages firms from using leverage.

Hypothesis 3 Family firm reputation mediates the negative relationship between 
family ownership and a firm’s leverage.

2.5  Leverage decisions in FFs: negative performance aspirations gap

Corporate outcomes in terms of SEW become a primary reference point for FFs’ 
decision-making (Berrone et  al. 2012; Gomez-Mejia et  al. 2010). Scholars have 
recently shifted attention towards exploring which contingency factors might shape 
the influence of SEW vis-à-vis economic goals when driving FFs’ decision-making 
in an effort to understand its diversity across contexts (Kotlar et  al. 2018; Molly 
et al. 2019). One such contingency is a firm’s performance hazard (Baixauli-Soler 
et al. 2021; Gomez-Mejia et al. 2018).

Drawing on the behavioural perspective—on which the SEW approach is anchored 
(Chua et al. 2015)—individuals’ behaviour depends on how they perceive their out-
comes relative to a neutral reference point (Fiegenbaum et al. 1996; Kahneman and 
Tversky 1979). In the domain of losses (i.e., outcomes below the reference point), 
individuals behave in a more risk-seeking manner, whereas in the domain of gains 
(i.e., outcomes above the reference point), risk-averse behaviour dominates. Family 
owners wish to avoid the worst scenario of organizational failure which would lead 
to losing not only SEW but also financial (and often undiversified) wealth (Baixauli-
Soler et  al. 2021). Accordingly, the literature suggests that FFs display stronger 
emotional attachment to themselves than non-family firms do (Berrone et al. 2012; 
Gomez-Mejia et al. 2007, 2011) and are therefore prone to base their strategic choices 
not only on the potential financial outcomes but also on the expected SEW gains 
and losses (e.g., Cuevas-Rodríguez et  al. 2023; Gomez-Mejia et  al. 2023). Indeed, 
SEW preservation can even lead to suboptimal decisions from an economic perspec-
tive (Chirico et al. 2020) because “when family firms choose between an action that 
would confer gains (but a subsequent reduction of SEW) and an alternative action 
that would protect SEW (but with uncertain economic benefits), they would tend to 
favor the latter” (Cuevas-Rodríguez et  al. 2023, p. 226). Moreover, under financial 
vulnerability, FFs are likely to prioritize economic goals over SEW preservation in 
firms’ decision-making (Fang et al. 2021; Gomez-Mejia et al. 2018).

Given the negative framing associated to the negative performance aspiration gap—
when a firm’s performance falls below the aspiration level—this contingency is expected 
to prompt risk-seeking behaviour (Fiegenbaum et  al. 1996; Kahneman and Tversky 
1979). Such underperformance levels might be interpreted by family owners as a threat 
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to the continuity of their business (Chrisman and Patel 2012; Fang et al. 2021; Gomez-
Mejia et al. 2018; Minichilli et al. 2016). Since FFs will be willing to take more risks to 
protect their SEW than non-FFs, we posit that a negative performance aspiration gap 
is likely to curb risk aversion to leverage, prompted by SEW objectives. This shift in 
behaviour might be explained by FFs’ willingness to engage in greater risk-taking (e.g. 
such as higher distress risk from a greater use of leverage) with the ultimate aim of over-
coming business difficulties and safeguarding the firm’s survival (Baixauli-Soler et al. 
2021; Hussinger and Issah 2019). As a consequence, we expect a negative performance 
aspiration gap to curb risk aversion to leverage, prompted by SEW objectives.

Taking all these arguments together, we expect SEW objectives to lead to lower 
leverage reluctance in firms that suffer from a negative performance aspiration gap 
and, therefore, to exert a weaker mediating (negative) effect between family owner-
ship and a firm’s leverage.

Hypothesis 4 The mediating effect of SEW objectives on the family ownership–lev-
erage relationship is weaker under a negative performance aspiration gap.

Table 1 summarizes the hypotheses of our study.

3  Data and empirical design

3.1  Data and sample

Our study is based on a sample of European publicly traded firms from 2011 to 
2018. The European setting proves interesting for our research purposes because 
its widespread use to investigate financial decisions in the family business domain 
helps in terms of the comparability of our results to earlier literature (e.g., Camisón 
et  al. 2022; Comino-Jurado et  al. 2021; Molly et  al. 2019; Vieira 2017), and also 
because FFs account for over 60% of all companies in this setting and thereby play a 
key role in the European economy.2 We use the ORBIS database by Bureau van Dijk 
to collect annual accounting data at firm-level. ORBIS also provides comprehensive 
information about the type of shareholders, their identity and their equity stake, as 
well as some corporate governance characteristics. Our sample comprises both FFs 
and NFFs. In order to identify family ownership, we gather data on those ultimate 
shareholders who are individuals or families. We use the Eikon platform by Refini-
tiv (formerly, Thomson Reuters ASSET4) to obtain the ESG scores (environmen-
tal, social, and governance) of a firm’s sustainability performance. This widely used 
database provides objective, systematic and auditable data on ESG.3

2 https:// single- market- econo my. ec. europa. eu/ smes/ suppo rting- entre prene urship/ family- busin ess_ en.
3 One major limitation pointed out by many studies stems from the still limited coverage of ESG data 
(Verheyden et  al. 2016), especially for non-US companies. As a result, the number of observations 
decreases in the estimations in which ESG scores are entered to proxy for a family firm’s reputation. 
Since we are unable to overcome this data restriction, it is pointed out in the study’s limitations and men-
tioned as a research extension.

https://single-market-economy.ec.europa.eu/smes/supporting-entrepreneurship/family-business_en
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Our sample selection starts by identifying all listed firms in ORBIS from fifteen 
European countries (Austria, Belgium, Denmark, Finland, France, Germany, Ire-
land, Italy, Luxembourg, the Netherlands, Norway, Spain, Sweden, Switzerland, and 
the UK). Most of these have been considered in studies on capital structure and/or 
family ownership, such as Azofra et al. (2020), Croci et al. (2011), Cuadrado-Balles-
teros et al. (2017), Keasey et al. (2015), and Requejo et al. (2018).

We exclude financial firms (SIC 6000-6999) because of the idiosyncrasy of this 
industry and its regulatory and supervisory framework. We also remove firm-year 
observations with missing values either in our variables or in any ownership/gov-
ernance variables which are key to identifying shareholders’ surnames. In order 
to mitigate the influence of outliers and/or minimize potential recording errors in 
databases, firm-year observations with negative values of common equity, sales, 
and debt are also removed (Fuente and Velasco 2020; Saona and San Martín, 2018). 
Additionally, our estimation methodology—the two-step generalized method of 
moments (GMM) estimator—is based on the assumption of the absence of second-
order residual serial correlation. To test such a requirement, we can only keep those 
firms with a minimum of four consecutive firm-year observations. These sample 
selection filters restrict our final sample to 3713 firm-year observations (758 firms). 
Table 2 summarizes the distribution of observations by country and year. The coun-
tries with the greatest representation in the sample are the UK (26.56%), France 
(19.39%), and Germany (14.71%). As panel B shows, the distribution of observa-
tions is quite similar across years.

3.2  Variable definitions

Table 10 in the Appendix summarizes all the variable definitions.

Table 1  Hypothesis summary

Hypothesis Type of effect Causal path/expected signs

Baseline hypothesis Direct effect Family ownership—(−)- > Leverage
H1 (SEW dimension: family control) Mediating effect Family ownership—(+)- > Family con-

trol—(−)- > Leverage
H2 (SEW dimension: long-term 

horizon)
Mediating effect Family ownership—(+)- > Long term 

horizon—(−)- > Leverage
H3 (SEW dimension: family firm 

reputation)
Mediating effect Family ownership—(+)- > Family firm 

reputation—(−)- > Leverage
H4 (internal contingency: negative 

performance aspiration gap)
Moderated media-

tion effect
Negative performance aspiration gap 

weakens the mediating effect exerted 
by the SEW dimension
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3.2.1  Dependent and explanatory variables

Our dependent variable is a firm’s leverage (LEVERAGE), which is measured by the 
ratio of long-term and short-term financial debt to the book value of assets (Com-
ino-Jurado et al. 2021; Crespí and Martín-Oliver 2015; Rajan and Zingales 1995). 
Our core explanatory variable is family ownership. We define FAMILY20, which 
equals one if the ultimate owner at the 20% control threshold is an individual or a 
family, and zero otherwise. This threshold is widely applied in the literature (Murro 
and Peruzzi 2019; Setia-Atmaja et  al. 2009), thus enhancing the comparability of 

Table 2  Distribution of observations in the sample

Country Firms Observations

N % N %

PANEL A: Distribution of the sample by country
 Austria 8 1.06 40 1.08
 Belgium 8 1.06 34 0.92
 Denmark 14 1.85 77 2.07
 Finland 28 3.69 111 2.99
 France 134 17.68 720 19.39
 Germany 106 13.98 546 14.71
 Ireland 10 1.32 43 1.16
 Italy 62 8.18 246 6.63
 Luxembourg 4 0.53 21 0.57
 The Netherlands 22 2.90 106 2.85
 Norway 15 1.98 62 1.67
 Spain 51 6.73 293 7.89
 Sweden 54 7.12 208 5.60
 Switzerland 40 5.27 220 5.93
 The UK 202 26.65 986 26.56

Total 758 100 3713 100

Year Firm-year Observations
N %

PANEL B: Distribution of the sample by year
 2011 397 10.69
 2012 473 12.74
 2013 535 14.41
 2014 513 13.82
 2015 499 13.44
 2016 498 13.41
 2017 435 11.72
 2018 363 9.78

Total 3713 100
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our results. We also approximate family ownership by FAMILYOWN, which is the 
percentage of shares held by the largest individual/family shareholder (Setia-Atmaja 
et al. 2009). We identify family shareholdings by taking those held by a family or 
aggregating equity stakes across individuals from a single family (Keasey et  al. 
2015).

3.2.2  Mediating variables

We disaggregate SEW into three different objectives: family control, long-term hori-
zon, and family firm reputation. First, with regard to family control, we rely on the 
presence of the family in the board of directors (Molly et al. 2019; Requejo et al. 
2018). We define FAMCONTROL, which is a dummy equal to one if there are mem-
bers of the main family shareholder in the board of directors, and zero otherwise. 
Second, we approximate a firm’s long-term horizon using Kappes and Schmid’s 
(2013) index. Given our research focus, we select six long-term indicators based on 
investment policies4 (R&D to sales, capital expenditures to sales, and depreciation 
to fixed assets) and leverage policies (cash to total assets, current assets to current 
liabilities, and long-term debt to total debt). Using each indicator and firm’s primary 
industry, we rank our sample firms in deciles and assign scores based on the decile 
in which each firm is located (from 10 for firms in the top decile to 1 for firms in 
the bottom decile). Based on these, we follow Kappes and Schmid (2013) to com-
pute an overall long-term index (LTindex) and two long-term sub-indexes focused 
on investment and leverage policies (LTinvesting and LTfinancing). These three 
indexes range between 0 and 1. The closer they are to 1, the more long-term oriented 
the firm is. Finally, family firm reputation comprises aspects such as firm manage-
ment integrity, a high level of firm involvement in solving community problems, or 
established ethical and transparency procedures (Santiago et  al. 2019) in order to 
avoid dishonouring the family name. Such aspects of family firm reputation belong 
to ESG (environmental, social, and governance) practices. Following prior works 
(Lo and Kwan 2017; Naldi et al. 2013), family firm reputation (REPUTATION) is 
captured by a firm’s commitment to sustainability practices as proxied by the ESG 
score (environmental, social, and governance) (Fuente and Velasco 2022). Due to 
the stronger identity overlap of family owners with their businesses than non-family 
owners (Leitterstorf and Rau 2014), for whom a matching between their behaviour 
and socially responsible practices by their companies is not so easily perceived by 
stakeholders, ESG performance scores are likely to proxy a family firm’s reputation 
(and that of its family owners) more accurately than in the case of non-family firms.

3.2.3  Contingency variable: the negative performance‑aspiration gap

The negative performance-aspiration gap variable (ASPIRATION) captures nega-
tive deviations in profitability aspirations. It is calculated as the absolute difference 

4 The rationale of this measure is that corporate decision-making (in terms of investment and financing 
policies) will mirror a firm’s long-term horizon, as shown by prior research (Flammer and Bansal 2017). 
We thank an anonymous reviewer for highlighting this issue.
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between a firm’s performance (return on assets) and the average performance of 
its 2-digit SIC industry peers if negative, and zero otherwise (Muñoz-Bullón et al. 
2019).

3.2.4  Control variables

We control for a set of firm characteristics that are known to affect firm leverage 
(Crespí and Martín-Oliver 2015; Croci et al. 2011; Daskalakis et al. 2017; DeAn-
gelo et al. 2006; Flannery and Rangan 2006; Molly et al. 2019; Rajan and Zingales 
1995): asset tangibility, size, growth opportunities, profitability, the importance of 
trade credit, cash holdings, interest burden, retained earnings, and firm age. Asset 
tangibility (TANG) is defined as the ratio of tangible assets to total assets. Tangi-
ble assets offer better collateral for loans and have a higher liquidation value than 
intangible assets, and are therefore expected to positively impact a firm’s lever-
age. A firm’s size (SIZE) is measured as the natural logarithm of the book value of 
assets. Larger firms have lower asset volatility and lower default risk, which facili-
tates access to financial markets and more favourable borrowing conditions. Growth 
opportunities (GROWTH) are approximated by the annual rate change in total sales, 
although what impact they have on capital structure remains ambiguous. The peck-
ing order theory predicts that high-growth firms require more leverage to fund their 
greater investment activity. However, from the trade-off theory, a negative associ-
ation between growth opportunities and leverage is expected on the grounds that 
growth opportunities exacerbate the costs of financial distress and the agency prob-
lems of underinvestment (Rajan and Zingales 1995).

Profitability (PROFITABILITY) is captured by the return on assets. The trade-off 
theory expects a positive association with leverage in order to benefit from inter-
est tax shields, while the pecking order theory predicts a positive relation between 
profitability and leverage as a result of the greater availability of internal funds. The 
importance of net trade credit (NTCS) is given by the difference between trade paya-
bles and trade receivables divided by total sales. Cash holdings (CASH) are approxi-
mated by the ratio of cash to total assets and are negatively associated with leverage. 
Under the pecking order theory, firms initially rely on internal funds before leverage 
in an effort to minimize adverse selection costs. Interest burden (FINEXP) is defined 
as the ratio of financial expenses to total sales and associates positively with a firm’s 
leverage. Retained earnings (RETAINED) are captured by the ratio of retained earn-
ings to total assets (DeAngelo et  al. 2006) and are expected to enhance leverage 
capacity. Finally, a firm’s age (AGE) is proxied by the natural logarithm of the dif-
ference between each year and the firm’s founding year. Older firms are expected to 
have lower leverage, which is supported in the family firm domain (Comino-Jurado 
et al. 2021) although some studies also challenge this finding by showing that first-
generation firms evidence a greater use of equity over debt (Sonfield and Lussier 
2004).
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3.3  Empirical models and estimation method

Figure  1 illustrates our mediating model. We propose that family ownership can 
have a twofold impact on a firm’s leverage: a direct effect (path c), our baseline 
hypothesis, and an indirect effect (path c’) through SEW objectives (Hypothesis 1 
to 3). To test for mediating effects, we follow Baron and Kenny’s (1986) methodol-
ogy5 based on four conditions: (i) there must be a significant relationship between 
the independent variable (either FAMILY20 or FAMILYOWN) and the dependent 
variable (LEVERAGE) (the direct effect, path c); (ii) a significant relation also exists 
between the independent variable and the mediating variable (each SEW dimension) 
(path a); (iii) the mediating variable is also significantly related to the dependent 
variable (LEVERAGE) (path b); (iv) the effect of the independent variable on the 
dependent variable decreases (partial mediation) or even disappears (full mediation) 
once the mediator is entered in the model (path c’).

The baseline model to evaluate condition (i) [Eq. (1)] concerning the direct effect 
of family ownership on a firm’s leverage (path c) is (Daskalakis et al. 2017; Flan-
nery and Rangan 2006):

where i and t identify each firm and year (t ranges from 1 to 8), respectively. 
LEVERAGEi,t-1 denotes the lag of firm i’s leverage, FAMILYi,t is family ownership 
(either FAMILY20 or FAMILYOWN), the vector Xi,t represents the set of firm-level 
control variables, ηi denotes the individual effect, and εi,t is the random disturbance. 

(1)

LEVERAGE
i,t =�0 + �1LEVERAGEi,t−1 + �2FAMILY

i,t

+ �3Xit
+ �4YEARt

+ �5INDUSTRYi
+ �6COUNTRYi

+ �
i
+ �

it

FAMILY 
OWNERSHIP

LEVERAGE

FAMILY
OWNERSHIP

LEVERAGE

SEW OBJECTIVES
•Family control

•Long-term horizon
•Family firm reputation

c (direct effect)

c’ (mediating effect)

a b

Fig. 1  Mediating model: family ownership, SEW objectives and leverage

5 Additional robustness tests are conducted using path regression analysis based on structural equation 
modelling (SEM), as done in the latest research (Obaydin et al. 2021; Stutz et al. 2022).
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Year, industry and country fixed-effects are included in all the regressions (YEARt, 
INDUSTRY i, COUNTRY i). The inclusion of country fixed effects controls for time-
invariant heterogeneity across our sample countries.

To test the impact of family ownership on each SEW dimension (condition (ii), 
path a), we specify Eq. (2):

SEW refers to the dimension of socioemotional wealth, either family control, 
long-term horizon or family firm reputation.

Baron and Kenny’s (1986) condition (iii) concerning the existence of a significant 
relation between the mediator and the dependent variable (path b) is estimated as:

Finally, we regress the dependent variable on both the independent variable and 
the SEW mediating variable simultaneously to evaluate condition (iv) (path c’):

To test the mediating role of each SEW dimension, we follow these four stages for 
family control, long-term horizon, and family firm reputation, separately (Hypoth-
eses 1, 2 and 3, respectively). Additionally, to evaluate how the internal contingency 
of the negative performance-aspiration gap moderates the previous mediating rela-
tionships (Hypothesis 4), we follow Muller et al.’s (2005) approach to test for mod-
erated mediation by considering two-way interaction effects with aspiration gap in 
the mediating model. To do so, we estimate the direct path and the mediating paths 
by reformulating previous equations with the addition of the two-way interaction 
term with the moderating variable (ASPIRATION):

Our models are estimated by using the two-step GMM system estimator by 
Blundell and Bond (1998), which is widely adopted in studies on capital structure 
(Daskalakis et al. 2017; Fuente and Velasco 2020; Keasey et al. 2015; Serrasqueiro 
et  al. 2016). The appropriateness of this panel data methodology for our research 

(2)
SEW

i,t = �0 + �1FAMILY
i,t + �2Xit

+ �3YEARt
+ �4INDUSTRYi

+ �5COUNTRYi
+ �

i
+ �

it

(3)
LEVERAGE

i,t = �0 + �1LEVERAGEi,t−1 + �2SEWi,t

+ �3Xit
+ �4YEARt

+ �5INDUSTRYi
+ �6COUNTRYi

+ �
i
+ �

it

(4)
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+ �

i
+ �
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(5)
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is borne out by the fact that the GMM system estimator deals with the three major 
sources of endogeneity: unobserved heterogeneity, simultaneity, and dynamic endo-
geneity (Ullah et  al. 2018). Unobserved heterogeneity is represented by the indi-
vidual effect ηi and is removed by taking first differences. This effect captures cer-
tain unobservable time-constant firm-specific characteristics which also play a part 
in determining capital structure, such as corporate culture or management. By using 
instrumental variables of available lags and levels of the endogenous variables, 
GMM eliminates the need to identify external instruments and produces more effi-
cient and consistent estimations compared to other econometric techniques (Arel-
lano and Bond 1991; Bhargava and Mishra 2014; Ullah et al. 2018).

Together with the parameter estimates, several tests are conducted. First, the Wald 
test evaluates the goodness-of-fit and supports the joint significance of the explana-
tory variables. Second, the Arellano and Bond (1991)  m2 statistic supports the lack 
of second-order serial correlation in the first-difference residuals and thereby backs 
up the consistency of our results. Finally, the Hansen J-statistic evaluates instrument 
exogeneity and confirms the validity of our instruments.

3.4  Summary statistics

Table  3 presents the summary statistics. On average, debt accounts for 23.02% 
of total assets. Mean family ownership is 16.62% of total ownership. Companies 
exhibit a medium average level of long-term horizon (0.56), which is higher in the 
investment dimension (0.62) than the financing dimension (0.50).

Table  11 of the Appendix reports the pairwise correlations between variables. 
Among the significant coefficients, FFs are associated with less leverage, smaller 
size, richer cash holdings, lower financial expenses, greater retained earnings, older 
age, and a more long-term horizon in their investment policies.

4  Results

4.1  Baseline model

Table  4 displays the results of our baseline model [Eq. (1)] which evaluates the 
direct effect of family ownership on a firm’s leverage. This estimation (path c) is 
common to all mediating models. As expected, family ownership discourages lev-
erage, which is consistent with existing evidence (Crespí and Martín-Oliver 2015; 
Gallo and Vilaseca 1996; Mishra and McConaughy 1999). The coefficient of FAM-
ILY20 is negative, and displays statistical significance (p < 0.05). The leverage ratio 
is 0.45 percentage points lower in FFs compared to NFFs. FAMILYOWN also pre-
sents a negative and statistically significant coefficient (p < 0.01) and indicates that a 
10% increase in family ownership implies a 0.37% decline in leverage.

Control variables display the expected signs. Larger firms, high-growth firms and 
those with higher levels of net trade credit hold more leverage, probably as a result 
of their easier access to financial markets and their greater funding demands. More 
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profitable and cash-rich companies exhibit lower leverage ratios, which is consistent 
with the pecking order theory. In addition, the older the age, the lower the leverage 
that firms hold.6

A number of robustness analyses are conducted to further explore the underly-
ing mechanisms of the direct effect of family ownership on a firm’s leverage. First, 
we repeat our estimations by debt maturity. Table 13 in the Appendix reports these 
results. FFs’ reluctance to leverage remains statistically significant for short-term 
but not long-term debt. This finding agrees with evidence such as Molly et al. (2019) 
showing that short-term borrowings pose the greatest threat to family control as a 
result of their greater financing risk, greater bankruptcy risk, and closer monitoring. 

Table 3  Descriptive statistics

The number of observations of LTinvesting, LTfinancing and LTindex is lower as a result of additional 
missing observations when constructing these proxies. REPUTATION is restricted by the still limited 
coverage of ESG data in publicly available databases

N Mean Median Standard deviation 10th percentile 90th percentile

LEVERAGE 3713 0.2302 0.2187 0.1511 0.0385 0.4357
Family ownership
 FAMILY20 3713 0.2828 0 0.4504 0 1
 FAMILYOWN 3713 0.1662 0.0640 0.2182 0.0015 0.5200

Explanatory variables
 FAMCONTROL 3713 0.2814 0 0.4498 0 1
 LTindex 3190 0.5652 0.5667 0.1167 0.4167 0.7167
 LTinvesting 3190 0.6247 0.6333 0.1480 0.4333 0.8000
 LTfinancing 3190 0.5058 0.5000 0.1664 0.3000 0.7333
 REPUTATION 1058 0.5514 0.5664 0.1815 0.2948 0.7839
 ASPIRATION 3713 0.0248 0 0.0746 0 0.0703

Controls
 TANG 3713 0.2200 0.1689 0.2063 0.0179 0.5129
 SIZE 3713 12.895 12.752 2.1511 10.230 15.695
 GROWTH 3713 0.1035 0.0486 0.9926 − 0.1118 0.2589
 PROFITABILITY 3713 0.0211 0.0332 0.0984 − 0.0541 0.0976
 NTCS 3713 0.0632 0.0559 0.1573 − 0.0620 0.1913
 CASH 3713 0.0999 0.0739 0.0920 0.0175 0.2169
 FINEXP 3713 0.0429 0.0141 0.1608 0.0027 0.0727
 RETAINED 3713 0.0664 0.0836 0.6072 − 0.1567 0.4443
 AGE 3713 3.5573 3.4965 0.9113 2.3979 4.7958

6 Table  12 of the Appendix reports robustness analyses controlling for a firm’s percentage of shares 
traded over total shares (collected from the Eikon database). It captures the ease with which a firm can 
access alternative financing sources (i.e., equity financing). It has a positive and statistically significant 
effect on LEVERAGE, which could be explained by the lower informational asymmetries of firms that 
are more actively traded in equity financial markets. Our main results are robust to the inclusion of this 
control variable. We exclude it from this article’s core analyses because their missing values further 
restrict our sample size. We thank an anonymous reviewer for this suggestion.
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Table 4  Family ownership and 
leverage: baseline model

This table reports the two-step GMM system estimates of Eq. (1). 
Standard errors are reported in parentheses. ***, ** and * denote 
statistical significance at the 1%, 5%, and 10% level, respectively

Path c (direct effect)

Dependent variable: LEVERAGE

(1) (2)

Constant − 0.0072
(0.0241)

− 0.0492***
(0.0189)

LEVERAGE(− 1) 0.8266***
(0.0165)

0.7804***
(0.0152)

FAMILY20 − 0.0045**
(0.0022)

FAMILYOWN − 0.0374***
(0.0124)

Control variables
TANG 0.0374**

(0.0180)
0.0035
(0.0177)

SIZE 0.0067***
(0.0020)

0.0107***
(0.0015)

GROWTH 0.0001
(0.0002)

0.0011***
(0.0020)

PROFITABILITY − 0.1441***
(0.0109)

− 0.1673***
(0.0086)

NTCS − 0.0056
(0.0056)

0.0512***
(0.0057)

CASH − 0.0492***
(0.0172)

− 0.0796***
(0.0140)

FINEXP 0.0014
(0.0048)

0.0233***
(0.0018)

RETAINED 0.0066*
(0.0035)

0.0185***
(0.0008)

AGE − 0.0142**
(0.0061)

− 0.0116***
(0.0043)

Year fixed effects Yes Yes
Industry fixed effects Yes Yes
Country fixed effects Yes Yes
No. of obs 3,713 3,713
Wald test 73,118.10*** 70,952.82***
m1 statistic − 9.74 − 9.82***
m2 statistic − 0.94 − 0.87
p value  m2 test 0.347 0.385
Hansen test 184.13 260.25
p value Hansen test 0.322 0.133
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As debt maturity and the idiosyncrasy of short-term borrowings lie outside the 
scope of our study, we base our subsequent mediating analyses on total debt (LEV-
ERAGE). Moreover, since the direct relationship between family ownership and 
long-term debt displays no statistical significance, it would not be reasonable to test 
for mediating effects in such a relation.

Second, we focus on the subsample of FFs (FAMILY20 = 1). We consider whether 
the presence of a member of the main family shareholder in the CEO position—
which is a SEW-preserving mechanism (Baixauli-Soler et  al. 2021)—might affect 
the results. These results are shown in Table 14. of the Appendix. Consistent with 
the SEW preservation argument, the presence of a family CEO drives family firm 
reluctance to total and long-term debt, but has no significant effect on short-term 
debt. On average, a family CEO reduces a firm’s leverage by about 3–4 percentage 
points in FFs.

4.2  Leverage and family ownership: the mediating effect of family control

Having confirmed a significant direct effect of family ownership on LEVERAGE 
(path c, condition (i)), this section evaluates whether this direct relationship is 
mediated by family control (FAMCONTROL). Table  5 provides the regression 
results to test Hypothesis 1. Columns (1) and (2) estimate the effect of family 
ownership on the mediating variable FAMCONTROL. Since in this particular 
case the dependent variable is a dichotomous variable, we run logit regressions. 
As expected, greater family ownership is positively associated with FAMCON-
TROL. We therefore confirm the statistical significance of path a (condition (ii)). 
Next, we need to determine whether the mediating variable has a significant 
impact on LEVERAGE (path b, condition (iii)). As shown in column (3), fam-
ily control discourages firms from leverage—consistent with SEW theory. FAM-
CONTROL has a negative and significant effect on LEVERAGE (β = − 0.0266, 
p < 0.05), suggesting that leverage is 2.66 percentage points lower in firms with 
family representation on the board of directors. Finally, we consider the effect 
of family ownership and the mediating variable of family control simultaneously 
on LEVERAGE (path c’, condition (iv)). As reported in the last two columns, the 
effect of family ownership on LEVERAGE is no longer significant once we con-
sider FAMCONTROL. These results suggest that FAMCONTROL fully mediates 
the relationship between family ownership and a firm’s leverage, thus supporting 
Hypothesis 1. Results are robust to the alternative proxies for family ownership, 
either FAMILY20 or FAMILYOWN.

In additional robustness estimations, we use an alternative proxy for family con-
trol: the percentage of family directors over total directors in the board (%FAMDI-
RECTORS). Results are displayed in Table 15 of the Appendix. Our evidence also 
holds with this alternative proxy. A stronger presence of family directors in the 
board deters leverage (β = − 0.0292, p value < 0.05). Family ownership loses its sta-
tistical significance when %FAMDIRECTORS is included, thereby confirming the 
mediating effect of this latter variable in the relationship between family ownership 
and leverage.
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Table 5  Leverage and family ownership: the mediating role of family control

This table reports the two-step GMM system estimates for mediating effects through family control. 
Standard errors are reported in parentheses. ***, ** and * denote statistical significance at the 1%, 5%, 
and 10% level, respectively

Path a Path b Path c’ (indirect effect)

Dependent variable: FAMCON-
TROL

Dependent vari-
able: LEVERAGE

Dependent variable: LEVER-
AGE

(1) (2) (3) (4) (5)

Constant 2.2468***
(0.3437)

2.2786***
(0.3432)

− 0.0493**
(0.0249)

0.0672*
(0.0354)

− 0.0483*
(0.0249)

LEVERAGE(− 1) 0.8238***
(0.0227)

0.8808***
(0.0281)

0.8238***
(0.0227)

FAMILY20 0.4362***
(0.0916)

− 0.0033
(0.0029)

FAMILYOWN 0.7676***
(0.1898)

− 0.0010
(0.0215)

FAMCONTROL − 0.0266**
(0.0080)

− 0.0207*
(0.0116)

− 0.0265***
(0.0081)

Control variables
TANG 0.6187***

(0.2079)
0.6247***
(0.2078)

− 0.0154
(0.0254)

0.0203
(0.0264)

− 0.0152
(0.0254)

SIZE − 0.2261***
(0.0232)

− 0.2268***
(0.0232)

0.0108***
(0.0022)

0.0024
(0.0029)

0.0108***
(0.0022)

GROWTH 0.0210
(0.0365)

0.0191
(0.0364)

0.0013***
(0.0003)

0.0009**
(0.0004)

0.0013***
(0.0003)

PROFITABILITY 0.1555
(0.4633)

0.1714
(0.4619)

− 0.0493***
(0.0125)

− 0.0171
(0.0309)

− 0.0498***
(0.0127)

NTCS − 0.7168***
(0.2714)

− 0.6979***
(0.2710)

0.0210**
(0.0091)

0.0057
(0.0114)

0.0213**
(0.0091)

CASH 0.3234
(0.4438)

0.3288
(0.4440)

− 0.0478*
(0.0269)

− 0.0501
(0.0381)

− 0.0481*
(0.0276)

FINEXP − 0.7577**
(0.3785)

− 0.7633**
(0.3778)

− 0.0039
(0.0065)

− 0.0104
(0.0127)

− 0.0040
(0.0066)

RETAINED 0.1828**
(0.0836)

0.1870**
(0.0832)

0.0110***
(0.0019)

− 0.0027
(0.0065)

0.0111***
(0.0019)

AGE − 0.0231
(0.0501)

− 0.0290
(0.0500)

− 0.0135***
(0.0058)

− 0.0218***
(0.0079)

− 0.0137**
(0.0059)

Year fixed effects Yes Yes Yes Yes Yes
Industry fixed effects Yes Yes Yes Yes Yes
Country fixed effects Yes Yes Yes Yes Yes
No. of obs 3658 3658 3713 3713 3713
Wald test – – 46,727.98*** 65,152.53*** 46,577.74***
m1 statistic – – − 9.51*** − 9.15*** − 9.51***
m2 statistic – – − 1.20 − 1.23 − 1.20
p value  m2 test – – 0.230 0.218 0.230
Hansen test – – 170.75 92.17 170.53
p value Hansen test – – 0.214 0.534 0.202
Log likelihood − 1984.7441 − 1987.9709 – – –
LR chi2 407.19*** 400.74*** – – –
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4.3  Leverage and family ownership: the mediating effect of the long‑term 
horizon

Again, we draw on the significant direct effect of family ownership on LEVERAGE 
tested in path c (condition (i)). Hypothesis 2 predicts that a long-term horizon medi-
ates the relationship between family ownership and leverage. Results are displayed 
in Table 6. The first two columns confirm that family ownership has a significant 
impact (p < 0.05) on the mediating variable (LTindex). The greater the family owner-
ship, the more long-term a firm’s horizon is, which ties in with SEW theory. As a 
result, condition (ii) of mediation is fulfilled (path a). We then evaluate the statistical 
significance of path b (condition (iii)). Our results show that LTindex has a nega-
tive and significant impact on LEVERAGE (β = − 0.1034, p < 0.10). This is consist-
ent with SEW theory predictions that greater default risk associated with leverage 
poses a threat to SEW preservation in the long run and sparks concerns about liabili-
ties transmitted to future generations. The last two columns regress LEVERAGE on 
both the family ownership variable and the mediator (LTindex) (path c’, condition 
(iv)). Our findings do not support Hypothesis 2: although family ownership (meas-
ured by either FAMILY20 or FAMILYOWN) loses its statistical significance, LTin-
dex becomes non-statistically significant, thereby failing to support the existence 
of mediation for long-term horizon considered as a whole. Table 7 presents robust-
ness analyses by decomposing long-term horizon into two components: long-term 
horizon in investment decisions (LTinvesting) in Panel A, and long-term horizon in 
leverage decisions (LTfinancing) in Panel B. In these cases, partial mediation is sup-
ported for both subcomponents of long-term horizon. For instance, in Panel A, the 
effect of FAMILY20 becomes non-statistically significant (β = − 0.0033, p > 0.10) 
and consequently decreases its significance in comparison with the baseline model 
(β = − 0.0045, p < 0.05). Similar evidence is found when using LTfinancing as an 
alternative proxy for long-term horizon. Results also hold when family ownership 
is measured on a continuous basis through FAMILYOWN. These results suggest that 
LTindex may constitute too wide a construct, which accounts for many heterogene-
ous aspects of a firm’s policies whose aggregation into one single measure might be 
obscuring a significant impact.

4.4  Leverage and family ownership: the mediating effect of family firm 
reputation

We now assess the last mediating path in the family ownership–leverage association 
through family firm reputation. Table 8 shows the estimations. The first two columns 
estimate the association between family ownership and the mediating REPUTATION 
variable, confirming the statistical significance of path a (condition (ii)). Results tie 
in with SEW predictions that family ownership has a positive and significant effect 
on a family firm’s reputation. For example, FAMILY20 (β = 0.0147, p < 0.01) indi-
cates that a family firm’s reputation is 1.47 percentage points higher in FFs than in 
NFFs. The following stage is given by path b, which is estimated in column (3). We 
find that a stronger family firm reputation deters leverage (β = − 0.0860, p < 0.01). 
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Table 6  Leverage and family ownership: the mediating role of long-term horizon

This table reports the two-step GMM system estimates for mediating effects through long-term horizon. 
Standard errors are reported in parentheses. ***, ** and * denote statistical significance at the 1%, 5%, 

Path a Path b Path c’ (indirect effect)

Dependent variable: LTindex Dependent vari-
able: LEVER-
AGE

Dependent variable: LEVER-
AGE

(1) (2) (3) (4) (5)

Constant 0.2784***
(0.0564)

0.3530***
(0.0454)

0.0296
(0.0578)

0.0005
(0.0715)

0.0018
(0.0713)

LEVERAGE(− 1) 0.7914***
(0.0271)

0.7889***
(0.0355)

0.7907***
(0.0373)

FAMILY20 0.0246**
(0.0113)

− 0.0035
(0.0217)

FAMILYOWN 0.0422*
(0.0235)

− 0.0114
(0.0496)

LTindex − 0.1034*
(0.0548)

− 0.0169
(0.0635)

− 0.0185
(0.0630)

Control variables
TANG 0.2080***

(0.0399)
0.1656***
(0.0298)

0.0751**
(0.0372)

0.0505
(0.0437)

0.0524
(0.0425)

SIZE 0.0087**
(0.0040)

0.0117***
(0.0034)

0.0077*
(0.0039)

0.0069
(0.0047)

0.0068
(0.0047)

GROWTH 0.0222***
(0.0068)

0.0177***
(0.0026)

0.0126
(0.0108)

− 0.0012
(0.0103)

− 0.0012
(0.0103)

PROFITABILITY − 0.0058
(0.0680)

− 0.0210
(0.0280)

− 0.1144*
(0.0614)

− 0.0989***
(0.0695)

− 0.0966
(0.0710)

NTCS 0.0626***
(0.0094)

− 0.0178**
(0.0070)

0.0181
(0.0320)

0.0007
(0.0341)

0.0018
(0.0352)

CASH 0.5098***
(0.0364)

0.6096***
(0.0273)

0.0514
(0.0515)

− 0.0305
(0.0636)

− 0.0288
(0.0633)

FINEXP 0.0264***
(0.0081)

0.0060*
(0.0033)

− 0.0077
(0.0096)

− 0.0018
(0.0102)

− 0.0017
(0.0101)

RETAINED 0.0657***
(0.0144)

0.0391***
(0.0084)

0.0096
(0.0127)

− 0.0371**
(0.0157)

− 0.0371**
(0.0152)

AGE 0.0167
(0.0133)

− 0.0201**
(0.0086)

− 0.0159*
(0.0084)

− 0.0136
(0.0092)

− 0.0134
(0.0092)

Year fixed effects Yes Yes Yes Yes Yes
Industry fixed effects Yes Yes Yes Yes Yes
Country fixed effects Yes Yes Yes Yes Yes
No. of obs 3,190 3,190 3,190 3,190 3,190
Wald test 63,050.99*** 109,376.15*** 34,932.33*** 29,320.71*** 29,391.26***
m1 statistic − 8.13*** − 8.45*** − 8.80*** − 7.77*** − 7.66***
m2 statistic − 0.45 − 0.08 − 1.08 − 1.18 − 1.18
p value  m2 test 0.655 0.935 0.281 0.238 0.238
Hansen test 91.58 210.43 94.15 77.57 77.34
p value Hansen test 0.348 0.136 0.282 0.460 0.468
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Finally, we run the regression of path c’ (condition (iv)) by considering the effect of 
family ownership, controlling for the mediating REPUTATION. As the last two col-
umns show, the family ownership variable is no longer significant. Hence, REPUTA-
TION fully mediates the relationship between family ownership and leverage, which 
strongly supports Hypothesis 3. Our results hold when using either FAMILY20 or 
FAMILYOWN. 

4.5  Robustness path analyses of mediation: structural equation models (SEM)

For robustness purposes, Table  16. of the Appendix repeats the mediation 
analyses by applying an alternative methodological approach based on paths: 
structural equation modelling, which has been applied extensively in the latest 
research (Obaydin et al. 2021; Stutz et al. 2022). Our main results remain simi-
lar: evidence reveals that family control, long-term horizon (when accounting 
for the sub-dimensions of investing and financing separately), and family firm 
reputation play a mediating role in the association between family ownership 
and leverage.7 At the bottom of each panel, we conduct the Sobel (1982) test, 
which is widely used to assess the strength of indirect (mediating) effects: this 
test supports the mediating role of the aforementioned SEW objectives, except 
for family firm reputation, which lacks statistical significance. This finding sug-
gests that—even though family firm reputation carries a mediating effect in the 
family ownership–leverage relationship according to the causal paths regression 
results—this mediating driven effect is very weak.

4.6  Negative performance‑aspiration gap as a contingency in the mediating 
models

This section develops the empirical testing of Hypothesis 4 to assess whether an 
internal contingency such as ASPIRATION affects (moderates) the mediating role 
played by SEW objectives in the family ownership–leverage relationship. To do 
so, we follow Muller et  al.’s (2005) approach to test for moderated mediation, 
which occurs when the mediating process depends on the value of a moderator 
variable. In order to estimate path c’, the moderator (ASPIRATION) and the two-
way interaction effect between the moderator and the corresponding SEW medi-
ating variable (ASPIRATION × FAMCONTROL, ASPIRATION × LTindex and 
ASPIRATION × REPUTATION) are therefore considered. Results of these regres-
sions are shown in Table 9.

and 10% level, respectively
Table 6  (continued)

7 Results are also robust when using FAMILYOWN, and are available upon request.
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Table 7  The mediating role of a long-term horizon: robustness analyses by investment and leverage com-
ponents

Path a Path b Path c’ (indirect effect)

Dependent variable: LTinvest-
ing

Dependent vari-
able: LEVER-
AGE

Dependent variable: LEVER-
AGE

(1) (2) (3) (4) (5)

PANEL A:  long-term horizon in investment decisions
Constant 0.1869*

(0.1080)
0.0773
(0.2200)

0.1074***
(0.0295)

0.1068***
(0.0306)

0.1104***
(0.0311)

LEVERAGE(− 1) 0.8147***
(0.0195)

0.8148***
(0.0195)

0.8188***
(0.0195)

FAMILY20 0.0753**
(0.0361)

− 0.0033
(0.0026)

FAMILYOWN 0.2705**
(0.1207)

− 0.0070
(0.0150)

LTinvesting − 0.0618**
(0.0266)

− 0.0606**
(0.0266)

− 0.0631**
(0.0266)

Control variables Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes
Industry fixed effects Yes Yes Yes Yes Yes
Country fixed effects Yes Yes Yes Yes Yes
No. of obs 3,190 3,190 3,190 3,190 3,190
Wald test 28,738.71*** 18,478.09*** 50,534.29*** 50,676.95*** 50,228.56***
m1 statistic − 4.40*** − 2.07** − 9.80*** − 9.80*** − 9.82***
m2 statistic − 0.28 0.55 − 1.14 − 1.14 − 1.14
p value  m2 test 0.777 0.585 0.255 0.253 0.254
Hansen test 50.22 19.53 227.87 228.35 225.94
p value Hansen test 0.153 0.551 0.176 0.171 0.187

Path a Path b Path c’
(indirect effect)

Dependent variable: LTfi-
nancing

Dependent vari-
able: LEVER-
AGE

Dependent variable: LEVER-
AGE

(1) (2) (3) (4) (5)

PANEL B:  long-term horizon in leverage decisions
Constant 0.2111*

(0.1153)
0.2185**
(0.1318)

0.0401
(0.0510)

0.0228
(0.0498)

0.0125
(0.0512)

LEVERAGE (− 1) 0.8103***
(0.0266)

0.8873***
(0.0244)

0.8783***
(0.0247)

FAMILY20 0.0744**
(0.0370)

− 0.0017
(0.0033)

FAMILYOWN 0.1867**
(0.0840)

0.0388
(0.0345)

LTfinancing − 0.0497**
(0.0237)

− 0.0965**
(0.0456)

− 0.0987**
(0.0453)



1 3

Exploring the link between family ownership and leverage:…

As far as family control is concerned, results in Panel A support that FAM-
CONTROL fully mediates the relationship between family ownership and lever-
age. Interestingly, our empirical findings show that such a mediating influence is 
moderated by ASPIRATION since the interaction term FAMCONTROL × ASPI-
RATION is positive as well as statistically and significantly different from zero 
(β = 0.1235, p < 0.01). This means that the negative mediating effect driven by 
FAMCONTROL in the family ownership–leverage relationship (β = − 0.0185, 
p < 0.01) weakens or can even be reversed under higher levels of ASPIRATION. 
This finding supports Hypothesis 4. We proceed in a similar way with our sec-
ond dimension of SEW; namely LTindex. Results are shown in Panel B. We find 
that the association between family ownership and LEVERAGE is mediated in 
full by LTindex. Again, we observe that the sign of the mediating variable LTin-
dex changes depending on the level of ASPIRATION because the interaction 
term LTindex × ASPIRATION is positive and statistically significant (β = 0.4202, 
p < 0.05). Panel C re-estimates by using REPUTATION, with results proving to 
be robust to this SEW dimension. Over all, these findings support Hypothesis 4 
that ASPIRATION moderates the mediating influence of SEW objectives in the 
family ownership–leverage linkage.

Table 7  (continued)

Path a Path b Path c’
(indirect effect)

Dependent variable: LTfi-
nancing

Dependent vari-
able: LEVER-
AGE

Dependent variable: LEVER-
AGE

(1) (2) (3) (4) (5)

Control variables Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes
Industry fixed effects Yes Yes Yes Yes Yes
Country fixed effects Yes Yes Yes Yes Yes
No. of obs 3,190 3,190 3,190 3,190 3,190
Wald test 39,845.98*** 32,217.59*** 35,795.50*** 32,093.00*** 32,014.36***
m1 statistic − 8.82*** − 8.62*** − 9.06*** − 9.60*** − 9.61***
m2 statistic 0.37 0.38 − 0.94 − 1.25 − 1.25
p value  m2 test 0.711 0.707 0.350 0.212 0.212
Hansen test 53.05 42.62 102.87 96.23 99.88
p value Hansen test 0.395 0.401 0.167 0.417 0.294

This table reports the two-step GMM system robustness analyses for mediating effects through family 
long-term horizon, either from the investment or the financing perspective of decision− making. Stand-
ard errors are reported in parentheses. ***, ** and * denote statistical significance at the 1%, 5%, and 
10% level, respectively
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Table 8  Leverage and family ownership: the mediating role of family firm reputation

This table reports the two-step GMM system estimates for mediating effects through family firm reputa-
tion. Standard errors are reported in parentheses. ***, ** and * denote statistical significance at the 1%, 
5%, and 10% level, respectively

Path a Path b Path c’ (indirect effect)

Dependent variable: REPUTA-
TION

Dependent 
variable: 
LEVERAGE

Dependent variable: LEVERAGE

(1) (2) (3) (4) (5)

Constant − 1.1065***
(0.0484)

− 1.0154***
(0.0256)

− 0.0066
(0.0430)

− 0.0623
(0.0573)

0.0363***
(0.0130)

LEVERAGE(− 1) 0.8464***
(0.0142)

0.7984***
(0.0172)

0.8216***
(0.0031)

FAMILY20 0.0147***
(0.0043)

− 0.0042
(0.0099)

FAMILYOWN 0.0135***
(0.0041)

− 0.0039 (0.0038)

REPUTATION − 0.0860***
(0.0215)

− 0.0561***
(0.0211)

− 0.0193***
(0.0060)

Control variables
TANG − 0.0161

(0.0137)
− 0.0561***
(0.0056)

− 0.0363**
(0.0163)

0.0014
(0.0165)

− 0.0220***
(0.0036)

SIZE 0.1036***
(0.0031)

0.0994***
(0.0017)

0.0068**
(0.0030)

0.0132***
(0.0033)

0.0056***
(0.0008)

GROWTH − 0.0141***
(0.0024)

− 0.0076***
(0.0013)

− 0.0444***
(0.0081)

− 0.0073
(0.0113)

− 0.0111***
(0.0016)

PROFITABILITY − 0.0571***
(0.0127)

− 0.0587***
(0.0052)

− 0.2726***
(0.0372)

− 0.0705*
(0.0368)

− 0.2226***
(0.0067)

NTCS − 0.0554***
(0.0200)

− 0.0436***
(0.0100)

0.0198
(0.0318)

0.1638***
(0.0367)

0.0517***
(0.0064)

CASH − 0.0523***
(0.0204)

− 0.0310***
(0.0111)

0.0690**
(0.0083)

− 0.0422
(0.0406)

0.0995***
(0.0069)

FINEXP − 0.1174***
(0.0060)

− 0.1257***
(0.0025)

0.0814***
(0.0163)

0.1354***
(0.0294)

0.0631***
(0.0047)

RETAINED 0.0031
(0.0092)

− 0.0080
(0.0051)

− 0.0125
(0.0111)

− 0.0526***
(0.0120)

− 0.0437***
(0.0033)

AGE 0.0201***
(0.0041)

0.0172***
(0.0023)

0.0039
(0.0050)

− 0.0139**
(0.0057)

− 0.0124***
(0.0014)

Year fixed effects Yes Yes Yes Yes Yes
Industry fixed effects Yes Yes Yes Yes Yes
Country fixed effects Yes Yes Yes Yes Yes
No. of obs 1,058 1,058 1,058 1,058 1,058
Wald test 292,155.26*** 7.43e+08*** 207,340.09*** 129,177.26*** 3.68 e+08***
m1 statistic − 2.29** − 2.32** − 5.77*** − 5.90*** − 5.85***
m2 statistic 0.22 0.14 − 0.64 − 0.88 − 0.82
p value  m2 test 0.823 0.887 0.523 0.380 0.415
Hansen test 159.96 195.88 89.84 91.61 195.68
p value Hansen test 0.553 0.627 0.800 0.688 0.768
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Table 9  Family ownership, SEW objectives and leverage: negative performance− aspiration gap as a 
contingency

Path c (direct 
effect)

Path b (moderated mediation) Path c’ (moderated 
mediation)

Dependent vari-
able: LEVERAGE

Dependent variable: FAM-
CONTROL

Dependent variable: 
LEVERAGE

(1) (2) (3)

PANEL A: the mediating effect of FAMCONTROL
Constant 0.0276

(0.0288)
2.6094***
(0.3678)

0.0455***
(0.0134)

FAMILY20 − 0.0226***
(0078)

0.3975***
(0.0979)

0.0052
(0.0032)

ASPIRATION 0.1839***
(0.0460)

− 5.6277***
(1.2461)

− 0.1727***
(0.0055)

FAMILY20 × ASPIRATION 0.1149***
(0.0333)

1.9008
(1.3717)

− 0.0092
(0.0155)

FAMCONTROL − 0.0185***
(0.0034)

FAMCONTROL × ASPIRATION 0.1235***
(0.0188)

Control variables Yes Yes Yes
Year, industry, and country fixed 

effects
Yes Yes Yes

Path b (moderated mediation) Path c’ (moderated 
mediation)

Dependent variable: LTindex Dependent variable: 
LEVERAGE

(2) (3)

PANEL B: the mediating effect of LTindex
Constant 0.2630***

(0.0447)
− 0.0577
(0.0429)

FAMILY20 0.0304***
(0.0067)

− 0.0175
(0.0111)

ASPIRATION 0.2862***
(0.0701)

− 0.3270**
(0.1651)

FAMILY20 × ASPIRATION − 0.2389*
(0.1404)

0.1860
(0.1303)

LTindex − 0.0768**
(0.0319)

LTindex × ASPIRATION 0.4202**
(0.2064)

Control variables Yes Yes
Year, industry, and country fixed effects Yes Yes
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5  Discussion and conclusions

How do leverage decisions in FFs differ from those of non-family firms? The litera-
ture has mostly explored the direct linkage between family ownership and a firm’s 
leverage. Our study shows that this provides too narrow a perspective and restricts a 
finer-grained appraisal of how SEW objectives shape the relationship between fam-
ily ownership and leverage. Specifically, we focus on how family ownership affects 
a firm’s leverage through the mediating channel of three SEW objectives: retaining 
family control, ensuring a long-term horizon, and maintaining family firm reputa-
tion. In this way, we help to identify the underlying mechanisms which shape FFs’ 
reluctance to leverage.

Our results confirm the baseline hypothesis that FFs are more reluctant to use lev-
erage than non-family firms, which agrees with the bulk of the research (Baixauli-
Soler et al. 2021; Gallo and Vilaseca 1996; Mishra and McConaughy 1999; Schmid 
2013). This suggests that leverage may threaten family affective endowment 
(Gomez-Mejia et  al. 2007) compared to non-family counterparts (who are more 
focused on financial wealth).

In addition, our evidence shows that the nature of the relationship between family 
ownership and leverage is not a direct one, but rather an indirect relationship which 
is channelled by SEW objectives. We find that unique objectives embedded in SEW, 

This table reports the two-step GMM system estimates of the moderated mediation model. Standard 
errors are reported in parentheses. ***, ** and * denote statistical significance at the 1%, 5%, and 10% 
level, respectively

Table 9  (continued)

Path b (moderated mediation) Path c’ (moderated 
mediation)

Dependent variable: REPUTATION Dependent variable: 
LEVERAGE

(2) (3)

PANEL C: the mediating effect of REPUTATION
Constant − 0.9959***

(0.0519)
0.0216
(0.0224)

FAMILY20 0.0233***
(0.0028)

− 0.0075
(0.0054)

ASPIRATION 0.4965***
(0.0489)

− 0.9556***
(0.3441)

FAMILY20 × ASPIRATION − 0.5672***
(0.0670)

0.9551***
(0.1895)

REPUTATION − 0.0267*
(0.0138)

REPUTATION × ASPIRATION 1.5903***
(0.4614)

Control variables Yes Yes
Year, industry and country fixed effects Yes Yes
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such as family control, long-term horizon, and family firm reputation, mediate the 
effect of family ownership on corporate leverage. Furthermore, our research shows 
that family ownership is a primary antecedent which endows these SEW objectives.

Our results thus shed further light on the underlying mechanisms which shape 
family firm reluctance to leverage. The pursuit of non-financial goals is one distinc-
tive feature of FFs (Berrone et  al. 2012; Cesinger et  al. 2016; Davila et  al. 2023; 
Filser et al. 2018; Gast et al. 2018; Gomez-Mejia et al. 2007, 2011; Gomez-Mejia 
and Herrero 2022), such that SEW objectives might enable a better understanding of 
corporate decision-making such as leverage decisions. First, family control sparks a 
mediating effect in the family ownership–leverage relationship because this source 
of financing can weaken the owning family’s maintaining control over the company. 
Likewise, our findings show that a long-term horizon also mediates the relationship 
between family ownership and leverage. This is consistent with the notion that FFs 
are less willing to engage in leverage to curb their risk exposure and to ensure the 
best preservation of SEW legacy for future generations (Kotlar et al. 2018). Finally, 
we find that family firm reputation is also another indirect channel which drives the 
effect of family ownership on leverage. This finding agrees with the fact that lev-
erage aggravates exposure to financial distress risk, which can erode a key SEW 
dimension such as firm reputation (Jiang et al. 2020).

Our evidence also reveals that a firm’s underperformance (i.e., performance 
below the aspiration level) can weaken the negative mediating effect propelled by 
SEW objectives on the family ownership–leverage relationship. Financial vulner-
ability changes FFs’ reference point in their decision-making process so that family 
owners are more willing to assume SEW losses in order to avoid the worst scenario 
of organizational failure which would lead to losing not only SEW but also financial 
wealth (Baixauli-Soler et al. 2021). When experiencing below-par performance out-
comes, family owners are likely to take greater account of non-economic goals (even 
at the expense of sacrificing a part of SEW) in order to maximize the likelihood of 
firm survival and protect a firm’s overall wealth (Gomez-Mejia et al. 2018). Conse-
quently, under poor performance, economic concerns become a top priority (even in 
family firms) when making leverage decisions (Fang et al. 2021; Gomez-Mejia et al. 
2018).

5.1  Contributions

Our investigation contributes to the literature in several ways. First, we put for-
ward an indirect channel of causality in the association between family ownership 
and leverage. While research has principally been based on generic firm-level 
driving factors of capital structure (e.g., Daskalakis et  al. 2017; Flannery and 
Rangan 2006; Rajan and Zingales 1995), we propose mechanisms linked to the 
role of family ownership (family owners’ SEW objectives). Rather than propos-
ing a direct association between family ownership and leverage, we hypothesize 
an indirect one (channelled by SEW objectives). To the best of our knowledge, 
the role played by certain SEW objectives in leverage decisions has remained 
largely understudied (Baixauli-Soler et al. 2021). We broaden current knowledge 



 F. Muñoz-Bullón et al.

1 3

about the role of SEW in family firm financing behaviour and provide evidence 
that SEW (as a multidimensional construct) serves as an intermediate causal 
mechanism in the association between family ownership and a firm’s leverage 
(e.g. Baixauli-Soler et  al. 2021; Comino-Jurado et  al. 2021; Molly et  al. 2019; 
Poletti-Hughes and Martínez-García, 2022). Our findings suggest that the unique 
nature of FFs brings unique affective motives (e.g., family control, long-term 
horizon, and family firm reputation) (Naldi et al. 2013) into corporate decision-
making, which must be accounted for in order to reach a more comprehensive 
understanding of the diverse decisions that firms make in terms of leverage. By 
approaching SEW as a multidimensional construct, we shed further light on the 
motivations of leverage decisions and provide a more fine-grained knowledge to 
make sense of why some FF decisions do not sometimes obey purely economic 
goals. Our mediating approach favours a better understanding of how leverage 
decisions differ not only across different levels of family ownership but also 
within the universe of FFs, depending on the richness of their SEW endowment. 
In this way, we answer calls to extend the theoretical underpinnings of SEW 
within the domain of FF leverage (Jain and Shao 2015; Michiels and Molly 2017; 
Molly et al. 2019).

Second, we provide a better understanding of how a negative performance 
aspiration gap can moderate the effect of SEW objectives on a firm’s leverage, 
thereby modifying family owners’ preference for leverage. Whereas the litera-
ture has explored external shocks, such as the last financial crisis (e.g. Crespí 
and Martín-Oliver 2015; Serrasqueiro et al. 2016), our analysis expands the thus 
far scarce evidence on whether FFs’ leverage choices differ under conditions of 
financial vulnerability (an internal threat). This contingency has already been 
considered when exploring other strategic decisions—such as M&A, internation-
alization, or R&D (Chrisman and Patel 2012; Gomez-Mejia et  al. 2018; Min-
ichilli et al. 2016)—but its effect on leverage has so far been neglected (Baixauli-
Soler et  al. 2021). Our study therefore complements existing research and 
provides a more fine-grained understanding of the family firm-leverage linkage. 
Our evidence is consistent with studies which argue that FFs pay more attention 
to financial goals when performance is below aspirations (Chrisman and Patel 
2012; Fang et  al. 2021; Gomez-Mejia et  al. 2018). Under adverse performance 
outcomes, family owners are more willing to accept SEW losses in order to guar-
antee the firm’s survival, and their reluctance to leverage financing diminishes 
even in spite of its detrimental consequences for SEW preservation.

5.2  Implications for managerial practice

From a managerial perspective, we provide practitioners with an illustration of the 
trade-off between economic-driven and affective-driven motives in FFs in the par-
ticular domain of leverage decisions. Our research reveals that the nature of FFs 
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brings affective motives (e.g., family control, long-term horizon, and family firm 
reputation) which channel FFs’ reluctance to leverage. By acknowledging a multi-
dimensional perspective of SEW, we provide decision makers with a fresh perspec-
tive to raise their awareness about how corporate decision-making does not always 
respond to purely rational patterns of behaviour, but that emotional concerns also 
play an important role. We show that family firm owners and managers—in spite 
of their sensitiveness to the risk of financial distress which increases with lever-
age—cannot escape from the influence of SEW objectives. Such objectives unavoid-
ably affect a family firm’s behaviour, restricting the leverage that the firm pursues, 
which sometimes results in inefficient decisions (e.g., when excessive reluctance to 
leverage leads firms to forgo valuable future growth opportunities). Our study sug-
gests that a firm’s attitude to leverage needs to be reassessed on the basis of the 
relative performance scenario each firm faces. Otherwise, a leverage policy which 
only serves SEW goals but which is not adequately aligned to the remaining cor-
porate decisions and outcomes might prompt the failure of the firm as a whole. Our 
research points to the important role played by managers in promoting optimal pri-
oritization between economic and emotional goals in order to avoid poor decision-
making in this regard.

Furthermore, family business consultants could provide guidance for FFs in busi-
ness practice by encouraging them to undertake a more comprehensive assessment 
of the business conditions as well as those of the firm environment in order to ensure 
a rational balance between economic and non-economic (SEW) considerations. 
As shown, non-economic objectives are more salient in FFs and the latter’s strong 
desire to ensure affective endowment preservation may alter their perception of how 
much leverage it might be optimal to engage in. Consultants are likely to play a very 
useful role in this regard in order to ensure not only an optimal choice of leverage 
but also a good match between financing and investment policies in a firm. These 
decisions are two sides of the same coin which need to be optimally aligned. Assess-
ment of SEW losses and gains may also play a part in some of the strategic deci-
sions facing FFs and may differentiate them from those made by their non-family 
firm counterparts.

5.3  Limitations and future research lines

Some limitations of this study could be addressed in a future research agenda. First, 
future research could examine how SEW’s influence on the family ownership–leverage 
relationship might change across the business cycle. It would be particularly interest-
ing to delve into the role of SEW during the COVID crisis, given the unique character-
istics of this shock, rooted in a worldwide health emergency and the highly disrup-
tive effects that lockdowns had for all economic sectors—particularly non-essential 
businesses. Second, further evidence about alternative financing sources (e.g. internal 
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funds, external equity) might also further our knowledge about the trade-off between 
financial and emotional goals when making leverage decisions (Croci et  al. 2011; 
Koropp et al. 2014). It might be of particular interest to consider additional character-
istics of financing sources such as their maturity, which might interact with the long-
term horizon prompted by SEW endowment (Molly et al. 2019). Second, our study 
is focused on publicly traded FFs in line with studies such as Anderson et al. (2003) 
and Croci et al. (2011). Given that publicly listed firms have wider financing sources 
available (Hansen and Block 2020), the generalizability of our results to private FFs 
invites future inquiry (e.g., Baixauli-Soler et al. 2021; Molly et al. 2019; Romano et al. 
2001). The particular characteristics of private firms—such as their being more credit 
constrained or their greater information opaqueness—may affect leverage differently. 
For instance, the latest developments in entrepreneurial financing (e.g., crowdfunding) 
may become especially important when studying the leverage decisions of private FFs. 
Likewise, it might be insightful to look at how SEW objectives affect leverage deci-
sion-making depending on the institutional context, particularly the degree of inves-
tor and creditor protection (Jara et  al. 2018). Third, given the increasing interest in 
FFs’ leverage behaviour, a meta-analytical approach may clarify the conflicting find-
ings (Hansen and Block 2020). Similarly, future work might promote a more compre-
hensive appraisal of SEW by constructing proxies based on secondary data (Berrone 
et al. 2012; Naldi et al. 2013). This line of research could be helpful to operationalize 
the measures for family firm reputation on the basis of corporate sustainable practices 
(Naldi et al. 2013), since the still limited coverage of ESG data in public databases 
restricts the scope of our analysis.

Additionally, a finer-grained appraisal of the degree of familiness might 
advance literature in this field by further capturing heterogeneity across the fam-
ily firm universe. Drawing on proxies to capture certain variables empirically 
also adds another limitation to our study, particularly in those connected to SEW. 
It may also prove interesting to explore further how the degree of concentration 
of family wealth—which sparks prudent and conservative decisions—influences 
corporate decision-making and, in particular, leverage levels. This will require 
collecting primary data such as those from survey-based and quantitative inter-
view techniques. Subsequent research could consider alternative mediating paths 
which could channel the relationship between family ownership and leverage, and 
apply methodological developments such as Preacher and Hayes’s (2008) boot-
strap procedure for more comprehensive analyses of mediating relationships. 
Finally, future research that considers additional contingency variables other than 
performance aspirations (e.g., generational stage, firm size) could be theorized 
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and tested to improve our knowledge of how FFs’ behaviour is context-dependent 
(Sonfield and Lussier 2004).

5.4  Conclusion

The literature has documented that family ownership drives different leverage 
choices in comparison to other types of ownership, and has called for a deeper 
understanding of the underlying mechanisms (Anderson et  al. 2003; Gallo et  al. 
2004; González et al. 2013). Koropp et al. (2014, p. 308) point out that “FFs’ behav-
iour, regarding their financing decisions, is unique due to the specific properties 
these firms possess”. Research highlights the underdevelopment of studies about the 
impact of SEW on corporate leverage behaviour (Jain and Shao 2015). This paper 
extends current knowledge about how family ownership shapes leverage decisions. 
We add to the literature by positing a mediating role played by SEW objectives 
(family control, long-term horizon, and family firm reputation) on the relationship 
between family ownership and a firm’s leverage. Relying on a multidimensional 
view of SEW proves to be relevant, since focusing on one single dimension might 
hide crucial aspects in financial decision-making. Leverage decisions cannot be fully 
understood if a number of more specific SEW objectives are overlooked (Molly 
et al. 2019). Moreover, the use of panel data techniques allows causality (not simple 
correlation) to be inferred between our study variables (Audretsch et al 2019).

Additionally, our findings offer interesting insights by exploring how internal 
contingences threatening SEW preservation (such as negative performance aspi-
ration gap) affect the role of SEW in the family ownership–leverage relationship. 
Performance aspiration gap is a major reference point in strategic decision-making 
(Gomez-Mejia et al. 2018; Minichilli et al. 2016) and may determine the importance 
which FFs attach to affective endowment. In FFs, a shift of focus is found towards 
economic goals when performance falls below aspirations due to greater financial 
vulnerability, with FFs placing less emphasis on SEW goals and, instead, pursuing 
more risk-seeking behaviour by increasing leverage.

Appendix

See Tables 10, 11, 12, 13, 14, 15, and 16.
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Table 10  Definition of variables

Variable Definition

Dependent variable
 LEVERAGE The ratio of long-term and short-term financial debt to the book 

value of assets (Crespí and Martín-Oliver 2015; Rajan and 
Zingales 1995)

Family ownership
 FAMILY20 A dummy variable equal to one if the ultimate owner at the 20% 

control threshold is an individual or a family, and zero other-
wise (Murro and Peruzzi 2019; Setia-Atmaja et al. 2009)

 FAMILYOWN Family ownership, calculated as the percentage of shares held by 
the largest individual/family shareholder (Setia-Atmaja et al. 
2009)

Family control
 FAMCONTROL A dummy variable equal to one if there are members of the main 

family shareholder in the board of directors, and zero otherwise
Long-term horizon
 LTindex Kappes and Schmid’s (2013) overall long-term index
 LTinvesting Kappes and Schmid’s (2013) long-term investment sub-index 

based on long-term indicators of investment policies (R&D to 
sales, capital expenditures to sales, and depreciation to fixed 
assets)

 LTfinancing Kappes and Schmid’s (2013) long-term financing sub-index based 
on long-term indicators of investment policies (cash to total 
assets, current assets to current liabilities, and long-term debt to 
total debt)

Family firm’s reputation
 REPUTATION Family firm reputation as given by the firm’s commitment to 

sustainability practices (Naldi et al. 2013), which is measured 
by the ESG (environmental, social, and governance) score

Negative performance-aspiration gap
 ASPIRATION Negative deviations in profitability aspirations, calculated as the 

absolute difference between a firm’s performance (as measured 
by return on assets) and the average performance of its 2-digit 
SIC industry peers if negative, and zero otherwise (Muñoz-
Bullón et al. 2019)

Control variables
 TANG A firm’s asset tangibility, proxied by the ratio of tangible assets to 

total assets (Daskalakis et al. 2017; Flannery and Rangan 2006; 
Molly et al. 2019; Rajan and Zingales 1995)

 SIZE A firm’s size measured as the natural logarithm of the book value 
of assets (Crespí and Martín-Oliver 2015; Croci et al. 2011; 
Daskalakis et al. 2017; Flannery and Rangan 2006; Molly et al. 
2019)

 GROWTH A firm’s growth opportunities, proxied by the annual rate change 
in total sales (Croci et al. 2011; Daskalakis et al. 2017)

 PROFITABILITY A firm’s profitability, as given by the return on assets (Flannery 
and Rangan 2006; Rajan and Zingales 1995)
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Table 10  (continued)

Variable Definition

 NTCS The importance of net trade credit, calculated as the difference 
between trade payables and trade receivables divided by total 
sales (Daskalakis et al. 2017)

 CASH Cash holdings, measured by the ratio of cash to total assets 
(Crespí and Martín-Oliver 2015; Croci et al. 2011; Daskalakis 
et al. 2017)

 FINEXP Interest burden, proxied by the ratio of financial expenses to total 
sales (Daskalakis et al. 2017)

 RETAINED Retained earnings, measured by the ratio of retained earnings to 
total assets (DeAngelo et al. 2006)

 AGE Natural logarithm of a firm’s age (the difference between each 
current year and the firm’s founding year)



 F. Muñoz-Bullón et al.

1 3

Ta
bl

e 
11

  
Pa

ir-
w

is
e 

Pe
ar

so
n 

co
rr

el
at

io
n 

m
at

rix
1

2
3

4
5

6
7

8
9

10
11

12
13

14
15

16
17

18

1.
 L

EV
ER

-
A

G
E

1.
00

00

2.
FA

M
-

IL
Y

20
−

 
0.

03
94

**
1.

00
00

3.
FA

M
IL

Y -
O

W
N

−
 

0.
03

46
**

0.
84

78
**

*
1.

00
00

4.
 F

A
M

-
CO

N
-

TR
O

L

−
 

0.
03

50
**

0.
06

18
**

*
0.

05
17

**
*

1.
00

00

5.
 L

Ti
nd

ex
−

 0
.0

16
7

−
 0

.0
00

4
0.

04
08

**
−

 0
.0

00
6

1.
00

00

6.
 L

Ti
nv

es
t -

in
g

0.
09

23
**

*
0.

04
03

**
0.

07
33

**
*

0.
03

75
**

0.
70

51
**

*
1.

00
00

7.
 L

Tfi
na

nc
-

in
g

−
 

0.
10

54
**

*
−

 
0.

03
68

**
−

 0
.0

08
0

−
 0

.0
34

1*
0.

77
60

**
*

0.
09

98
**

*
1.

00
00

8.
 R

EP
U

TA
-

TI
O

N
0.

11
89

**
*

0.
03

72
0.

03
13

−
 

0.
11

78
**

*
0.

02
39

0.
07

93
**

−
 0

.0
45

5
1.

00
00

9.
 A

SP
IR

A
-

TI
O

N
0.

06
33

**
*

−
 0

.0
25

0
−

 0
.0

25
8

−
 0

.0
18

0
−

 
0.

03
54

**
0.

01
42

−
 

0.
06

23
**

*
0.

06
94

**
1.

00
00

10
. T

A
N

G
0.

34
23

**
*

0.
02

66
0.

04
13

**
0.

02
14

0.
26

04
**

*
0.

48
91

**
*

−
 

0.
06

96
**

*
−

 0
.0

22
1

−
 

0.
04

78
**

*
1.

00
00

11
. S

IZ
E

0.
22

26
**

*
−

 
0.

13
04

**
*

−
 

0.
13

22
**

*
−

 
0.

14
30

**
*

0.
16

05
**

*
0.

13
01

**
*

0.
10

95
**

*
0.

64
78

**
*

−
 

0.
26

65
**

*
0.

23
57

**
*

1.
00

00

12
. G

RO
W

TH
−

 0
.0

04
1

0.
00

29
0.

01
22

0.
00

75
−

 0
.0

08
8

−
 0

.0
30

5*
0.

01
47

−
 

0.
08

35
**

*
−

 0
.0

03
1

−
 

0.
03

28
**

−
 0

.0
30

9*
1.

00
00

13
. P

RO
FI

T -
A

B
IL

IT
Y

−
 

0.
14

47
**

*
0.

00
19

−
 0

.0
01

1
−

 0
.0

21
8

0.
04

30
**

−
 

0.
05

35
**

*
0.

10
79

**
*

−
 

0.
10

77
**

*
−

 
0.

85
56

**
*

0.
00

43
0.

24
95

**
*

−
 

0.
00

04
1.

00
00

14
. N

TC
S

−
 0

.0
28

1*
0.

06
98

**
*

0.
05

57
**

*
−

 0
.0

31
5*

−
 

0.
03

94
**

−
 

0.
08

16
**

*
0.

01
74

−
 

0.
07

85
**

−
 0

.0
19

8
−

 
0.

18
68

**
*

−
 

0.
12

73
**

*
−

 
0.

02
33

0.
04

91
**

*
1.

00
00

15
. C

A
SH

−
 

0.
28

29
**

*
0.

05
78

**
*

0.
05

89
**

*
0.

02
84

*
0.

45
59

**
*

0.
06

29
**

*
0.

58
38

**
*

−
 0

.0
22

3
0.

01
44

−
 

0.
21

77
**

*
−

 
0.

14
65

**
*

0.
00

78
0.

03
09

*
−

 0
.0

13
9

1.
00

00

16
. F

IN
EX

P
0.

19
55

**
*

−
 

0.
03

57
**

−
 0

.0
28

8*
−

 0
.0

20
1

0.
06

35
**

*
0.

03
13

*
0.

06
12

**
*

−
 0

.0
24

5
0.

26
10

**
*

0.
07

55
**

*
−

 0
.0

04
6

0.
00

25
0.

25
12

**
*

−
 

0.
04

43
**

*
−

 0
.0

08
9

1.
00

00



1 3

Exploring the link between family ownership and leverage:…

**
*,

 *
* 

an
d 

*S
ta

tis
tic

al
 si

gn
ifi

ca
nc

e 
at

 th
e 

1%
, 5

%
, a

nd
 1

0%
 le

ve
l, 

re
sp

ec
tiv

el
y

Ta
bl

e 
11

  (
co

nt
in

ue
d)

1
2

3
4

5
6

7
8

9
10

11
12

13
14

15
16

17
18

17
. R

ET
A

IN
ED

−
 0

.0
16

7
0.

03
54

**
0.

02
47

0.
00

52
0.

08
74

**
*

0.
04

34
**

0.
08

40
**

*
−

 0
.0

24
2

−
 

0.
42

74
**

*
0.

12
54

**
*

0.
29

58
**

*
−

 
0.

00
48

0.
42

18
**

*
−

 0
.0

04
6

−
 

0.
03

51
**

−
 0

.0
68

0*
**

1.
00

00

18
. A

G
E

−
 0

.0
08

7
0.

03
80

**
0.

06
93

**
*

−
 

0.
07

16
**

*
0.

06
45

**
*

0.
05

13
**

*
0.

04
49

**
0.

10
66

**
*

−
 

0.
13

52
**

*
0.

11
02

**
*

0.
19

46
**

*
−

 
0.

04
85

**
0.

14
26

**
*

0.
05

63
**

*
−

 
0.

07
30

**
*

−
 0

.0
56

4*
**

0.
16

82
**

*
1.

00
00



 F. Muñoz-Bullón et al.

1 3

Table 12  Family ownership 
and leverage: baseline model 
controlling for a firm’s 
percentage of shares traded over 
total shares

This table reports the two-step GMM system estimates of Eq. (1) 
considering a firm’s percentage of shares traded over total shares as 
an additional control variable. Standard errors are reported in paren-
theses. ***, ** and * denote statistical significance at the 1%, 5%, 
and 10% level, respectively

Path c (direct effect)

Dependent variable: LEVERAGE

(1) (2)

Constant 0.0663***
(0.0100)

− 0.0111
(0.0107)

LEVERAGE(− 1) 0.7637***
(0.0074)

0.7496***
(0.0060)

FAMILY20 − 0.0044***
(0.0016)

FAMILYOWN − 0.0192***
(0.0044)

Control variables
 TANG − 0.0031

(0.0065)
0.0133
(0.0133)

 SIZE 0.0042***
(0.0007)

0.0059***
(0.0006)

 GROWTH 0.0017***
(0.0002)

− 0.0019***
(0.0002)

 PROFITABILITY − 0.1842***
(0.0037)

− 0.1906***
(0.0098)

 NTCS 0.0325***
(0.0014)

0.0269***
(0.00134)

 CASH − 0.0646***
(0.0046)

− 0.0436***
(0.0052)

 FINEXP − 0.0019**
(0.0009)

− 0.0042***
(0.0005)

 RETAINED 0.0190***
(0.0006)

0.0196***
(0.0016)

 AGE − 0.0195***
(0.0016)

− 0.0034
(0.0021)

 %SHARESTRADED 0.0501***
(0.0071)

0.1244***
(0.0448)

 Year fixed effects Yes Yes
 Industry fixed effects Yes Yes
 Country fixed effects Yes Yes
 No. of obs 1,715 1,715
 Wald test 2.35e+06*** 2.72e+07***
  m1 statistic − 8.18*** − 8.11***
  m2 statistic − 1.04 − 1.08
 p value  m2 test 0.299 0.281
 Hansen test 274.95 212.25
 p value Hansen test 0.175 0.332
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Table 13  Baseline model: leverage and family ownership by debt maturity

This table reports the two-step GMM system estimates of Eq. (1) by debt maturity. Standard errors 
are reported in parentheses. ***, ** and * denote statistical significance at the 1%, 5%, and 10% level, 
respectively

Dependent variable: STDEBT Dependent variable: LTDEBT

(1) (2) (3) (4)

Constant 0.0387**
(0.0161)

0.0565**
(0.0245)

− 0.0282
(0.0200)

− 0.0495
(0.0305)

STDEBT(− 1) 0.2516***
(0.0154)

0.2522***
(0.0232)

LTDEBT(− 1) 0.5221***
(0.0159)

0.7711***
(0.0357)

FAMILY20 − 0.0103**
(0.0047)

− 0.0031
(0.0033)

FAMILYOWN − 0.0347**
(0.0162)

− 0.0077
(0.0287)

Control variables
 TANG − 0.0466***

(0.0142)
0.0173
(0.0186)

0.0469**
(0.0191)

0.0299
(0.0298)

 SIZE 0.0004
(0.0014)

− 0.0018 (0.0021) 0.0140***
(0.0017)

0.0094***
(0.0029)

 GROWTH 0.0006***
(0.0001)

0.0004*
(0.0001)

0.0001
(0.0001)

0.0020*
(0.0010)

 PROFITABILITY − 0.0951***
(0.0077)

− 0.1350***
(0.0108)

− 0.0563***
(0.0081)

− 0.0404**
(0.0159)

 NTCS 0.0383***
(0.0041)

− 0.0054
(0.0055)

0.0607***
(0.0066)

0.0227**
(0.0110)

 CASH − 0.1039***
(0.0121)

− 0.0868***
(0.0148)

− 0.0187
(0.0132)

− 0.1160***
(0.0333)

 FINEXP − 0.0146***
(0.0030)

− 0.0344***
(0.0054)

0.0337***
(0.0013)

0.0144
(0.0116)

 RETAINED 0.0026***
(0.0011)

0.0187***
(0.0022)

0.0086***
(0.0010)

0.0034
(0.0032)

 AGE 0.0026
(0.0034)

0.0035
(0.0063)

− 0.0294***
(0.0052)

− 0.0111
(0.0075)

 Year fixed effects Yes Yes Yes Yes
 Industry fixed effects Yes Yes Yes Yes
 Country fixed effects Yes Yes Yes Yes
 No. of obs 2,955 2,955 2,955 2,955
 Wald test 6380.13*** 3500.75*** 16,517.67*** 21,735.45***
  m1 statistic − 5.18*** − 5.27*** − 6.55*** − 6.46***
  m2 statistic 0.69 0.68 0.62 0.94
 p value  m2 test 0.489 0.499 0.533 0.349
 Hansen test 219.55 171.20 269.73 122.59
 p value Hansen test 0.420 0.354 0.199 0.176
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Table 14  Baseline model: robustness analyses by family CEO in the subsample of family firms

This table reports the two-step GMM system estimates of Eq. (1) by debt maturity in the family firm sub-
sample, differentiating by whether a family member holds the CEO position. Standard errors are reported 
in parentheses. ***, ** and * denote statistical significance at the 1%, 5%, and 10% level, respectively

Dependent variable: 
LEVERAGE

Dependent variable: 
STDEBT

Dependent 
variable: 
LTDEBT

(1) (2) (3)

Constant − 0.0527***
(0.0034)

0.0798***
(0.0277)

0.0197***
(0.0026)

LEVERAGE(− 1) 0.6966***
(0.0038)

STDEBT(− 1) 0.4719***
(0.0350)

LTDEBT(− 1) 0.5223***
(0.0038)

FamilyCEO − 0.0334***
(0.0016)

0.0130
(0.0088)

− 0.0446***
(0.0022)

Control variables
 TANG 0.1155***

(0.0027)
− 0.0499**
(0.0205)

0.1486***
(0.0026)

 SIZE 0.0117***
(0.0002)

− 0.0021
(0.0017)

0.0079***
(0.0003)

 GROWTH 0.0026***
(0.0001)

− 0.0002
(0.0015)

0.0027***
(0.0001)

 PROFITABILITY − 0.2405***
(0.0028)

− 0.4627***
(0.0484)

0.0605***
(0.0047)

 NTCS 0.0635***
(0.0022)

− 0.0530***
(0.0191)

0.0355***
(0.0030)

 CASH 0.0139***
(0.0036)

0.0220
(0.0335)

− 0.0108***
(0.0037)

 FINEXP 0.0142***
(0.0012)

− 0.1007***
(0.0162)

0.1338***
(0.0015)

 RETAINED 0.0076***
(0.0002)

0.0052
(0.0104)

0.0006**
(0.0002)

 AGE − 0.0207***
(0.0011)

− 0.0011
(0.0072)

− 0.0270***
(0.0011)

 Year fixed effects Yes Yes Yes
 Industry fixed effects Yes Yes Yes
 Country fixed effects Yes Yes Yes
 No. of obs 1,050 842 842
 Wald test 4.03e+09*** 8227.01*** 6.99e+08***
  m1 statistic − 5.29*** − 2.97*** − 3.84***
  m2 statistic − 0.96 1.59 0.96
 p value  m2 test 0.337 0.112 0.339
 Hansen test 233.04 66.51 207.23
 p value Hansen test 0.413 0.691 0.654
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Table 15  Leverage and family ownership: robustness analyses for the mediating role of family control 
(measured as the percentage of family directors over total board directors)

Path a Path b Path c’ (indirect effect)

Dependent variable: %FAM-
DIRECTORS

Dependent vari-
able: LEVER-
AGE

Dependent variable: LEVER-
AGE

(1) (2) (3) (4) (5)

Constant 0.6616***
(0.0579)

0.6244***
(0.0570)

0.0635***
(0.0141)

0.0552***
(0.0155)

0.0574***
(0.0157)

LEVERAGE(− 1) 0.8525***
(0.0066)

0.8562***
(0.0074)

0.8584***
(0.0074)

FAMILY20 0.1013***
(0.0147)

0.0024
(0.0017)

FAMILYOWN 0.3093***
(0.0309)

− 0.0129
(0.0080)

%FAMDIRECTORS − 0.0292**
(0.0126)

− 0.0256**
(0.0122)

− 0.0252*
(0.0133)

Control variables
 TANG 0.2456***

(0.0350)
0.2291***
(0.0345)

0.0050
(0.0107)

0.0120
(0.0111)

0.0079
(0.0112)

 SIZE − 0.0631***
(0.0037)

− 0.0602***
(0.0036)

0.0034***
(0.0010)

0.0038***
(0.0012)

0.0039***
(0.0012)

 GROWTH 0.0022
(0.0259)

0.0016
(0.0256)

− 0.0031
(0.0023)

− 0.0013
(0.0027)

− 0.0020
(0.0029)

 PROFITABILITY 0.0993
(0.0907)

0.0972
(0.0892)

− 0.2169***
(0.0117)

− 0.2154***
(0.0127)

− 0.2186***
(0.0129)

 NTCS 0.0546
(0.0497)

0.0599
(0.0488)

− 0.0060
(0.0087)

0.0017
(0.0095)

− 0.0009
(0.0096)

 CASH 0.3004***
(0.0740)

0.2832***
(0.0727)

− 0.0268**
(0.0107)

− 0.0224**
(0.0114)

− 0.0282**
(0.0118)

 FINEXP 0.1103
(0.0729)

0.1316*
(0.0717)

− 0.0059
(0.0041)

− 0.0061
(0.0044)

− 0.0073*
(0.0042)

 RETAINED 0.0139
(0.0272)

0.0068
(0.0268)

− 0.0014
(0.0046)

0.0005
(0.0053)

0.0011
(0.0054)

 AGE 0.0015
(0.0077)

0.0025
(0.0076)

− 0.0178***
(0.0021)

− 0.0184***
(0.0022)

− 0.0185***
(0.0023)

 Year fixed effects Yes Yes Yes Yes Yes
 Industry fixed 

effects
Yes Yes Yes Yes Yes

 Country fixed 
effects

Yes Yes Yes Yes Yes

 No. of obs 2,031 2,031 2,031 2,031 2,031
 Wald test – – 200,191.16*** 188,410.65*** 214,784.91***
  m1 statistic – – − 7.82*** − 7.77*** − 7.77***
  m2 statistic – – − 0.80 − 0.81 − 0.81
 p value  m2 test – – 0.426 0.418 0.419
 Hansen test – – 246.53 236.82 235.46
 p value Hansen test – – 0.322 0.365 0.371
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Table 15  (continued)

Path a Path b Path c’ (indirect effect)

Dependent variable: %FAM-
DIRECTORS

Dependent vari-
able: LEVER-
AGE

Dependent variable: LEVER-
AGE

(1) (2) (3) (4) (5)

 Log likelihood − 592.1574 − 566.5194 – – –
 LR chi2 853.89*** 905.16*** – – –

This table shows the robustness analyses of the mediating effects through family control (measured as 
the percentage of family directors over total board directors). Columns (1) and (2) report Tobit estimates 
because of the censored nature of the dependent variable (%FAMDIRECTORS), which ranges between 0 
and 1. Columns (3) to (5) report two-step GMM system estimates. Standard errors are reported in paren-
theses. ***, ** and * denote statistical significance at the 1%, 5%, and 10% level, respectively



1 3

Exploring the link between family ownership and leverage:…

Table 16  The mediating effect of SEW objectives on the relationship between family ownership and lev-
erage: robustness analyses using structural equation modelling (SEM)

Dependent 
variable: 
LEVERAGE

Panel A: direct path of the impact of family ownership on a firm’s leverage
Direct effect
 FAMILY20 − 0.0132**

(0.0055)
 No. of obs 3714

Dependent variable: FAMCON-
TROL

Dependent variable:
LEVERAGE

Panel B: mediating path through FAMCONTROL
Indirect effect
 FAMILY20 0.0618***

(0.0163)
 FAMCONTROL − 0.0110**

(0.0055)
Direct effect
 FAMILY20 − 0.0125**

(0.0055)
 No. of obs 3714 3714
 Indirect effect/Total effect 5.10%
 Sobel test Z-value [ p value] − 1.760* [0.078]

Dependent variable:
LTindex

Dependent variable:
LEVERAGE

Panel C: mediating path through LTindex
Indirect effect
 FAMILY20 − 0.0001

(0.0046)
 LTindex − 0.0206

(0.0219)
Direct effect
 FAMILY20 − 0.0079

(0.0057)
 No. of obs 3191 3191
 Indirect effect/Total effect 0%
 Sobel test Z-value [ p value] 0.022 [0.982]

Dependent variable:
LTinvesting

Dependent variable:
LEVERAGE

Panel D: mediating path through LTinvesting
Indirect effect
 FAMILY20 0.0133***

(0.0058)
 LTinvesting 0.0912***

(0.0172)
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Dependent variable:
LTinvesting

Dependent variable:
LEVERAGE

Direct effect
 FAMILY20 − 0.0091

(0.0057)
 No. of obs 3191 3191
 Indirect effect/Total effect 15.3%
 Sobel test Z-value [ p value] 2.096** [0.036]

Dependent variable: LTfinancing Dependent vari-
able: LEVER-
AGE

Panel E: mediating path through LTfinancing
Indirect effect
 FAMILY20 − 0.0135*

(0.0065)
 LTfinancing − 0.0925***

(0.0153)
Direct effect
 FAMILY20 − 0.0091

(0.0056)
 No. of obs 3191 3191
 Indirect effect/Total effect 15.7%
 Sobel test Z-value [ p value] 1.951** [0.051]

Dependent variable: REPUTATION Dependent vari-
able: LEVER-
AGE

Panel F: mediating path through REPUTATION
Indirect effect
 FAMILY20 0.0183

(0.0152)
 REPUTATION 0.0966***

(0.0244)
Direct effect
 FAMILY20 − 0.0194

(0.0121)
 No. of obs 1058 1058
 Indirect effect/Total effect 10.1%
 Sobel test Z-value [p value] 1.158 [0.247]

This table shows the robustness analyses of the mediating effects using structural equation modelling 
(SEM). Standard errors are reported in parentheses under the estimated coefficients. ***, ** and * denote 
statistical significance at the 1%, 5%, and 10% level, respectively. The Sobel test is reported at the bottom 
of each estimation
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