
A N N A L E S

VOL. XLVII, 4 SECTIO H 2013

Johannes Kepler University Linz, Department for Corporate Finance

HELMUT PERNSTEINER, MARCUS DICK

The capital structure and the dividend policy of family firms

Key words: family firms, divident policy, corporate finance

Two of the most discussed and most examined topics in the field of corporate fi-

as a financing decision. Furthermore, factors such as taxes, costs of financial distress 

-
large public/listed companies showing a dis-

persed ownership structure

specific goal and incentive 
structure
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firm survival instead of strictly adhering to the goal of value creation (Anderson, 

pecking 
order

-
nies try to avoid the increasing costs of financial distress and information asymmetry 

 g., Michaelas, 

a special target capital structure; therefore, family firms will favor internal sources 

The so called “trade-off theory” suggests that a company chooses its optimal 

as these events are often associated with a change in control (Mishra and McConaughy, 

reduce 
their leverage
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debt can mitigate agency problems

their own interests which need not comply with the interests of other shareholders. 

face lower costs of debt due to their special incentive structure that attenuates agency 

to their heirs. Furthermore they want to protect their family’s and firm’s reputation. 

develop personal and well-informed relationships with family executives (“relationship 

Research on family firms’ capital structure has gained momentum in the last 
years. Most of these studies have analyzed the capital structure of listed family firms

lower leverage in US 

firms too, whereas the opposite is true for East Asian and other European countries. 

1 than non-family enterprises.

1 
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No differences
higher leverage in the stud-

-

listed Continental European enterprises. 
When we turn to studies analyzing private companies a lower leverage in family 

non-listed medium and large companies (sales over €21.6 million and more than 150 

No differences

-
prises. A higher leverage

To sum up, the presented empirical analyses don’t clearly indicate -
nesses show a higher or lower leverage than non-family controlled companies. This 
is especially true for listed firms, whereas non-listed family enterprises show a slight 

they are reluctant to raise external funds (Michaelas, Chittenden and Poutziouris, 
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low diversification of wealth. Therefore, family-controlled enterprises should tend to 
retain profits

dividend payments 
can discipline

important role in disciplining the managers of these companies (Gugler, 2003; Schmid 

Finally, the personal preferences -

fund personal consumption with cash received form dividend payments. Moreover, 

of family firms could use high dividends to pacify their family owners (DeAngelo, 

non-family firms have focused on listed enterprises. On the one hand, evidence of 
lower dividend payments

hand higher dividend payments

„real“ family firms (with 
higher payout propensity than 

mixed evidence of the payout propensity in listed 
Hong Kong firms depending on the percentage of family ownership.
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When we look at the studies focusing unlisted firms lower 
dividend payouts
enterprises, whereas higher dividend payments

-

-
ity family ownership, a founder CEO and indirect family control through pyramidal 

influence on dividend payments.
no 

clear evidence concerning the payout propensity of family firms.

Our theoretical analysis indicates that the specific goal and incentive structure 
of family firms affects agency conflicts prevalent in these enterprises. As agency 

-
out decisions. The theoretical analysis, however, shows no clear evidence that this 

leverage dividend 
payments of family firms compared to their non-family counterparts.

The same holds true for empirical studies which present mixed results concerning 

showed that family specific factors
have a significant influence on the financial and capital structure decision-making 
process of family firms. Moreover, significant differences in the capital structure 

coun-
try effects and different financial systems

methodological issues
have influenced the results.2 Moreover, the impact of different family firm defini-
tions and especially different types of family involvement (e. g., management vs. 

2 

and expected inflation.
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shown. Finally, listed family firms

is often concentrated in the hands of the family. Furthermore the expropriation of 

non-listed companies

future research on the financing decisions of family firms 
could focus on non-listed companies on the one hand and different types of family 
involvement on the other hand. 

propensity of family firms in relation to their non-family counterparts. 
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This paper sheds light on the capital structure and the dividend policy of family firms. From a theo-

-
ily firms compared to their non-family counterparts. The same holds true for empirical studies which 
present mixed results concerning the leverage and payout propensity of these companies. Finally, factors 
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