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Abstract

This paper investigates the entrepreneurial sprriSwedish listed family firms. We

associate family firms with entrepreneurship in Hense that there is an identifiable
person that takes the uninsurable risk in the sefdénight. This paper analysis two
guestions: Do entrepreneurial family firms haveighér rate of growth and do they
invest in a more profit maximizing fashion thanethsted firms?

The analysis shows that entrepreneurial family $inm general are smaller in terms of

market value and investments than non-family firdvreover, the entrepreneurial
family firms are the ones that makes the mostiefficinvestments.

Keywords: Entrepreneurship, Corporate Governance, Family $sitnvestments, Firm
Performance.

JEL Codes:L26, L25, G30, C23



1. Introduction
In the economic theory of the entrepreneur, asldped by among others Knight (1921);
Schumpeter (1934); Casson (1982), the entrepraaer extraordinary individual who
finds new profitable uses of resources. The ergregur is the one who bears the
uncertainty of the business and for this he receile profit of the firm.

A majority of all firms are founded by an individuar a family who can be
classified as an entrepreneur. From this perspetmily firms are interesting since it is
possible to identify a single individual owner @anfily owner who has the ability to
influence the use of resources in a more direct thap what is possible in firms with
dispersed ownership. The same individual/family ewwan also reap most of the
rewards from innovative use of resources. The pinGientive is thereby likely to be
stronger than in other firms. A strong profit intee and a direct influence on
management should leave marks on the efficiencyhefinvestment policy and the
growth of the firm. Entrepreneurial activity shoudénerate more profitable investment
projects and stronger profit incentives will asstinat these profitable projects are
implemented.

The aim of this paper is to study if Swedish listadhily firms in an investment
sense are more entrepreneurial than other Swasdistd firms. Two questions are posed:
Do family firms have a higher rate of growth and dh@y invest in a more profit
maximizing fashion than other listed firms?

Investment performance as a sign of entreprenespiat in family firms will be

tested through marginal q analysis. The underlyingories from which the tested



hypotheses are derived are entrepreneurship theong the lines of Knight (1921);
Schumpeter (1934); Casson (1982) complementedasifborate governance theories of
the kind accounted for in Shleifer and Vishny (1p97

Swedish firms serve as a particular interesting sasce in Sweden it is usual that
families exert strong control of the large list&ans through the use of dual class shares
and pyramids. One well-known example is the Wakkgkfamily. Also, the corporate
governance structure in Sweden is characterizesbbgentrated ownership.

As a measure of growth we look at changes in th&k@ha&alue of the firm, sales,
investment, employment and investment intensityrdieal g is used as a measure of
investment efficiency. The measure is assumedfkectdhow innovative the firm is in a
broad sense. The marginal g methodology was festldped by Mueller and Reardon
(1993) and it shows to what extent the net presahte rule of investments is applied.
The marginal g approach is a well applicable prokinvestment efficiency in the sense
that it reflects the extent to which an investmest furthering the objective of
maximization of investor wealth. The proposed papgeunique in its combination of
entrepreneurship and corporate governance theoriesnpirical research. No earlier
study has been done along theses line on Swedtsh Itlas also unique in its use of

marginal q as performance measure.



2. Theoretical Framework; Entrepreneurship, Family Firms and
Marginal g-Analysis
2.1 Definitions of Family Firms

There is no established definition of family firnmsthe literature. However, all
various types of definitions of family firms havlet apprehension in common that
families as owners are different from other typésowners concerning ability and
incentives to influence business decisions. Thalyamfluence concerns issues such as
succession order, innovation and investment stegegnd business culture. In the
literature it is possible to single out three mgnoups of definitions of family firms
(Steier et al., 2004).

A first line of research on family firms uses thencept of founder family i.e. if
the founder family is still active in the comparfyor example, Anderson and Reeb,
(2003); Anderson et al., (2003) use the foundeilfésrshare of equity and/or if a family
member is present in the board of directors whdimidg family firms. Following these
scholars, a growing body of literature, such asnGvist and Nilsson, (2003); Villalonga
and Amit, 2006 (a-b), have emerged, analyzing ffeceof founding families on firm
performance.

A second line of research on family firms followa Porta et al, (1999) and
defines family firms from the amount of votes amdzapital that the largest family (or
individual) controls. In their article La Portaat use different thresholds for defining a
firm as a family firm. Morck and Yeung, (2004) dedifirms as family firms if the largest

owner controls more than 10 or 20 percent of thengoshares. Examples of studies



following La Porta et al, (1999) are Faccio and ¢,a(2002); Claessens et al, (2002);
Bennedsen et al, (2004). Some of the above studes combination of the definitions,
for example Crongvist and Nilsson, (2003).

Finally, firms can also be defined as family firmeken the family actively takes
part in the company. In Chrisman et al, (2004),ikaffirms are defined based on family
participation in the firm in issues like ownershipanagement, and succession within the
family.

In this paper we define family firms as firms catfligd directly or indirectly by
one family or an individual. Also, this family/inddual has to be the largest owner. In
accordance with La Porta et al, 1999; Morck andrigg(2004), we have chosen the cut-
off of 20 percent of outstanding votes. This cutdisf arbitrarily, but according to La
Porta et al, (1999) 20 percent is enough for oneeswo effectively control the company.
Both the above studies use different levels of oalmp (for example 10 and 20 percent)
to test for differences in ownership structure om$’ performance depending on the

choice of cut-off value.

2.2 Entrepreneurship and Investment Performance

The concept of entrepreneurship is widely discusaed analyzed within
economics as well as in other disciplines. Theee lasth theoretical and operational
difficulties when trying to define the concept drl@ast describe it. For example Hebert
and Link (1989), has singled out 13 definitionsenfrepreneurship frequently used in the

literature. Cantillon, (1755) was one of the fitst theoretically acknowledge the



importance of the entrepreneurship and its corinbuto economic growth and
development. He defines the entrepreneur as anogtoragent who acts in uncertain
environments. During the Z@entury there has been a wide range of scholafs as
Schumpeter (1934); Baumol (1959, 1968); Knight (9XKirzner (1973, 1997); Hayek
(1945), developing the discipline further.

Over the last decades there has been an incresdergst in the link between
entrepreneurship and growth of the firm as wellimgconomic growth of a country.
When linking entrepreneurship from the micro leiethe more aggregate level dynamic
processes take place. Schumpeter (1934) was onéeofirst to dynamically link
entrepreneurial activities on the micro level tomamic growth on the macro level.
Schumpeter talks about creative destruction whablies that the creation of new firms
might lead to destruction of older and less contipetifirms. The constantly ongoing
competition between new ideas and innovations featat only the very best firms and
innovations survive.

Entrepreneurship in the sense of Schumpeter (18343bout coming up with
something new (an innovation) that gives the firmc@mpetitive advantageThe
entrepreneur is in this way the prime mover in etoic development. Five types of
innovations are distinguished:

« New products/new quality of a good
* New method of production

* New market

* New source of supply

* New organization of an industry



Common to innovations of these types are investsehtifferent kinds. Also, the
innovations have to successfully meet the testhef market. Hence, one can expect
innovating firms to have good investment perfornemdvioreover, it can be expected
that these firms show higher growth in terms ofetssssales and employees. Hence,
innovations in a Schumpeterian sense give a higfitable growth potential.

Good investment performance implies that only pgjewith a positive net
present value are invested in. Projects with a theganet present value should be
rejected. In the marginal g-analysis as describeahong others Bjuggren et al, (2007)
the performance measure has a value higher thambee investments with a positive
net present value are chosen. In this sense magican be used as direct measure of
investment performance.

A marginal g less than one can, as shown in Bjuggtel, (2007), be interpreted
as a sign of managerial discretion of a type tlestefits managers at the expense of the
shareholders. Investments associated with an inioovan Schumpeter’'s sense are not
likely to be associated with marginal g-values lgss one. (According to definition the
novelties listed above are innovations if they sgstully meet the test of the market.)
However, investments with a negative net presehtevemarginal q less than one) also
contribute to the growth of the firm. Such growth, ihowever, not a sign of
entrepreneurship. Rather it is a sign of managelisdretion of the types described by
among others Baumol (1959); Marris (1964); Williamng1963); Jensen and Meckling

(1976).



In this paper we associate family firms with entegeurship in the sense that
there is an identifiable person that takes thesuriable risk in the sense of Knight (1921)
and who is in control of the firm. The uninsurabigk (uncertainty) associated with
equity ownership can in the Swedish case divergen ficontrol ability due to the
existence of vote differentiated shares. We adprsthat in our analysis by the variable
excess votes which indicates whether the entreprieecharacter of the firm has been
affected by vote differentials or not. If the cantshare is higher than equity share family
firm are less entrepreneurial, i.e. we expect teess vote to have a negative impact on
entrepreneurship.

Our hypothesis is that entrepreneurial family firame primarily likely to show a
higher growth of firm value as result of innovati&ntrepreneurial family firms will also
show a higher investment performance in terms ofaaginal g above or equal to one.
Secondarily growth rate in sales and employmentbsaexpected to be higher as far as
innovations are not of a process kind that affeost much more than demand.

The hypothesis will be tested on data for Swedstled firms. A methodological
problem could be that growth and successful investmis a result of innovations
somewhere else in the industrial sector i.e. “maddension” and not a result of
innovations in the firm (Dahmén 1950). This problemin our panel study handled by

industry dummies.
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3. The Model — Marginal q

The marginal g shows the marginal change in firlaevaue to an investment. By
using marginal g instead of other (average) perémme measures such as average
Tobin’s g or return on assets (ROA) one mitigatesblems such as endogeneity and
heteroskedasticity. The approach was first develdgeMueller and Reardon (1993) and
further developed by Gugler and Yurtoglu (2003)rdjehe marginal q is derived in a
slightly different way.

In the corporate finance literature the net presahie rule is used as a criterion
for firms in the evaluation of future investmengscordingly, the firm must, for each
separate project, evaluate the difference betwkercdost of the investmeni)(and the

present valueRV;) of future cash flowsGF;) generatedPV; is defined as:

n
1
PV, =Y CF
=2 @

and net present valublP\{) as:

NPV=PV,- I, (2)

The net present value rule implies that all prgegith a positiveNPV shall be
undertaken. Assuming an efficient stock market, riterket value of a firm could be

expressed as the sum of the present values olmtlirrg projects that the firm has
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invested in. The value of the firm increases imeetperiodt if the present valueé?\;) of
the investmentsl§ exceeds the depreciation of assets from earigrstments (i.eM;—
M1 = PV, — Depreciation, (see e.g. Reardon and Mueller, (1993); Guglei,et2004a)
for further discussion).

The market value of a firm is, in accordance wiaRIon and Mueller (1993),
defined as the total value of debt and outstangihages at the end of tinheAllowing for
the fact that the market can make mistakes in #@daation of future cash flows the

change in market value can be expressed as:

M, - M, = PV, — Depreciatdon+ /4 (3)

The error term #4) reflects the possibility of mistakes by the maikeestimation
of future cash flows. Given efficient markets theoe term is expected to follow a
normal distribution with an expected mean of zero.

The net present value rule prescribes that valuemising firms should invest in
all projects associated with a positive net presahie and continue until the net present
value equals zero. NPV{=0 implies according to equation (2) tH¥;=1;. Managements
that invest in projects with a negativéPV; is not acting in the interest of the

shareholders. If thBIPV; of a project is negative, i.BV, /I, <1, the management is not

maximising firm value and managerial discretionoofthe-job consumption is present.
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Projects with aNPV > 0 implies unused profitable investment opportunitiggh
aPVv, /I, >1.

Equation (2) could, in accordance with Gugler e{2004a), be written as:

t:qm (4)

This implies that an efficient investment leveleiguivalent togm = 1. Agqn> 1
indicates profitable investment opportunities, gpc 1 managerial discretion. Inserting

equation (4) in equation (3) gives:

M, -M., =q,l, — Depreciaton+ g, (5)

Equation (5) is normalised by dividing both sidéshe equation by, _, :

S = T ©)
Mt—l Mt—l Mt—l

The intercep®d is the systematic change of the value of the efdtal stock, and

reflects the change in market value of assets eedjin earlier periods.
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Lastly, following Mueller and Reardon (1993) and glan et al, (2004a)

investments are defined as:

| = After tax profits + Depreciation — DividendsADebt + 4Equity + R&D + ADV  (7)

New funds for investments could be raised eithembw debts ADebt) or by
issuing equity dEquity). Furthermore, due to its contribution to a firnmerket value
R&D and ADV (advertising expenditures) are also included ie fthefinition of

investments.

4. Data and Descriptive Statistics

The dataset used contains data collected for firaed on the Stockholm Stock
Exchange (OMX) during the time-period 1999-2005e Timancial data comes from
Standard and Poor's COMPUSTAT Global. In accordamitle Gugler et al, (2004a) we
have excluded all financial companies e.g. banksianestments companies since they
have a different investment and capital structuwengared to other types of firms.
Further, only firms that have been listed and haported market values for the whole
period 1999-2005 are included in the sample.

Advertising expenditures is one component in thienden of investments used
by Mueller and Reardon (1993). However, in Standerd Poor's COMPUSTAT Global
it is not possible to separate advertising expenelifrom other types of selling expenses.

In the empirical analysis we have therefore usédoader definition of investment and

14



include “general selling expenses” as a proxy fdwveatising expenditures. The results
are robust regarding the definition of investment.
To control for the effects of outliers the last quattile of the observations of

Mt _Mt—l _ It

v v are removed. Gugler et al., (2004b), remove thst fand the last
t-1 t-1

percentile of the observations with respect todifference in change in market value and
investment ratio. There is however a potential asgtny problem associated with this
procedure due to the characteristics of a corpmra#\ corporation cannot have negative
market values and consequently the change in magtee has a lower limit of minus
one. There is, however, no upper limit on how macharket value can increase. To take
these aspects into account we have only removethsthgercentile of the observations
with respect to the difference between change irketavalue and investment ratio.

According to Audretsch (2002) a number of differpetformance measures can
be used to estimate entrepreneurial activity. Thestncommon indicator is growth
measured in employment generation. Here, we meagoreth in terms of change in
sales, employment and in market value.

The ownership data are collected from @wners and Power in Sweden’s Listed
Companiesby Sundin and Sundqvist (1999-2005). This datahaswides detailed
ownership data for Swedish listed firms. The databalso aggregates capital and voting
shares held by family members and/or other typedasfely connected owners such as
institutions, foreign owners and companies. Onlg kargest shareholder is taken into

consideration. Moreover, the database accountsnftirect shareholdings. We have
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based our classification of family firms on the l@do@n structure given in the database.

i.e. both direct and indirect ownership are taken consideration.

Table 1: Description of variables

4.1 Descriptive statistics

In this section we present our data from a famiitynfperspective. First the
dataset is divided into two groups; non-family farand family firms. Entrepreneurial
family firms are thereafter separated from theltgtaup of family firms. The full sample
contains a panel of 653 firm-year observationsyesgnting 110 firms for a 6-years
period of time (2000-2005). Outliers are removedescribed in section 4.

This section has two purposes. Firstly, to desctliee dataset with respect to
ownership and financial structure both in the whedenple as well as in the three sub-
samples. The second objective is to investigatentfepreneurial family firms have a
higher growth rate than non-family firms. In ordersee the magnitude of the differences
between the categories of firms (family vs. nondifgraontrolled as well as non-family
controlled firms and entrepreneurial family firmg)e have performed t-tests and
Wilcoxon Rank Sum tests for each variable separaiste table 3 and table A2 in

Appendix).

4.1.1 Ownership structure
The ownership structure in Sweden follows the Guarttal European pattern,

characterized by concentrated ownership. Swedenasof few countries that allow for

16



all three different types of methods to separat@eyship from control i.e. differential

voting rights, pyramids and cross-holdings. In théction we analyse the descriptive
statistics in order to see if there are any difiees between non-family firms and family
firms and entrepreneurial family firms respectivedgarding ownership structure, the use
of vote differentiation and excess votes. Tablagsents the ownership structure in the

different types of firms.

Table 2. Descriptive Statistics - Ownership structre

The average (median) firm in our sample has aekirgwner that controls
35.5 percent (33 percent) of the outstanding vates 23 percent (18.90 percent) of the
capital shares. That is on average the excesssat®mut 13 percent. About 70 percent of
the firms in our sample apply vote differentialsnodher interesting feature is that the
ownership structure in family firms is relativelyone concentrated than in non-family
firms. Family firms have on average owners thattdra larger share of the firm both
regarding control and capital rights. The ownersétipicture in entrepreneurial family
firms resemble non-family firms regarding the aalfiion of vote differentiations and
excess votes (Table 2). The largest owner in ergngurial family firms control however
more than the largest owner in non-family firms.

Moreover, family firms apply vote differentiations larger extent than non-
family firms, 79 and 58 percent, respectively. Thisservation is in accordance with
other Swedish studies, such as Andersson and Ny(2065); Cronqvist and Nilsson,

(2003). Interesting to note is that the largest @min both categories of firms control a
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lower share of capital compared to voting rightseTlargest owner in family firms
controls on average about 44 percent of the outstgnvotes and 28 percent of the
capital rights i.e. the excess vote is about 1¢qrer Corresponding values for the largest

owner in non-family firms are 23, 16 and 6 percent.

4.1.2 Financial and Entrepreneurship Data

The mean firm in our sample has a market value508 billion SEK, with an
average yearly increase of 15 percent (see tablenA8ppendix). The average firm
invest about 3.1 billion SEK every year and hasagrage investment to market ratio of
0.31. Table 3 presents the differences in meannaedian values between the different

types of firms.

Table 3: Difference in Financial Structure

Family firms represent about 59 percent of the darapd entrepreneurial family
firms 30 percent. Family firms are on average senalian non-family controlled firms in
terms of sales, market value, number of employaed,investments. The mean market
value for family firms equals 10.5 billion and 22u8lion for non-family firms. The
distribution of the dataset is skewed to the ledt,there are a small group of firms with a
very high market value and investments. This ingptleat the median should be used as
an average measure instead of the mean. The condisg median market values are 1.5

and 1.4 billion respectively.
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Family controlled firms invest on average less than-family controlled firms
(2.4 and 4.2 billion SEK respectively). This presinty follows from the fact that family
firms on average are smaller in terms of marketedhan non-family firms. The median
family firm invest however more than the median #fi@mily firms (417 and 235 million
SEK).

Entrepreneurial family firms have almost the sareatdre as regular family
controlled firms. They tend to be smaller in teraissales, market value, employment
and investments than non-family firms. The diffexesin both mean and median values
correspond to the differences in the mean and tedian values for family and non-
family firms.

Swedish listed firms increased their market valy€elb percent on average (the
median value is equal to 8 percent) per year duhegime period studied. The variance
is however large. There is a group of companie$ waitvery high change (above 200
percent) in market value. These firms are mosnaftebe found in “new” industries such
as biotechnology, the IT-sector and telecommuroaoati

Both family firms and entrepreneurial family firnfsave a higher change in
market value compared to non-family firms, evenutito the difference is low. The
increase in market value is the highest in entregugal family firms, 22 percent,
compared to 18 percent in family firms and 10 petrae non-family firms. This feature
is in accordance with our hypothesis. The mediathenthree groups are substantially

lower, 8, 9 and 7 percent respectively. The difieeeis not statistically significant.
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We have also measured growth in terms of changsales and employment
generation. Both the mean family firms and the maatnepreneurial family firms have a
higher growth in terms of sales than non-familymit The opposite holds when
comparing the median then both family and entreguweal family firms have a lower
growth rate. The investment to market value raso higher among family and
entrepreneurial family firms than in non-family ¢aoilled firms, both the difference in
mean and in the median are statistical significant.

To sum up, family and entrepreneurial family firge in general smaller than
non-family firms. Entrepreneurial family firms hawe higher growth rate in terms of
market value and a higher investment intensity {bboean and median values). They
have also a higher growth rate in terms of salek employment (mean values). This
supports our hypothesis that entrepreneurial farfiflpys have a higher growth rate.
However, the median employment generation and aseran sales is higher in non-
family firm. The findings from the descriptive stics do not fully support the first

hypothesis.

5. Empirical Model and Results

In the previous section it was shown that there diféerences regarding
investment behaviour and growth rates between mmineurial family firms and non-
family firms. In this section we will do a more tloogh empirical analysis of the
investment behaviour in entrepreneurial family frand non-family controlled firms.
That is, we will investigate how the ownership staie affects investment decisions and

the market value.
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In the empirical analysis we use the marginal cdegeloped by Mueller and
Reardon, (1993) as derived in section 3. The mofifle form expressed in equation (6)

serves as a bench-mark and is repeated below:

t—1:_5+q It + :ut

—— (6)
M t-1 M t-1 M t-1

where, @ is the marginal and ,; is the error term with the usual characterist&s.

stated in section two growth and investments iirra €an be due to innovations done
somewhere else in the industry and not in the ipem@mpany. In order to control for
this we impose industry dummies. In addition, wease year dummies to control for
time effects. Both these dummy variables are camsd so that if the variables are
annually and across industries added up the s@qual to zero. Inflation deflated values
are used.

In this paper we want to test the hypothesis thatepreneurial family firms show
a higher investment performance in terms of maigindn order to test this hypothesis
we include a dummy variable for entrepreneurialifafirms (Dengtirm) @S well as an a
variable for excess vote¥dces). Both these are interacted with the tegfM{;. The
dummy variable for entrepreneurial family firmseigpected to have a positive impact on
the market value of the firm and excess votes apeated to have a negative effect.
Incorporating the two variables into equation (8lds the following equation (model 3

and 4 in table 4):
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Mi; — M4 Lt lit &t
Mit4 Mit_1 Mig 0 My ®)
Mit =Mit— _ —3+p lit + 3, lit [Vexcess—t ©)
Mit4 Mit4 Mit4 Mit4

From the equation (8) and (9), we can estimatertarginal q's for non-family firms and
the marginalq for entrepreneurial family firms and for firms Wwitexcess vote i.e.
marginal q equals the marginal effect in equati®nand (9) or expressed differently

Qm =B+ Box Xy +...+ B, xX,,. We have also estimated equation (8) for family

controlled firms in order to be able to establistnere is any difference between the two

types of firms.

5.1 Empirical Analysis

Our test of the entrepreneurial spirit has beeredoriwo steps. To start with we
look at to what extent the net present value raithé guideline in investments. If the net
present value is followed and the capital markeffiicient the marginal q shall be equal
to or larger than one. According to tables 4 areh&epreneurial family firms show the
highest marginal q value. These firms do also hheehighest investment ratio. Hence,
entrepreneurial family firms, at the same timeles/tinvest more than other firms, also
have higher requirements on profitability in theivestments. One explanation could be
that a high equity share serves as a carrot torfevd profitable investment opportunities

that increases the wealth represented by famity §ihares.
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Table 4: Regression Results

Table 5: Marginal Q

The next step is to look at growth rates in termhanarket value, sales and
employment for the firms we have labelled entrepteial. Table 3 tells us that all
growth variables are higher for the mean entrepnealefamily firm than for all other
firm categories. This result is also in line with veew of the family firm as
entrepreneurial when control and equity ownershipumited*

Firms that are controlled primarily through owneépsbf multiple voting shares
are according to our hypothesis not to the samenéxtiriven by entrepreneurial
consideration in their investment decisions. Astestatables 4 and 5 show that
entrepreneurial family firms have the highest maaiq which is an indication of that
this ownership category adhere to the net pressloewule. Family firms as group (both
entrepreneurial and non-entrepreneurial) is nobglovell showing a marginal g of 0.87
which is substantially lower than one. The familyms that we have defined as
entrepreneurial are the stars in terms of investsnédther firms do not invest wisely.
Another interesting feature that table 4 revealkh& control through an excess of votes
in relation to cash flow rights has a large negatimpact on the profitability of
investments. The results are in line both withKingghtian notion of entrepreneurship as
associated with risk taking and the corporate guaece literature about the problems
associated with separation of ownership of control.

Furthermore, our estimated marginal q values shwav the higher investment

ratio in table 3 for family firms as group is nat fall firms due to wise investment. It is
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only for the subgroup entrepreneurial family firthat higher investment ratio goes hand
into hand with wise (profitable) investments.

To sum up, the statistical analysis show that en¢reeurial family firms are more
concerned about profitability of investments immsrof positive net present values than
the other types of firms. The entrepreneurial fiats invest more than non-family firms

and show higher growth rates.

6. Conclusion

In this paper we investigate the entrepreneuriagitsgmong Swedish listed firms.
A Knightian-inspired notion of entrepreneurshipregowith the Shumpeterian notion of
an entrepreneur as an innovator are used to defitrepreneurial family firms. In this
sense entrepreneurial family firms are firms whboth ownership and control are
concentrated to one family. This type of firms agus for about 29 per cent of the
Swedish listed firms investigated.

It is hypothesised that in a family firm with nopseation between ownership and
control the effects of entrepreneurial spirit via# visible in both investment policy and
growth; in the sense that investment will be mactading to the net present value rule
and as an effect of innovations the growth in firalue, sales and employment are likely
to be higher than for other firms. The extent toickhinvestments are profitable
according to the net present value rule is tesyeshdans of marginal g analysis.

It is found that even though entrepreneurial farfilyms in general are smaller in

terms of in terms of sales, market value, and imests than non-family firms, they
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show a higher mean growth rate measured in maréktey sales and employment
generation. The growth of entrepreneurial famiyng is also higher than for family

firms in general. Furthermore, the empirical residhow that entrepreneurial family
firms are the only ownership category that makedigable investments. At the same
time they also have a higher investment ratio tb#rer types of firms. If growth,

profitable investments and high investment intgnaite signs of entrepreneurial spirit,
then Swedish listed family firms in which ownerslaipd control are joined are the ones

that show this spirit.
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Appendix

Table Al: Descriptive Statistics - Ownership Struatire

Capital (%) Votes (%) Vote diff. Excess vote
Panel A: Family Firms
Mean 27.51 44.37 0.79 0.17
Median 25.20 40.20 1.00 0.18
Max 74.50 83.40 1.00 0.49
Min 3.70 11.70 0.00 0.00
Std. 15.69 18.18 0.41 0.13
No. of obs.= 385 (59 %)
Panel B: Entrepreneurial Family Firms
Mean 28.28 34.50 0.58 0.06
Median 26.25 30.90 1.00 0.06
Max 74.50 81.70 1.00 0.18
Min 3.70 11.70 0.00 0.00
Std. 15.63 14.77 0.50 0.06
No. of obs.: 194 (30 %)
Panel C: Non-Family Firms
Mean 16.34 22.74 0.58 0.06
Median 12.30 17.60 1.00 0.00
Max 60.90 89.50 1.00 0.42
Min 0.70 2.50 0.00 -0.20
Std. 12.77 16.63 0.49 0.11
Number of obs.: 268 (41 %)
Panel D: All Firms

Mean 22.93 35.49 0.70 0.13
Median 18.90 32.90 1.00 0.11
Max 74.50 89.50 1.00 0.49
Min 15.56 20.53 0.46 0.13
Std. 0.70 2.50 0.00 -0.20

No. of 0bs.:653(100 %)
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Table A2: Difference in Ownership Structure

Capital %  Votes%  Vote  Excess
diff. votes
Panel A: Family Firms
Mean 11.17 21.64 0.21 0.10
t-statistics 9.64 15.49 5.87 11.04
Median 12.90 22.60 0.00 0.18
z-statistics 10.37 14.5 5.73 10.28
Panel B: Entrepreneurial Family Firms
Mean 11.94 11.76 0.00 0.00
t-statistics 9.02 7.86 -0.02 -0.20
Median 13.95 13.30 0.00 0.06
z-statistics 9.54 9.44 0.02 1.75
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Table A3: Descriptive Statistics — Financial Struatre

Sales Growth Empl. Growth M, (MM 1)/M 4 l; /M
Sales empl.
Panel A: Family Firms
Mean 9881.23 0.70 8.92 0.08 10484.25 0.18 2364.06 0.36
Median 2013.87 0.07 1.36 0.00 1496.80 0.09 416.67 0.28
Std. 19870.25 10.68 27.81 0.63 23466.65 0.64 5139.11 6 0.5
Max. 129469.00 209.25 216.99 10.73 197190.70 7.21 36975. 8.10
Min. 1.80 -0.96 .01 -0.99 19.27 -0.94 -5121.95 -0.86 853
Panel B: Entrepreneurial Firms
Mean 10276.17 1.28 7.65 0.11 8498.50 0.22 2163.82 0.36
Median 2069.41 0.04 1.17 -0.00 1678.80 0.08 386.32 0.27
Std. 21156.53 15.04 19.99 0.85 16690.41 0.79 4841.10 8 0.6
Max. 127817.80 209.25 206.15 10.73 116949.30 7.21 30954. 8.10
Min. 9.15 -0.91 .02 -0.99 71.40 -0.94 -5046.39 -0.48 WE1
Panel C: Non Family Firms
Mean 17854.49 0.62 9.29 0.04 22270.36 0.10 4154.48 0.25
Median 1653.53 0.07 0.99 0.01 1358.73 0.07 234.62 0.20
Std. 42897.20 5.87 19.32 0.31 74896.40 0.48 12910.25 9 0.3
Max. 250780.70 85.86 105.13 3.10 814972.60 2.14 109012.6 2.66
Min. 0.04 -0.97 .01 -0.90 27.72 -0.90 -2043.18 -1.12 682
Panel D: All Firms

Mean 13153.56 0.67 9.07 0.06 15321.43 0.15 3098.87 0.31
Median 1947.90 0.07 1.31 0.01 1476.781 0.08 367.75 0.24
Std. 31646.63 9.04 24.71 0.52 51527.89 0.58 9197.08 0.50
Max. 250780.70 209.25 216.99 10.73 814972.6 7.21 108012. 8.10
Min. 0.04 -0.97 0.01 -0.99 19.27 -0.94 -5121.95 -1.12 658

Source: Standard and Poor's COMPSTAT Global



Table 1: Description of variables

Variable Description

Mt, Market value at the end of period t. Defined as tifital value of the outstanding
shares plus total debt.

12 Investment in period t. Defined as:
I= After tax profit + Depreciation — DividendsADebt +AEquity + R&D + ADV

(Mty- M) M4 Change in market value

I/ Mg Investment ratio

Family firm A firm is defined as a family firm ifhe largest owner is a family or an individual
that control at least 20 percent of the outstangitgs. The variable is expressed as
a dummy, which equals 1 if the firm is defined daraily firm.

Entrepreneurial Family Family firms with excess votes less than the methamily firm.

Firms

Excess votes The largest owner’s excess voteshage of voting rights minus the share of cash
flow rights.

Vote differentiation Dummy variable that equalseaifi the firm apply vote differentiation and zero

otherwise.

Note: a) | = After tax profits (IB) + Depreciati¢®P) — Dividends (DVC) ADebt (ADT) + AEquity (SSTK minus PRSTKC) + R&D
(XRD) + ADV (XSGA). The financial data is collectdtbm Standard and Poor's Compustat Global; thaieMonics are shown

within brackets.

Table 2. Descriptive Statistics - Ownership Structre

Capital (%) Votes (%) Vote diff. Excess votes Nf obs.
Panel A: Family Firms
Mean 27.51 44.37 0.79 0.17
Median 25.20 40.20 1.00 0.18 653
Panel B: Entrepreneurial Family Firms
Mean 28.28 34.50 0.58 0.06
Median 26.25 30.90 1.00 0.06 194
Panel C: Non-Family Firms
Mean 16.34 22.74 0.58 0.06
Median 12.30 17.60 1.00 0.00 268
Panel D: All Firms
Mean 22.93 35.49 0.70 0.13
Median 18.90 32.90 1.00 0.11 653

Note: Table Al in appendix contains a more detaitkbcription of the ownership structure among Ssledisted firms.
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Table 3: Difference in Financial Structure

Panel A: Difference between Entrepreneurial FamilyFirms and Non Family Firms

Sale Growth  Empl. Growth Market M, -M_ ) t [t/Mt 3
sales Empl. value [M—tlj
Mean -7578.32 0.66 -1.64 0.08 -13771.90 0.12 -1990.66 110.
t-stat - 2.27 0.64 -0.88 1.34 -2.52 1.99 -2.05 2.22
Median 415.88  -0.03 0.18 -0.02 320.07 0.01 151.70 0.07
z-stat  1.49 -0.98 0.88 -0.17 2.48 1.23 2.12 2.60

Panel B: Difference between Family and Non Family ifms

Sale Growth  Empl. Growth Market M,-M,_ ) [nvestment Investment
sales Empl. value [M—tlj ratio
Mean -7973.27 0.08 -0.37 0.05 -11786.10  0.08 -1790.41 110.
t-stat  -3.19 0.11 -0.19 1.09 -2.89 1.70 -2.46 2.67
Median 360.38  -0.01 0.37 -0.01 138.07 0.03 182.05 0.08
z-stat  1.90 -0.32 1.82 -0.38 2.78 1.36 2.81 3.51

Note: Difference in mean values are tested byttard difference in median values are tested witleddon Rank Sum Test.



Table 4: Regression Results

Dependent Variable: (M, — M.1)/M;
Model 1 Model 2 Model 4 Model 3
/M, 0.85%** 0.92%** 0.74%** 0.68***
(27.04) (26.32) (10.80) (14.72)
(I/M)*exessvotes -1.00*
(-4.33)
(1/M)*D family 0.13*
(1.88)
(It/Mt)*D entrepr 0.28*
(5.23)
I ntercept, o -0.12%*= - 0.1 -0.11%*= -0.09***
(-5.38) (-4.24) (3.80) (-4.08)
Adjusted R-sguared 0.60 0.61 0.60 0.62
F-value 24.84 25.39 24.43 25.94
df (41, 611)| df( 42, 610)| df(42, (42, 610)
610)
N. of obs. 653 653 653 653

Note: t-values within brackets. * indicates sigrahce on a 1 percentage level, ** on a 5 percenssgnificance
level and *** on a 10 percentage level. Valuesifatustry and year dummies are not reported in ci@lsave space.

Table 5: Marginal Q

Type of Firm: Marginal g
All firms 0.85
Firms with excess votes 0.79
Family controlled firms 0.87
Entrepreneurial family firms 0.96




Footnotes:

1. The differences in growth rates do not look gigant if we look at t-values. But as we look at
more or less the whole population of listed firde t-values of minor importance compared the

case when a sample of firms is used.



