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Abstract This paper analyzes the possible differences in the economic-financial situation of
family organizations based on the business dimension. Then, we focus our analysis on SMEs
to analyse the influence of the dimension in their performance. For this, information belong-
ing to a large sample composed of 21,149 family businesses and 5,737 non-family businesses
in Spain corresponding to the period 2003-2015 is studied. The conclusions obtained show
that, although the increase in the dimension of the family organizations is positively related
to their performance, there are limits beyond which the value of certain economic-financial
indicators can be negatively affected. This behavior is not observed in non-family businesses.

La dimension como estrategia empresarial

Resumen Este trabajo analiza las posibles diferencias existentes en la situacion econémico-
financiera de las empresas familiares en funcién de la dimensién empresarial. Seguidamente,
centrando nuestro analisis en las PYMES, analizamos la influencia que ejerce la dimension
en su desempefo. Para ello, se estudia informacion perteneciente a una amplia muestra
formada por 21149 empresas familiares y 5737 no familiares espafnolas correspondiente al pe-
riodo 2003-2015. Las conclusiones obtenidas muestran que, a pesar de que el aumento de la
dimension de la empresa familiar esta relacionado positivamente con su desempefo, existen
unos limites a partir de los cuales el valor de determinados indicadores econdémico-financieros
puede verse afectado negativamente, a diferencia de lo observado para las empresas no
familiares.
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The business dimension constitutes a represent-
ative indicator of the heterogeneity present in
family organizations (Chua et al., 2012; Wagner
et al., 2015). When family businesses increase
their size, they are likely to modify the nature
of their resources, their objectives and govern-
ance (Fang et al., 2016). The resources of small
organizations tend to be more intermingled with
family resources, so that in order to assess the
well-being of the company, sometimes the well-
being of the family must be taken into account
and vice versa (Haynes et al., 1999). In small
family businesses, the business family not only
establishes economic objectives but also seeks
to achieve certain non-economic purposes such
as maintaining control of the company in the
family, financial independence, ensuring family
employment or maintain harmony in the family;
objectives that may even be more relevant than
the merely economic ones (Felicio and Galindo-
Villardon, 2015).

On the contrary, when their size increases, fam-
ily and business systems become more complex
(Miller et al., 2013; Memili et al., 2015; Lwango
et al., 2017; Hu et al., 2018; Zhang and Yao,
2018). Ownership is also usually more dispersed
in larger companies, so the involvement of fam-
ily members with the organization is lower com-
pared to smaller ones (Gonzalez et al., 2012; De
Massis et al., 2013). In addition, the growth of a
company can change their culture, which leads
to a greater distance between the identity of
the organization and the identity of the founding
family, so that the motivation to pursue non-eco-
nomic objectives tends to decrease considerably
(Gomez-Mejia et al., 2011).

Therefore, when analyzing the situation of these
family organizations, the company dimension
should be taken into account as a relevant factor
in the governance and management, since their
family and business objectives will vary accord-
ing to it (Kotlar and De Massis, 2014). However,
despite the differences in family organizations
based on their business dimension, there are few
studies that consider how the size of the com-
pany affects their behavior, beyond treating it as
a control variable (Fang et al., 2016). That is why
in this work we analyze the possible differences
between small family businesses and those of
greater size, and if the business dimension influ-
ences their economic-financial situation.

There are numerous studies that reveal how
growth in family businesses is related to the
success and survival of the company since it
constitutes an indicator of long-term economic
performance (Casillas et al., 2010; Stenholm et
al., 2016). However, there seems to be no clear
evidence on whether, from a given business di-
mension, greater growth in family organizations

would be counterproductive. That is why we con-
sider it necessary to study the influence of the
business dimension and verify whether there is
an inverted U-shaped relationship between this
variable and the value of certain economic-finan-
cial indicators, that indicates whether reaching a
certain size impairs the performance of this type
of companies. We focus our analysis on small and
medium-sized family enterprises (SMEs), in which
there is a greater family involvement (De Massis
et al., 2013; Miller et al., 2013), thus being able
to study in a more focused way the influence of
the family on the business. We also include the
comparison with their non-family counterparts to
see if the observed behavior is truly more char-
acteristic of the effect that family character has
on the performance of SMEs than that merely de-
rived from the increase in its size.

To carry out this analysis, a large database consist-
ing of 21,149 family businesses and 5,737 Spanish
non-family businesses has been used, from which
the accounting information has been analyzed
from 2003 to 2015, and from which we extract a
homogeneous and balanced sample of small and
medium-sized businesses. That constitute a data
panel composed of 66,043 observations of family
businesses and 66,043 observations of non-family
businesses. The results obtained indicate the het-
erogeneity present in family businesses. Specifi-
cally, the differences in economic and financial
performance presented by these family organiza-
tions based on their business dimension show the
superiority of those of greater size. If we focus
on small and medium family businesses, we also
find that, although the increase in the dimension
of the company is positively related to its per-
formance, there are limits from which the value
of certain economic-financial indicators can be
negatively affected. These results can be largely
motivated by the influence that the family exerts
on the organization, making a difference with re-
spect to non-family SMEs.

This analysis is carried out according to the fol-
lowing structure. First, the hypotheses to be test-
ed are established according to the review of the
existing literature about the influence of the di-
mension in family organizations. Next, the meth-
odology carried out for the selection of the sam-
ple and the treatment of the information under
study is presented. Next, the economic-financial
situation of the family organizations is examined.
Furthermore, it is proved if there are statisti-
cally significant differences between the value of
the economic-financial indicators considered and
the business dimension. We check whether these
differences are conditioned by the size of the
company and if there is a non-linear relationship
between the value of certain economic-financial
indicators and the business dimension, limiting
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this analysis to small and medium family busi-
nesses. We also compare the behavior of these
businesses with that of non-family businesses. Fi-
nally, the results obtained are discussed and the
conclusions reached are presented.

Literature review and hypothesis
approach

As an example of the heterogeneity present in
family organizations, the existing literature
shows that the dimension has a significant im-
pact on their economic performance (Kallmuen-
zer and Peters, 2018). In this regard, there are
numerous investigations that expose the superi-
ority that large companies maintain in relation to
their economic performance compared to those
of smaller organizations (Chirico and Bau, 2014;
Miller et al., 2014; De Massis et al., 2015). It
is thus expressed in the existing literature this
advantage that large family businesses have in
terms of job creation, strategic flexibility and
innovation, as well as lower levels of risk aver-
sion, among other issues (Miller et al., 2013). On
the contrary, following Kallmuenzer and Peters
(2018), the small size of the company can block
its organizational development due to the lack of
economies of scale, access to more limited capi-
tal, lower bargaining power and lower attraction
of qualified employees.

These circumstances may be motivated by the
differences that family businesses present in
their behavior and management mechanisms de-
pending on the business dimension (Sciascia and
Mazzola, 2008; De Massis et al., 2013). In smaller
companies the concentration of property in the
hands of the family is usually higher, so that the
family involvement becomes more present and
the family has a greater influence on the activ-
ity of the company (De Massis et al., 2013). In
these family businesses, the management is de-
veloped by family members, who normally own
the majority of the property of the organization
(Lwango et al., 2017) and even fall to a single
person, being the owner who normally performs
the tasks of business management, occupying the
position of CEO (Chrisman et al., 2014). This high
family concentration in the organization can mo-
tivate the lack of specialization, the preservation
of the business tradition that restricts the change
or the rejection of external financing, which can
hinder the economic growth of the company (Me-
mili et al., 2015).

In large companies, where family and business
systems are more complex (Cabrera-Suarez and
Martin-Santana, 2013; Hu et al., 2018), owner-
ship is usually more dispersed, so that the in-
volvement of family members in the organiza-
tion will be lower compared to smaller compa-

nies (Massis et al., 2013; Miller et al., 2013). As
mentioned, the growth of a company can change
the culture of the organization, which leads to
a greater distance between the business identi-
ty and the identity of the founding family. With
this, the economic objectives can become more
important (Goémez-Mejia et al., 2011; Chrisman
et al., 2014), favoring the incorporation of non-
family members in the family business manage-
ment teams (Hu et al., 2018). These new hires
can provide the family business with benefits
derived from its greater specialization, among
others (Massis et al., 2013). By increasing the
complexity of management tasks, as a result of
a larger business dimension, managers’ capaci-
ties gain importance. Thus, following Fang et al.
(2016), the professionalization of the organiza-
tion becomes an imperative, often being an es-
sential requirement for the growth and expansion
of the company, as well as for its internationali-
zation (Alayo et al., 2019), since sometimes fam-
ilies are limited in size and capacities (Chrisman
et al., 2014). The tendency of small businesses
to employ family members can lead them to oc-
cupy key positions for which they are not really
trained instead of employing external staff (Dyer,
2006). Faced with a greater dimension, and with
it a higher professionalization of the company,
the labor opportunities of the employees are also
increased, and favoritism in performance evalu-
ations and asymmetries of information decrease,
which allows these family businesses to access
more qualified labor, so the benefits of these
contracts will also be higher than the costs in-
volved (Fang et al., 2016).

However, in spite of how advantageous it can
be for companies to increase their size, we
consider whether in the family ones, exceed-
ing a certain dimension can be a threat to their
economic-financial situation, as a consequence
of the changes that appear in the organization
before a possible dispersion of family property
in the business. Family businesses have a series
of singularities derived from the presence of the
family that can benefit the organization. The in-
crease in business size will involve changes in the
family’s influence on the business. Among them,
it is worth mentioning the lesser involvement on
the part of the founder (Gonzélez et al., 2012),
whose presence can sometimes have a positive
effect when establishing the guidelines for man-
aging the company (Sonfield and Lussier, 2014);
the deterioration of relations between family
members (Sciascia et al., 2013), which causes
the appearance of conflicts in the organization
(Bertrand and Schoar, 2010); the decrease of the
family identity of the company, (Carmon et al.,
2010) and with it the image of family brand (Binz
et al., 2013). An increase in size will also lead to
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the emergence of new agency problems (De Mas-
sis et al., 2013), since in companies where family
ownership is more concentrated the interests of
the owners are usually aligned with those of the
business and the objectives of the family tend to
mix with the organizational ones (Corbetta and
Salvato, 2004). This is due to the fact that the
family wealth itself is part of the company’s own
funds (Zhang et al., 2012). These circumstances
may result in the loss of the competitive advan-
tage that family participation can grant to these
types of organizations, which has a negative im-
pact on their economic-financial situation.

In line with the above, and based on the influ-
ence that the business dimension may have on
the involvement of the family in the organization
(Gonzalez et al., 2012; De Massis et al., 2013;
Miller et al., 2013; Lwango et al., 2017) and,
therefore, in their economic-financial behavior,
we propose the following hypotheses:

H1: There are statistically significant differences
between the value of certain economic-financial
indicators depending on the dimension of the
family business.

H2: There is an inverted U-shaped relationship
between the business dimension and the value
of certain economic-financial indicators in fam-
ily SMEs.

Research methodology

The sample of Spanish companies used to carry
out this analysis is composed of 21,149 family
enterprises and 5,737 non-family ones, from the
database created in Spain by the Family Business
Institute and the Family Business Chairs Network
(IEF and Red de Catedras de Empresa Familiar,
2016). The process of classification of companies
according to their typology, family or non-family,
as well as the collection of the accounting infor-
mation under study have been conducted in ac-
cordance with the criteria described below. Pub-
lic Limited Companies or Limited Liability Com-
panies active during the period 2003-2015 were
selected. These must have information available
for the years analyzed in this work (from 2003
to 2015) and have been founded in 2001 or ear-
lier, so that in the first year analyzed they have a
minimum age of two years. In total, 70,611 com-
panies met these requirements.

The classification in family and non-family busi-
nesses was carried out based on the study pub-
lished by the Family Business Institute (IEF and
Red de Catedras de Empresa Familiar, 2016),
whose process is structured in three phases.

In the first phase, the automated processes of
the Iberian Balance Sheet Analysis System (SABI)
database were applied, according to the owner-
ship structure of the companies and the partici-

pation of the family in the governing bodies. Spe-
cifically, the following criteria are considered to
classify family businesses:

1. Companies with concentrated ownership:
they are family organizations if the family
shareholder controls the property with a
high percentage (50%), or there are share-
holders-directors with a participation of
more than 50%.

2. Dispersed property companies: they are
family organizations if they have an indi-
vidual shareholder with a 5% ownership or
a family with 20%. In addition, if there are
shareholders-directors with a participation
in the property greater than 20% or admin-
istrators who are natural persons and share-
holders.

3. Unknown-owned companies: they are family
organizations if they have shareholders-di-
rectors with a participation in the property
or administrators who are natural persons or
shareholders.

In the second phase, the Family Business Chairs
Network reviewed the initial classification, with
the double objective of detecting possible errors
and determining or not the family nature of the
companies initially classified as doubtful. Finally,
in order to estimate the total number of fam-
ily and non-family businesses, in the third phase
an imputation criterion of companies classified
as doubtful was adopted. The criterion consist-
ed of distributing these companies according to
the percentage of each type obtained with the
classified companies. To that purpose, it was as-
sumed that the doubtful ones are distributed
among family and non-family in a similar way to
the classified companies. From this classification,
and in line with the dominant presence of the
family businesses in Spain and in the economies
around the world, it was detected that of the
70,611 companies, 54,834 companies were family
(77.7%) and 15,777 non-family (22.3%). However,
we consider companies classified as family and
non-family in phases 1 and 2 to carry out this
study in order to select those organizations se-
lected using a purely objective criterion. Thus,
we have a sample of 60,571 companies, 47,064
(77.7%) family and 13,507 (22.3%) non-family.

Next, information was obtained regarding each of
the companies in terms of company name, tax
code, date of incorporation, Autonomous Commu-
nity of domiciliation, business activity according
to the National Classification of Economic Activi-
ties 2009 and economic-financial information for
the years analyzed (from 2003 to 2015). Subse-
quently, an exhaustive cleaning of the database
was carried out, in which family businesses that
presented incomplete data, errors in information
or extreme values in some of the variables con-
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sidered were eliminated. 5% of the larger com-
panies were also eliminated to avoid the possible
distortions due to the excessive business dimen-
sion, as well as the totality of the micro-enter-
prises since this category would not be sufficient-
ly represented due to the high percentage that
does not usually deposit their annual accounts in
the commercial register. In total, 33,685 compa-
nies were excluded from the study, leaving the
database finally made up of 26,886 private com-
panies, of which 21,149 (78.7%) are family com-
panies and 5,737 (21.3%) are non-family ones.
We thus have information on 21,149 family busi-
nesses and 5,737 non-family businesses in Spain
from 2003 to 2015, so we have a balanced data
panel consisting of 274,937 and 74,581 observa-
tions, respectively. In order to study the influ-
ence of the business dimension in family organi-
zations, the companies that make up the sample
were classified according to their size. This clas-
sification was conducted according to the criteria
established by the European Union (table 1).

Table 1. Classification criteria by business dimension
Staff headcount

(number

Enterprise of persons Balance

. Turnover
category expressed in o sheet total

annual work
units)
Microen- <10 <€2 ¢ million
terprise million
small <50 <€10  <€10
million million

Medmm- <250 < .€ .50 < .€ ,43
sized million million

Source: Commission Recommendation of May 6,
2003 (European Commission, 2003)

Once the discrimination by size has been accom-
plished, we observe that 83.1% of the observa-
tions correspond to small family businesses. So,
given the high representativeness of smaller
organizations, we divided this sample of family
businesses according to two dimensions so that
finally we have 228,420 (83.1%) observations of
small companies and 46,517 (16.9%) observations
corresponding to medium and large companies.

Finally, in order to limit the behavior of the fam-
ily business, we select a homogeneous and bal-
anced sample of family and non-family organiza-
tions so that the number of observations is the
same for both types of enterprises. We also dis-
tinguish by business dimension when considering
only small and medium ones. In this way, we ob-
tain a balanced data panel consisting of 66,043
observations of family SMEs and 66,043 of non-

family SMEs, which allows us to check whether
the results obtained are independent or not of
the family nature of the business.

Based on the accounting information of the com-
panies that make up the sample, the economic-
financial indicators under analysis are obtained.
The analyzed indicators and their description are
presented in table 2.

Table 2. Information subject to analysis.
Economic-financial indicators

Calculation

Indicator (By sabi database
criteria)
Investment Total assets

(Total assets - Equity) /

Level of debt Equity

Turnover Operating revenues

No. of employees Number of employees

Operating revenues /
Number of employees
(Pre-tax income + Financial

Employee productivity

Return On Assets

(ROA) costs) / Total assets
Financial profitability i . .
before tax Pre-tax income / Equity

(Pre-tax income + Financial
costs) / Operating
revenues

Financial costs / (Total
assets - Equity)

Operating margin

Cost of debt

Source: The authors

Using the total sample of family businesses, the
average values of the economic-financial indica-
tors were obtained for each group under analy-
sis according to the business dimension. Then, in
order to test the hypothesis H1 raised, a mean
difference test was performed by analyzing the
variance of a factor (ANOVA) to check if there
are statistically significant differences in the av-
erage value of the indicators between the two
established business dimensions.

To analyze the influence of the dimension on
the behavior of family businesses and thus test
the H2 hypothesis, a series of regressions are
carried out. As dependent variables are consid-
ered the economic-financial indicators in which
statistically significant differences according to
the business dimension are detected. The per-
formance of this analysis is carried out through
the use of the sample of family SMEs. We also
do it again for non-family SMEs with the aim of
verifying that this behavior is specific to family
organizations. The independent or explanatory
variable is “dimension”, which is represented
as a factor calculated through the factor analy-
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sis of the indicators: investment, turnover and
number of employees. Subsequently, we add the
square of this explanatory variable “dimension?”
in order to check if there is a turning point
from which there is a sign change in the rela-
tionship between the business dimension and
the dependent variables. This analysis is widely
used in the field of business strategy (Haans and
He, 2016). The variables related to the activ-
ity sector are considered as control ones. They
are defined from dummy variables depending on
the activity sector to which the company cor-
responds. The primary sector is taken as the
reference sector. So that the variable «second-
ary sector» takes the value 1 if the company
operates in the secondary sector and the value
0 otherwise, and the variable «tertiary sector»
takes the value 1 if the company belongs to the
tertiary sector and the value 0 if not.

To examine the effect that the dimension exerts
on the value of the economic-financial indicators
we perform a series of regressions to carry out
the analysis of the panel data, in which a fixed
effects model or a random effects model can be
considered (Greene, 2012). Following Verbeek
(2012), the random effects approach allows to
make an inference regarding the characteristics
of the population.

According to the above and the nature of the
variables used (Greene, 2012; Verbeek, 2012),
we adopt the random effects model to exam-
ine the effect of the business dimension on the
economic-financial situation of small and medium
family and no-family businesses in Spain.

Finally, we verify that the random effects meth-
od is appropriate compared to a pooling model.
For this, we performed the Breusch-Pagan test,
known as the Lagrange Multiplier Test (Breusch
and Pagan, 1980), so that if the test were reject-
ed, it would mean that it is preferable to use the
random effects method over an Ordinary Least
Squares method (OLS).

3. Empirical analysis and results

Table 3 shows the average value of the econom-
ic-financial indicators obtained for each business
dimension under study (small or larger family
businesses). Together with these values, the level
of significance of the statistics obtained is also
provided.

Family businesses show statistically significant
differences in the value of the economic-finan-
cial indicators analyzed according to their busi-
ness dimension (table 3). Small family business-
es, with respect to larger companies, have lower
values in the average investment and obtain less
operating revenues. Likewise, small companies
have staff formed by a smaller number of work-

ers, and they are also less productive than the
employees of the larger organizations.

Regarding the analysis of the financing structure,
we observe that both small family businesses and
medium and large companies are financed to a
greater extent with enforceable resources than
with their own funds. However, we do not obtain
statistically significant differences in the value of
the level of debt according to the business di-
mension. In relation to the cost of external fi-
nancing, small family businesses bear a higher
average cost of debt than those of greater size.

Table 3. Average values of the indicators and result
of the analysis of the variance according to the busi-
ness dimension

Small Larger

firms firms Sig.

Investment 3,940.52 31,844.03 0.000***
Level of debt 2.33 2.56 0.738
Turnover 4,023.91 25,376.66 0.000%**
No. of employees 22.92 132.27 0.000***
Employee 171.96  191.48 0.000"*
productivity

Return On Assets o n
(ROA) 5.9% 7.0% 0.000
Financial

profitability before 14.8% 13.6% 0.914
tax

Operating margin 5.1% 6.7% 0.002***
Cost of debt 3.0% 2.9% 0.002***

*p <0.10 ** p <0.05 *** p <0.01

If we look at the profitability indicators, we can
conclude that the larger family businesses have
higher values both in return on assets and in
the value of the operating margin, compared to
small businesses. However, there are no statisti-
cally significant differences in the average value
of financial profitability before tax between the
two dimensions.

Therefore, according to the results obtained, the
proposed H1 hypothesis is accepted.

Table 4 contains Spearman’s correlations of the
variables used in the regressions. To examine
multicollinearity, the values of the variance infla-
tion factor (VIF) were calculated for each inde-
pendent variable. Myers (2000) argues that a VIF
with value 10 or higher is a cause for concern.
After checking the values of the inflation factor
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Table 4. Matrix of correlations

Family SMEs Non-family SMEs
Secondary Tertiary Dimension Secondary Tertiary Dimension
sector sector sector sector
Tertiary sector -0.941** -0.004 -0.953** -0.004
Dimension 0.001 -0.004 -0.004 0.047* -0.042* -0.004
Employee productivity -0.086** 0.082 0.359** -0.030** 0.033** 0.697**
Operating margin -0.009 -0.006 0.073** 0.000 -0.001 0.032**
Cost of debt -0.001 -0.001 -0.004** -0.003 -0.001 -0.005
* The correlation is significant at the 0.05 level (2 tails).
** The correlation is significant at the 0.01 level (2 tails).
Table 5. Results of the regression models with panel data.
Dependent variable: Employee productivity
Family SMEs Non-family SMEs
Model 1 Model 2 Model 3 Model 4
Dependent variable Employeg plrzcirt]jzlcot)g\?iety pE(gT:iFl)chot%\?iety pEcTZi?chqc%\?iiy
productivity
Coef. B Coef. B Coef. B Coef. B
Dimension 2 -13.44%* 328.39**
(0.86) (8.64)
Dimension 208.93** 249.20%** 5781.68*** 4095.10**
(3.79) (4.57) (41.42) (59.76)
Secondary sector -27.01%** -26.11%** -104.61* -55.61**
(7.88) (7.83) (50.05) (48.38)
Tertiary sector 8.78 9.27 87.68* 98.41*
(7.84) (7.79) (49.54) (47.87)
Constant 189.29** 193.19** 1229.98*** 925.92***
(7.62) (7.58) (49.13) (48.15)
R? 0.1363 0.1466 0.4901 0.5240
Lagrange multiplier 31433** 31436** 10775** 10361**
Number of observations 66,043 66,043 66,043 66,043

The Lagrange multiplier is distributed as chi-square with a degree of freedom, exceeding the critical value and
favoring the random effects of the GLS (Generalized Least Squares) model on the OLS (Ordinary Least Squares)
(Greene, 2012).

Standard error value in parentheses.

*p <0.10 ** p <0.05 *** p <0.01
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of the variance and the tolerance levels of the
variables, we can assume that we have no multi-
collinearity problems.

From table 5 to 8, the results obtained with
the realization of the different regressions are
shown, taking the economic-financial indicators
as dependent variables. As explanatory varia-
bles the business dimension and its square, in
order to verify the existence of a non-linear re-
lationship with this variable. Finally, as control
variables, we incorporate those related to the
activity sector. The results obtained for both
family and non-family SMEs are presented to-
gether, which allows us to compare the behav-
ior of both types of organization.

Table 5 shows that the value of employee pro-
ductivity in secondary sector companies de-
creases with respect to primary sector organiza-

in family businesses the relationship is not signif-
icant (models 1 and 3). Regardless of the type of
organization, the business dimension maintains
a positive relationship with employee productiv-
ity. However, we can observe in models 2 and 4
that only for family businesses the relationship
with the square of the dimension is negative and
significant. We verify using the Sasabuchi Test (p
= 1.78e-11) that there is a non-linear relation-
ship with an inverted U-shape, so that the pro-
ductivity of employees in family businesses de-
creases with the increase in the business dimen-
sion. The point at which the dimension reaches
its maximum is at the value X = 9.27, within the
limits of the confidence interval obtained by the
Fieller method (95% confidence interval (8.3681;
10.4258)).

If we pay attention to return on assets (table

6), we observe that its value rises as the di-
mension of family and non-family businesses

tions. In non-family businesses operating in the
tertiary sector this productivity increses, while

Table 6. Results of the regression models with panel data.
Dependent variable: Return On Assets (ROA)

Family SMEs Non-family SMEs

Model 1 Model 2 Model 3 Model 4

Return On Assets Return On Assets Return On Assets

Return On Assets

Dependent variable (ROA) (ROA) (ROA) (ROA)
Coef. B Coef. B Coef. B Coef. B

Dimension 2 -0.0016*** 0.0004
(0.0005) (0.0015)
Dimension 0.0164*** 0.0212*** 0.1552* 0.0157*
(0.0021) (0.0025) (0.0069) (0.0102)

Secondary sector 0.0097** 0.0098** 0.0117 0.0117
(0.0043) (0.0043) (0.0083) (0.0083)

Tertiary sector 0.0153*** 0.0154*** 0.0155* 0.0155*
(0.0043) (0.0043) (0.0082) (0.0082)
Constant 0.0591*** 0.0596*** 0.5321** 0.0532%*
(0.0042) (0.0042) (0.0081) (0.0052)

R? 0.0414 0.0471 0.0087 0.0087
Lagrange multiplier 25417*** 25418*** 23734*** 23739***
Number of observations 66,043 66,043 66,043 66,043

The Lagrange multiplier is distributed as chi-square with a degree of freedom, exceeding the critical value and
favoring the random effects of the GLS (Generalized Least Squares) model on the OLS (Ordinary Least Squares)
(Greene, 2012).

Standard error value in parentheses.

*p <0.10 ** p <0.05 *** p <0.01

Terron-Ibafiez, S., Gomez-Miranda, M. E., Rodriguez-Ariza L. (2020). Dimension as a business strategy. European Journal of Family
Business, 10(1), 19-34.




27

S. Terrén-lbanez, M.E. Gomez-Miranda, L. Rodriguez-Ariza

does (models 1 and 3). However, again we ob-
serve that only in the case of family organi-
zations, the value of this economic indicator
decreases with the increase in the business di-
mension (models 2 and 4). With the completion
of the Sasabuchi Test (p = 0.0172) we verify
the existence of a non-linear relationship with
an inverted U-shape between both variables,
dimension and return on assets, which reaches
its maximum value at point X = 6.55, located
within the limits of confidence obtained with
the Fieller method (95% confidence interval
(4.4373; 13.6727)). As for the activity sector
(models 1 and 3), family businesses belonging
to the secondary sector achieve greater return
on assets, in relation to those operating in the
primary sector. For non-family businesses this
relationship is not significant. In the case of
tertiary sector organizations, in both cases the
relationship is positive and significant.

In table 7, with respect to the operating mar-
gin, the relationships for both sectors of activity
present a negative sign for family and non-family
businesses, but they are not significant (models 1
and 3). The value of the operating margin in both
types of organization increases with the business
dimension, as derived from the positive rela-
tionship between both variables (models 1 and
3). However, while in non-family businesses this
relationship is linear (model 4), in the case of
family businesses we find in model 2 a non-linear
relationship with an inverted U-shape (Sasabuchi
test (p = 0.0002 )). Therefore, the operating mar-
gin in these companies begins to decrease when
their dimension reaches the value X = 4.80, with-
in the limits of confidence we obtain with the
Fieller method (95% confidence interval (3.7422;
6.7557)).

Finally, as shown in table 8, for family business-
es we find a negative and significant relation-

Table 7. Results of the regression models with panel data.

Dependent variable: Operating margin

Family SMEs Non-family SMEs
Model 1 Model 2 Model 3 Model 4
Dependent variable O[r)near:gtii:g Operating margin Ofnear:gtii:g Operating margin
Coef. B Coef. B Coef. B Coef. B
Dimension 2 -0.0171** 0.0399*
(0.0017) (0.0083)
Dimension 0.0791** 0.0278*** 0.1785** 0.3837***
(0.0076) (0.0092) (0.0385) (0.0575)
Secondary sector -0.0172 -0.0184 -0.0457 -0.0517
(0.0157) (0.0157) (0.0466) (0.0466)
Tertiary sector -0.0111 -0.0117 -0.0433 -0.0446
(0.0157) (0.0156) (0.0461) (0.0460)
Constant 0.0819** 0.0769*** 0.1358*** 0.1728**
(0.0152) (0.0152) (0.0457) (0.0463)
R? 0.0059 0.0115 0.0042 0.0082
Lagrange multiplier 83162*** 83157*** 30929*** 29912***
Number of observations 66,043 66,043 66,043 66,043

The Lagrange multiplier is distributed as chi-square with a degree of freedom, exceeding the critical value and
favoring the random effects of the GLS (Generalized Least Squares) model on the OLS (Ordinary Least Squares)
(Greene, 2012).

Standard error value in parentheses.

*p <0.10 ** p <0.05 *** p <0.01
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Table 8. Results of the regression models with panel data.

Dependent variable: Cost of debt

Family SMEs Non-family SMEs
Model 1 Model 2 Model 3 Model 4
Dependent variable Cost of debt Cost of debt Cost of debt Cost of debt
Coef. B Coef. B Coef. B Coef. B
Dimension 2 -0.0042*** -0.0326
(0.0073) (0.0153)
Dimension -0.0968*** -0.1094** -0.2119 -0.3806
(0.0323) (0.0392) (0.0709) (0.1064)
Secondary sector -0.1319 -0.1322 -0.0863 -0.0519
(0.0680) (0.0680) (0.0496) (0.0864)
Tertiary sector -0.0232 -0.0230 -0.3744 -0.3757
(0.0677) (0.0677) (0.0854) (0.0855)
Constant 4.3031*** 4.3019*** 4.2277* 4.1974**
(0.0658) (0.0659) (0.0847) (0.0859)
R? 0.0039 0.0039 0.0088 0.0091
Lagrange multiplier 27691** 27495** 32456*** 32582***
Number of observations 66,043 66,043 66,043 66,043

The Lagrange multiplier is distributed as chi-square with a degree of freedom, exceeding the critical value and
favoring the random effects of the GLS (Generalized Least Squares) model on the OLS (Ordinary Least Squares)

(Greene, 2012).
Standard error value in parentheses.

ship between the value of the cost of debt and
the business dimension (model 1). On this oc-
casion, we verify that the relationship between
both variables remains linear (model 2). For
non-family organizations, we observe that the
relationship between the business dimension
and the cost of external financing is negative
but not significant (models 3 and 4). Regarding
the cost of debt depending on the sector of
activity to which the company belongs (models
1 and 3), regardless of the type of organiza-
tion, both for those operating in the secondary
and tertiary sectors, the relationships are not
significant.

The results obtained show that the H2 hy-
pothesis in relation to the influence of size
is accepted. In general, we find an inverted
U-shaped relationship between the variation
of the business dimension in family SMEs and
the value of the economic-financial indicators
considered.

As a robustness test to assess the validity of the
model, the sample is divided according to the in-
flection points obtained and the random effect
models are applied again in each case. We ver-
ify that indeed the regressions performed show
slopes consistent with the expected shape of the
curves.

4, Discussion and conclusions

The analysis conducted indicates the differences
that Spanish family businesses maintain in their
economic-financial situation depending on the
business dimension and highlights the heteroge-
neity present in these types of organizations de-
pending on their size. Specifically, based on the
results obtained from the analysis carried out on
21,149 Spanish family businesses, from 2003 to
2015, we can conclude that the smaller compa-
nies maintain an economic situation that is gen-
erally worse than those of larger organizations.
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In line with previous research, these results show
the superiority of large companies in relation to
the business performance of family organizations
(De Massis et al., 2013; Miller, Minichilli and Cor-
betta, 2013).

When analyzing the profitability indicators we
observed statistically significant differences in
some of them. The value of the return on as-
sets and the operating margin are higher for
larger companies than for small ones. However,
we do not find differences in value of financial
profitability before tax. Numerous investiga-
tions indicate that the interaction of the family
in the organization can be detrimental to their
economic performance (De Massis et al., 2013).
In addition, following Lwango et al. (2017), ac-
tive family ownership in the company determines
the decisions of both the business and the fam-
ily itself, so the degree of family involvement in
management operations produce different levels
of performance.

In the case of small businesses, where the fam-
ily has a greater participation in the property
(Chrisman et al., 2014), their business behavior,
together with the influence of family involve-
ment in organizational processes, can hinder
their performance and economic growth (Kotey,
2005). Nevertheless, the increase of the business
dimension entails the decrease of family involve-
ment (Gonzalez et al., 2012), which means that
economic objectives become more relevant in
larger companies (Chrisman et al., 2014). This
importance of non-economic issues in small busi-
nesses can be observed for example in times of
economic crisis, because while these organiza-
tions have a greater predisposition to employ
family members despite obtaining lower profit-
ability (Cruz et al., 2012), large companies are
more prone to cost reduction (Felicio and Galin-
do-Villardén, 2015).

Regarding employee productivity, we also found
statistically significant differences between fam-
ily businesses of different sizes. Again, it is the
larger companies that have higher values with re-
spect to small family businesses, so it is the latter
that have staff formed by less productive work-
ers. The productivity of small family businesses
could be affected for various reasons as a result
of greater family involvement, of which large
companies seem to be exempt since they have a
higher degree of professionalization. Lwango et
al. (2017) argue that as the business increases in
size, these organizations should open the com-
pany to external staff in order to eliminate the
risks associated with employing family members;
as it usually happens since the employment of
non-family members predominates as the busi-
ness dimension increases (Chrisman et al., 2014;
Hu et al., 2018).

In smaller companies, the current nepotism pro-
motes family members to introduce their chil-
dren to the business, adapt their education to
the activity of the organization, create succes-
sion plans that favor continuity in the hands of
a family member, keep the founder or members
of previous generations active in the organization
or keep the property in the hands of the fam-
ily, among other aspects (Arregle et al., 2007).
As a result, small businesses make less use of
professional human resources practices, provide
less job training to their employees and does less
performance evaluations of their staff (Cruz et
al., 2011). These practices reduce candidates
willing to occupy a management position in the
family business and lead them to prefer working
in non-family businesses (Fang et al., 2016; Hu
et al., 2018). Despite the fact that family com-
panies are believed to offer greater job security,
they also offer lower salaries to their employees
(Bassanini et al., 2013). It is a cost for family
business because they will exclude competent
candidates from their workforce. According to
Fang et al. (2016), it is the non-family managers
who can provide the company with skills that the
family members do not have, so that large com-
panies have a labor market with more extensive
and qualified personnel than the limited number
of family members for employment in the organi-
zation.

Family influence is also a determinant of the fi-
nancing structure in the organization (Zhang et
al., 2012). In this sense, and following Romano et
al. (2001) and Wu et al. (2007), the financing of
family businesses vary depending on the business
dimension. In the existing literature we find some
differences in family organizations depending on
their size that indicate that large companies have
more relationship with financial institutions and
make use of a greater variety of their financial
products (Gallo and Vilaseca, 1996). Conversely,
smaller companies show greater predilection for
financing based on internally generated resources
in order to maintain control and ownership of the
company in the hands of the family (Lopez-Gra-
cia and Sanchez-Anddjar, 2007). However, when
analyzing the level of debt of family businesses
under study, we did not find significant differ-
ences between their average values according to
the business dimension. Although we obtain that
both small and larger companies are financed in
greater proportion with external resources than
with own resources. On the contrary, we do find
statistically significant differences in the value of
the cost of debt, so the largest companies main-
tain a lower cost of debt compared to small fam-
ily businesses.

However, using a homogeneous and balanced
sample consisting of 66,043 observations of fam-
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ily SMEs from 2003 to 2015, we confirm that the
superiority of family-owned businesses manifests
in their economic-financial behavior by increas-
ing their business dimension. But the results ob-
tained also allow us to verify that there are lim-
its from which a larger dimension of the business
damages their performance, specifically of small
and medium family businesses where the involve-
ment of the family is greater (De Massis et al.,
2013; Miller et al., 2013).

In the analysis carried out, we found an inverted
U-shaped relationship between the size of family
SMEs and the value of certain economic-financial
indicators, indicating that once the business size
has been reached, the value of these indicators
begins to decrease, at least in relative terms, de-
spite the positive influence that initially exerts
the growth of the business. Specifically, we find
a relationship of inverted U with the value of re-
turn on assets, operating margin and employee
productivity, not obtaining a non-linear relation-
ship with the cost of debt. When considering the
sample of non-family SMEs, we observe that the
relations between the dimension and the eco-
nomic-financial indicators mentioned are linear,
which has allowed us to verify that the results
achieved for family SMEs are motivated by the
effect that the family character exerts in the
business.

A possible explanation to curb the maximization
of their performance may lie in the emotional
influence that affects these companies. Like all
forms of businesses, family organizations also in-
tend to grow and achieve greater economic ben-
efits (Berrone et al., 2012). However, they may
not be able to respond optimally to the new chal-
lenges of increasing their business dimension and
an uncertain environment that can be further
complicated by the behavior of these organiza-
tions (Haans and He, 2016), due to the ambiguity
of their preferences or objectives that face the
emotional and the professional.

Changes in the involvement of the family in the
organization that takes place with the increase in
dimension and, consequently, due to the greater
dispersion of business ownership in the hands
of the business family, require the transforma-
tion of governance mechanisms and management
of these organizations. Even the increase in the
business dimension reinforces the effect of the
new situation of the family in the company since,
as Fernandez et al. (2019) argue, there is clear
evidence that the idiosyncratic attributes of the
organization influence more on companies as
their size increases. In addition, following Haans
and He (2016: 9), the conditions that the com-
pany maintains can be considered as “a set of
tightly linked and mutually reinforcing routines,
which are difficult to reconfigure once they are

developed and have become engrained in the or-
ganization of the firm”.

As previously mentioned, in family businesses
reaching certain limits in terms of their business
dimension can be detrimental to their economic-
financial situation. This may be due to a greater
dispersion of family property in the business,
what it causes a series of changes in the compa-
ny that can result in the loss of certain benefits
present in this type of business because of their
family nature.

Some studies show that the involvement of fam-
ily members can have positive consequences for
the company. In this sense, and without being ex-
haustive, we can highlight the work of Anderson
and Reeb (2003) in which they found that family
businesses run by the founder of the organiza-
tion obtain a better economic result compared
to those that do not. Similarly, the presence of a
family CEO can contribute positively to the eco-
nomic performance of the company (Villalonga
and Amit, 2006). Minichilli et al. (2010), demon-
strated not only that companies obtain a higher
economic return when they have a family CEO,
but that it increases with a greater presence of
family members leading positions in the manage-
ment team. In addition, as argued by Cabrera-
Suarez et al. (2001), the competitive advantage
in the company can be achieved from the knowl-
edge of the business, as well as its ability to gen-
erate it. In companies with high levels of family
involvement, family members have a deep tacit
knowledge of it that often leads to the creation
of skills that favor business success (Sirmon and
Hitt, 2003; Tokarczyk et al., 2007).

On the other hand, in line with Schulze et al.
(2003: 181), “the dispersion of ownership in fam-
ily-held firms drives a wedge between the inter-
ests of those who lead a firm - and often own a
controlling interest - and other family owners”.
As a result, the dynamics of family members
are altered, which can cause family members
in charge of the organization to make decisions
according to their own benefit and that of their
own family nucleus, and with it the appearance
of new agency problems and the consequent neg-
ative effect on its economic performance (Blan-
co-Mazagatos et al., 2016).

This circumstance can also increase conflicts
between family members (Ensley and Pearson,
2005), by converging different branches of a fam-
ily (Bammens, Voordeckers and Van Gils, 2008),
negatively affecting their labor productivity
(Morgan and Gémez- Mejia, 2014), since avoiding
conflict can trigger a rapid increase in organiza-
tional tension (ClaBen and Schulte, 2017). Fol-
lowing Ensley and Pearson (2005), higher levels
of family involvement in the management of the
company had higher results in terms of cohesion
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among members, conflict management, group ef-
fectiveness and shared strategic models.

Despite the fact that business growth entails the
achievement of higher operating revenues from
its employees, as previously stated, largely moti-
vated by the increase in professionalization and
the incorporation of external personnel into the
company, the presence of the family can bring
certain advantages to the company. According to
Chirico et al. (2011), family members are nor-
mally dedicated to the company in an altruistic
way and tend to put its objectives before their
own, so they are less likely to act in an opportun-
istic way since their well-being depends on con-
tinuity of the company and its long-term success.
With a more concentrated family ownership core,
the interest in preserving the business reputa-
tion acquires special relevance since there is a
greater identification of family members with the
organization (Deephouse and Jaskiewicz, 2013).
Family ownership is also a way to create the
favorable reputation of these organizations (Li,
2010). Family businesses are normally associated
with positive attributes such as trust, commit-
ment, customer-centered attention or increased
interest in improve the quality of products and
consumer services (Micelotta and Raynard, 2011).
Taking advantage of the family brand condition
can help the costumer develop a positive image
of the organization (Gallucci et al., 2015), which
would ultimately benefit the company’s econom-
ic performance (Barroso Martinez et al., 2019).
Therefore, a balance point must be found. Fol-
lowing Cho et al. (2018), although family partici-
pation can favor the development of the busi-
ness, a high family involvement can threaten the
survival of the organization.

The results obtained with the realization of this
work regarding the economic-financial behavior
of family SMEs depending on their size, high-
light the importance of dimension as a business
strategy. In this sense, we can conclude that the
challenge of growth, which for years has been
demanded for these organizations, remains fully
in force, but with limits from which the perfor-
mance of family businesses begins to decline,
even in relative terms. It would be necessary to
design an action plan that allows the establish-
ment of growth policies that, from different per-
spectives, encourage the increase of the business
dimension and, consequently, an improvement in
the economic situation of this type of companies.
Therefore, it is crucial not to lose sight of the
advantages that family involvement can bring
to the business. These can be diminished by the
changes that take place in the company due to
a greater dispersion of family property from the
increase in business size and the organizational
peculiarities that it entails.

The work done has allowed us to analyze the
economic and financial behavior of family busi-
nesses, a dominant organization in the Spanish
business fabric. We have also deepened on the
effect of the business dimension as a resource
for business strategy, specifically when family in-
fluence is more present, as is the case of family
SMEs. We have also verified that non-family SMEs
have a different behavior when their business
size increases. However, the study carried out is
not without limitations. Performing this work, a
sample formed only by Spanish family business-
es has been considered, so in future research it
would be of great interest to expand the sample
with organizations from other geographical are-
as. In future analysis it would also be convenient
to establish in a more approximate way the limits
from which the increase in the business dimen-
sion begins to impair the economic performance
of the organization.
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