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This study contributes to the limited research on Finnish small and medium-sized en-

terprises. Family ownership is a common ownership structure within SMEs. This study 

helps to understand the differences between the family and non-family firms, and 

whether a family firm would benefit from for example hiring a non-family CEO or a board 

member, or making different decisions on capital structure. Adding to the common cat-

egorization of family and non-family firms, this study reveals the different aspects of 

SME internationalization, and how the internationalization affects the firm performance, 

cost or availability of capital, or capital structure of a SME. 

Family firms seem less profitable, have lower cost of capital, and are internationally 

more active than non-family firms. Also, family firms have more equity and more inter-

est-bearing liabilities. Availability of capital does not differ between family and non-fam-

ily firms. Internationalized SMEs have lower profitability, higher cost and availability of 

capital, as well as higher debt to equity ratio than domestic firms.  
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Tämän tutkimuksen tarkoituksena on tutkia suomalaisia pieniä ja keskisuuria yrityksiä. 

Perheomistajuus on pk-yrityksissä yleistä ja tämä tutkimus auttaa ymmärtämään eroja 

perhe- ja ei-perheomisteisten yritysten välillä sekä hyötyisikö perheyritys esimerkiksi 

perheen ulkopuolisen toimitusjohtajan tai hallituksen jäsenen palkkaamisesta tai erilai-

sesta pääoman rakenteesta. Perinteisen perhe- ja ei-perheyritys -jaottelun lisäksi tässä 

tutkimuksessa vertaillaan kansainvälistyneiden ja ainoastaan kotimaassa toimivien pk-

yritysten eroja sekä miten kansainvälistyminen vaikuttaa pk-yrityksen kannattavuuteen, 

pääoman kustannukseen ja saatavuuteen sekä pääomarakenteeseen. 

Perheyrityksillä on alhaisempi pääoman kustannus, hieman matalampi kannattavuus 

ja ne ovat kansainvälistyneempiä kuin ei-perheyritykset. Lisäksi perheyrityksillä on 

enemmän omaa pääomaa ja korollisia velkoja. Pääoman saatavuudessa ei näiden kah-

den välillä ole eroa. Kansainvälistyneillä pk-yrityksillä on heikompi kannattavuus, kor-

keampi pääoman kustannus ja parempi pääoman saatavuus sekä enemmän velkaa 

kuin ainoastaan kotimaassa toimivilla yrityksillä.  
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1 INTRODUCTION 

Most of Finnish small and medium-sized enterprises (hereafter referred to as SMEs) 

are family firms. According to Heinonen (2003) 86 per cent of Finnish firms are family 

firms and 75 per cent of Finnish SMEs’ employees work in family firms. It is important 

to study whether there are and what are the differences between the family and non-

family firms. 

Not only the small firms are family firms. La Porta et al. (1999) investigate 20 largest 

publicly traded firms in each of the generally 27 richest economies, and some smaller 

firms in some of these countries so that they can keep firm size constant across coun-

tries. They find that of the large firms, 30 per cent are family firms by using the 20 per 

cent definition of control, and 35 per cent are family firms, if the definition of control is 

set as 10 per cent. In their sample of medium-sized firms, 45 per cent are family owned, 

if the definition of control is set as 20 per cent. With 10 per cent definition of control, as 

high as 53 per cent of firms are family controlled. 

However, most of the previous empirical researches have been performed on large 

firms, for example S&P 500 firms or publicly traded firms, and there have only been few 

empirical researches on non-publicly traded firms and especially on Finnish SMEs. 

Therefore, it would be interesting to study differences between family and non-family 

firms within Finnish small and medium-sized enterprises. Adding to the traditional cat-

egorization of family and non-family business, this study investigates different effects 

of internationalization and whether it is more common within family or non-family firms. 

Family firms’ relationship with internationalization have different approaches in re-

search. Family firms are seen as risk taking and risk averse at the same time and 

sometimes for the same reasons. Family managers may want to internationalize and 

take risks for welfare and future employment of their descendants and sometimes not 

to take risks and protect future by being careful (Zahra, 2003; Gomez-Mejia et al., 2011; 

Pukall and Calabro, 2014). Pinho (2007) suggests that small family firms, in a fear of 
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business failure, usually avoid process of internationalization because it typically in-

volves high-risk activities. Some studies argue that family involvement and ownership 

have a positive effect on internationalization (Zahra, 2003), while other claim the oppo-

site, suggesting that family ownership and involvement have a negative effect on inter-

nationalization (Fernandez and Nieto, 2006; Graves and Thomas, 2006; Pukall and 

Calabro, 2014). 

The main issue in this research is whether or not the family ownership is better than 

non-family ownership when focusing on capital structure and cost of capital, and 

whether the internationalization is profitable for SME. 

1.1 Research questions 

There are four research questions in this study as follows: 

• Research question 1: Does family involvement in business affect firm perfor-

mance, cost of capital or availability of capital? 

• Research question 2: Do family firms internationalize more easily than non-fam-

ily firms? 

• Research question 3: Does internationalization lead to better firm performance, 

lower cost of capital or easier availability of capital? 

• Research question 4: Is capital structure affected by family involvement in busi-

ness or internationalization? 

The research questions concentrate on differences between the family and non-family 

firms, differences between internationalized and domestic firms, and the variables 

those differences have an effect on. 

1.2 Data of this research 

This research concentrates on the data collected in February 2009 from Finnish small 

and medium-sized enterprises. Part of data was collected with a survey, where 10 148 

randomly selected Finnish SMEs were contacted via e-mail. The final response rate 
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was 9.7 per cent with 982 respondent firms. Rest of the data is financial data (turnover, 

ROCE, ROA) which could be matched with 862 respondent firms. 

Out of the 862 respondent firms, which could be matched with financial data, could 412 

be categorized as family and 427 as non-family firm. Significant amount of the SMEs 

in the data are family firms and this study investigates differences in profitability, cost 

of capital and availability of capital between family and non-family firms. Out of those 

862 firms 340 could be categorized as international firms and 501 as domestic firms. 

The effect of internationalization on firm performance, cost of capital or capital structure 

is investigated. 

1.3 Structure 

The thesis is organized as follows. The Chapters 2, 3 and 4 are focusing on the theory 

part of this research. Chapter 2 concentrates on ownership of the firm and whether 

there are differences between family ownership and non-family ownership. Chapter 3 

focuses on capital structure and whether there is an optimal capital structure. Chapter 

4 discusses the positive and negative effects of internationalization. 

Empirical part of this research is presented in Chapters 5 and 6. Chapter 5 presents 

the data and explains the methodology used in this research. Chapter 6 presents and 

discusses the results of the empirical analyses. 

The final chapter, Chapter 7, summarizes and concludes the research. Also, the future 

research ideas are discussed.  
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2 FAMILY OR NON-FAMILY FIRM 

Firms can be divided into categories in multiple different ways. One of the common 

categorization is family firms and non-family firms. Family firms have been and should 

be taken into account in academic research, because for example in Finland, 86 per 

cent of firms are family firms and 75 per cent of SMEs’ employees work in family firms 

(Heinonen, 2003). 

2.1 Family ownership 

The research on family firms seems to have two distinct conclusions, but most of the 

differences can be explained with the differences in research methods, figures, and 

data. There are differences inter alia in the amount of family ownership, or the family 

connection of the CEO in different research data. 

There are researches which claim that the family ownership is more profitable or in 

some other ways better to the firm than non-family ownership, and there are researches 

which claim the opposite. Both sides have their merits and some of them are analyzed 

in this research. One of the main issue in this research is, however, whether or not the 

family ownership is better than non-family ownership when focusing on profitability, cost 

of capital, and availability of capital of the firm. 

According to Perrini et al. (2008) concentrated ownership increases firm value. They 

use a data of all Italian publicly traded companies between the years of 2000-2003. 

The firms where ownership is concentrated to the five largest shareholders have higher 

Tobins’ Q than firms with more diversified ownership. Tobins’ Q is calculated by dividing 

the total market value by total asset value of the firm. However, the research also shows 

that, when the main shareholders are compared, there is no difference between the 

value of family firms and the value of non-family firms. In other words, there is no dif-

ference whether the ownership is concentrated to family owners or non-family owners, 

but the concentration of ownership leads to higher Tobin’s Q value. 



15 
 

 

Demsetz and Lehn (1985) argue that, in corporate ownership, there is a systematic 

variation which is consistent with value maximization. They have a sample of 511 large 

US corporations, and although Demsetz and Lehn (1985) do not find any evidence that 

there would be a relationship between the accounting profit rates and the ownership 

concentration, they imply that concentrated investors have economic incentives to max-

imize firm value by decreasing agency conflicts. 

According to a research of Anderson and Reeb (2003) family firms are more profitable 

than non-family firms. They use data from S&P 500, which includes 500 largest firms 

from USA, and measure the firm performance in profitability-based return on assets 

(ROA) and market-based Tobin’s Q. Their research shows that the family firms perform 

better than non-family firms measured in ROA, and at least as well than non-family 

firms measured in Tobin’s Q. The higher ROA of family firms is related to family member 

serving as a CEO, and highest Tobin’s Qs seem to be found in firms with founder CEO 

or hired outsider CEO. They also find that the relationship between family ownership 

and performance is concave, and only 30 per cent or less of family ownership have a 

positive relation with the performance. Increase in family ownership affects perfor-

mance negatively, and when family owns more than 60 per cent, the performance is 

weaker than non-family firms’. 

Barth et al. (2005) claim that family firms are less productive, when a family member is 

managing the firm, and equally as productive as non-family firms, when the firm is man-

aged by an outsider. Overall, ownership structure does not affect firm performance, but 

the effect on firm performance is found by determining, who runs the firm. The result is 

sustainable with the notion of Perrini et al. (2008) that the ownership structure does not 

separate the performances of family and non-family firms, but the decision rights and 

the management of the firm does. The professional managers are more efficient and 

there is also the advantage of choosing a manager from a bigger pool than with owner-

managers within the family. 

The argument of Barth et al. (2005) seems to be different from the ones presented 

earlier, because they do not find the family firms performing better than non-family 
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firms, and with family management the performance is even lower. That may be be-

cause Barth et al. (2005) use productivity as a measurement in firm performance when 

others use for example Tobin’s Q or accounting profit rates. Barth et al. (2005) defend 

the use of total factor productivity (TFP) with the fact that accounting profit rates can be 

manipulated, and Tobin’s Q is an available measurement only for small group of listed 

firms. Also, their data explains the differences in conclusions at least between the re-

search of Anderson and Reeb (2003). Most of family firms in the data of Barth et al. 

(2005) have more than 50 per cent family ownership, and as many as 74 per cent of 

the family firms have 100 per cent family ownership. Anderson and Reeb (2003) find 

that firms with over 60 per cent of family ownership perform worse than non-family 

firms, which indicates that the Barth et al. (2005) study is actually consistent with the 

study of Anderson and Reeb (2003). 

2.2 Family management 

Gill and Kaur (2015) find that family firms outperform non-family firms measured in both 

accounting and market performance measures. They use a sample of public Indian 

S&P BSE 500 Index companies. They study family firms by differentiating family-

owned, family-managed and family-governed companies and they also combine all 

three indicators as one indicator. For performance measures, they use ROA and To-

bin’s Q. The results indicate that family involvement in business reduces agency prob-

lems without affecting the decision-making efficiency too much. Their results also sup-

port the stewardship theory by indicating that families seek independent directors for 

the board for their counsel and advice. 

Gill and Kaur (2015) find that family involvement in board is in positive relation to ROA, 

and family involvement in management ergo family CEO and the combination of the 

three indicators are positively related to Tobin’s Q. However, both ROA and market 

performance measures are better for companies with higher board independence 

which is measured in the percentage of independent outside directors on the board. 

Family members do not dominate the board and the independent directors have diverse 
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backgrounds and expertise which lead to better performance. The percentage of stock 

held by directors affected positively to the market performance. 

Gill and Kaur (2015) also investigated whether there are differences in firm perfor-

mance provided that the CEO is a founder or a descendant. Founder CEO has a greater 

impact. However, both founder CEO and descendant CEO variables are positively, yet 

insignificantly related to accounting and market performance measures, which suggest 

that family firms are better performers regardless of the generation of the CEO. 

Finally, Gill and Kaur (2015) find that smaller companies and the ones with lower frac-

tional equity of non-affiliated owners have higher performance. Hence, less focused 

ownership leads to better performance, because large unaffiliated shareholders may 

form coalitions which may limit share liquidity and affect adversely to firm policy. Also, 

the companies with less tangible assets have higher market performance. Hence, the 

large proportion of assets invested in property, plant and equipment seem to be asso-

ciated with lower market performance. 

Revilla et al. (2016) use a sample of 369 Spanish manufacturing firms from 2007 to 

2013. They analyze the impact of family involvement in management for the risk of 

business failure. They find that especially family involvement in management, rather 

than merely in ownership, reduces the probability of business failure. The family in-

volvement in management is measured in the ratio of family members to the total num-

ber of family members in the top management team. They suggest that for family mem-

bers actively participating in management, there are higher socioemotional and finan-

cial costs entailing failure, which may explain the reduced risk. They also investigate 

the impact of entrepreneurial orientation and find that it affects negatively to the rela-

tionship between family involvement in management and firm survival. By untangling 

the dimensions of family management and family ownership, they contribute evidence 

of the sources of heterogeneity within family firms. 

The agency theory argues that the overall firm performance is higher when the man-

agement is financially attached or has high degree of ownership in the firm. The en-

trenchment theory claims the opposite and argues that high degree of stock ownership 
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leads to risk-averse actions, hence slower growth and weaker efficiency. In family firms, 

the security of employment leads to inefficient management actions. Oswald et al. 

(2009) compare agency and entrenchment theories and find that the entrenchment the-

ory seems to be consistent with their data. They use a sample of 2631 non-publicly 

traded family firms and firm performance is measured in sales revenue. Their results 

show that the sales growth is negatively related to percentage of family control and 

there is also a negative relationship between the financial performance measures used 

in the research and the percentage of family controlling the top management. 

2.2.1 Family CEO 

Villalonga an Amit (2006) find that the higher profitability of family firm is bound to 

founder serving as the CEO or as the Chairman with a hired CEO. Their research 

shows that for family firm to perform better the founder has to be the CEO or the Chair-

man with a hired CEO, and firm value is destroyed with descendant-CEO. Also, Hans-

son et al. (2009) establish the link between family CEO and firm performance. Family 

CEO has positive effect on ROA and ROI. However, they do not find any difference 

between profitability of family and non-family firm in their research on Finnish SMEs. 

Martikainen and Nikkinen (2006) suggest that family ownership is more profitable own-

ership structure at least measured in ROA, but they do not find any particular difference 

in the performance of family managed or outsider managed family firms. Interestingly, 

they find that actively involved owners in non-family firms provide as high returns as 

family firms, but employee ownership does not lead to better performance. It may be 

that the agency conflict is mitigated when owners are actively involved. 

Barth et al. (2005) have evidence which indicates that family managers are less pro-

ductive than professional managers which supports the entrenchment effect. However, 

their research lacks separation between founder and descendant management. It 

would be interesting to separate the efficiency of the founder manager and the de-

scendant manager. They also investigate the argument that the ownership structure 
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would be an endogenous outcome of their research, but they do not find significant 

evidence to support the allegation. 

Schenkel et al. (2016) criticize the research of family versus non-family members as 

leaders and note that there is high heterogeneity among the family CEOs. They inves-

tigate descendant birth order and find that firm performance is likely to be stronger 

when CEO is not first-born son. They also find that first born sons are more often re-

placed over time. Unlike first born son CEOs, not-first-born son CEOs are more likely 

to appoint non-family board members. Not-first-born son CEOs are also more likely to 

adopt outside governance mechanisms to enhance independence from shared cogni-

tive frames as well as to increase capacity for innovation. 

2.2.2 Board size and proportion of family members employed 

Martikainen and Nikkinen (2006) make an interesting notion that the board size is neg-

atively related to firm performance. Even in the data of the Finnish SMEs where the 

board sizes are relatively small, they find evidence that the smaller board size is related 

to better performance. 

According to Hansson et al. (2009) the proportion of family members employed by the 

firm and participating in firms’ day-to-day operations has a negative effect especially 

on ROI. 

2.3 Controversial discussion 

Demsetz and Villalonga (2001) find no connection between firms’ ownership structure 

and performance. They criticize the use of Tobin’s Q as a measurement of firm perfor-

mance. They also highlight the fact that Tobin’s Q is based on the future and is forward-

looking, and it is affected by the psychology of investors who are constrained by their 

acumen, optimism or pessimism. They argue that more proper measurement of firm 

performance is accounting profit rate because of the standardized accounting prac-

tices. However, they admit that there are differences in accounting methods used for 
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example for valuations of tangibles and intangibles. They argue that the accounting 

profit has been ignored unsupported in favor of Tobin’s Q. 

Demsetz and Villalonga (2001) also note that the fraction of shares owned by a firm’s 

management is not a reliable index measuring the strength of professional manage-

ment in the firm’s operations. They suggest that important shareholding families repre-

sented on corporate boards are unlikely to share a common interest with the profes-

sional managers, and therefore the agency problems cannot be measured by the men-

tioned fraction. However, the fraction of shares owned by corporation’s largest share-

holder, used by Demsetz and Lehn (1985), seems to be a better index when measuring 

ownership structure, although it does not include information about the management 

ownership. They do not find many professional managers among the five largest share-

holders. Hence, the figure does not contain information about the agency problem be-

tween managers and shareholders. They summarize that the fraction of shares owned 

by the largest shareholders contains information about the capability of shareholders 

to control the management and the fraction of shares owned by a firm’s management 

contains information about the ability of professional management to bypass share-

holders. Therefore, both of these figures should be used when measuring ownership 

structure and the agency problem between the professional management and the 

shareholders. 

Demsetz and Lehn (1985) show and Demsetz and Villalonga (2001) confirm that the 

ownership structure is endogenous and diffusing over time. Firm performance affects 

ownership structure through insider information and market-based expectations be-

cause managers have an incentive to modify their stockholdings in accordance with 

their expectations about the firm’s performance. It seems that studies, that have found 

an effect of ownership structure on firm performance, have failed to take account of the 

fact that the ownership structure is endogenous. Although, Barth et al. (2005) do not 

find significant evidence to support the endogeneity of ownership structure. 
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Demsetz and Villalonga (2001) basically claim that between ownership structure and 

firm performance there cannot be any systematic relation which would be left undis-

turbed by investors. They do not find any evidence, that changes in observed owner-

ship structures would bring forth systematic changes in observed firm performances. 

Hoffmann et al. (2016) criticize the use of agency and stewardship theory for explaining 

relationship between family management and performance, because both theories are 

used to explain both positive and negative relationship between these two variables. 

Also, they note that the empirical findings of the influence of family management on 

performance are inconsistent. 

Hoffmann et al. (2016) article is about how family involvement in top management team 

affects family firm performance. They focus especially on long-term orientation and find 

that it is an important mediator that links performance and family management. They 

find that the inconsistency in the predictions of agency and stewardship theory can be 

resolved by adding temporal orientation to the analysis of family management. Family 

involvement in top management team is an insufficient explanator for positive or nega-

tive effect on firm performance. However, a long-term orientation seems to be the pri-

mary driver of performance. Long-term orientation affects the relationship between fam-

ily management and firm performance in two ways: Firstly, it strengthens the positive 

agency and stewardship effects by improving the goal alignment between managers 

and owners. Secondly it balances various shareholder interests and reduces the neg-

ative effects on agency and stewardship theories. 

2.4 Family firms’ cost of capital 

Anderson et al. (2003) imply that founding families reduce agency conflicts between 

the debt and equity claimants. They find that founding family ownership and lower cost 

of debt financing are related. They use sample of firms from Lehman Brothers bond 

database and the S&P 500. They note that shareholders with large undiversified own-

ership have incentives to avoid risky investment, hence firms with concentrated owner-

ship are safer investments for bondholders and the cost of capital is lower for those 
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firms. The agency problem between equity and debt claimants is mitigated when family 

firm shareholders with undiversified portfolios do not try to expropriate bondholder 

wealth by risky investments. 

Anderson et al. (2003) show that family CEO has some detrimental effect, especially 

descendant CEO, but overall, the cost of capital is lower for family firms than for non-

family firms. The cost advantage is highest when the family owns less than 12 per cent 

of the firm’s shares. With greater than 12 per cent of family ownership, the cost of debt 

increases, but remains still lower than in non-family firms. Also, it seems that cost of 

capital is independent from outside block holders. 

2.5 Bank relations 

According to Weinstein and Yafeh (1998) the firms with close bank ties have the privi-

lege to the increased availability of capital. In other words, it is easier to get bank fi-

nance. The expectation is that the firms with closer bank ties and smaller amount of 

bank relationships have better access to bank finance. According to Steijvers et al. 

(2010) longer duration of bank relation reduces the probability that a family firm would 

need to pledge personal collateral to be able to get a loan. They also find that the 

probability of family firm to have to pledge any kind of collateral is higher than of non-

family firm when the loan amount is high. They state the above mentioned as follows: 

“private family ownership increases potential shareholder-bondholder agency problems 

when obtaining high amount loans”. Likelihood of pledging collateral increases with 

growing amount of loan. There is however a higher probability of a bank demanding 

collateral and utilizing the market power it has over the small firm, even with low loan 

amounts. 

The research of Berger and Udell (1995) shows that firms with longer bank relations 

have lower interest rates on credit and are obligated to pledge collateral on fewer con-

tracts. They focus on small untraded firms. Their theory is that a longer bank-borrower 

relationship reduces asymmetric information problem because the bank gets private 
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information about the firm. More information leads to more trustful relationship and the 

trust and knowledge reduces the interest rate pitched by the bank. 

Petersen and Rajan (1994) find that within small firms the most important effect on 

close bank ties is the increased availability of finance. The price of credit is secondary 

and multiple financing relationships seem to increase the cost and decrease the avail-

ability of credit. They find solid evidence that the concentration and building a relation-

ship to a lender by “expanding the number of financial services it buys from it”, in-

creases the availability of finance. 

Cole (1998) argues the same: the pre-existing relationship between lender and bor-

rower increases the probability that the lender would extend credit. He claims that con-

sidering the availability of credit, the length of the relationship is unimportant, and the 

probability of getting extension to credit decreases for firms with multiple financial 

sources. Cole (1998) refers to the researchers of Berger and Udell (1995) and Petersen 

and Rajan (1994) and shows that role of close bank-firm relationships differs between 

the availability of credit and the pricing of credit. The length of relationship is more 

important when pricing the credit. 

Cole (1998) also finds that although the length of the relationship is not important the 

scope of the relationship is. The availability of credit increases, when a firm has cen-

tralized the use of different financial services, like savings account or financial manage-

ment services, to the main bank. He also notes that the quality of firm-bank relationship 

is not affected by the firms’ age or risk factors such as size, leverage, return and cre-

ditworthiness.  
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3 CAPITAL STRUCTURE 

Academic research has not been able to unquestionably define the optimal debt-to-

equity ratio or capital structure for a firm. Modigliani Miller (1963) fiscal theory suggest, 

that in a world with taxes and without bankruptcy costs, the optimum is reached by 

maximizing amount of debt. In trade-off theory, according to Myers (1984), a firm sets 

a target debt-equity ratio and moves gradually towards it. However, there are theories 

which does not even strive to finding optimal capital structure such as pecking order 

theory (Myers, 1984). 

3.1 Modigliani and Miller fiscal theory 

The basis for all capital structure theories is seminal work of Modigliani and Miller 

(1958). They developed a rather pessimistic proposition: the valuation of a firm is inde-

pendent of its capital structure. In other words, no capital structure is better or worse, 

and a firm cannot change its total value by changing the proportions of its capital struc-

ture. They arrive at this conclusion with basic assumptions: no taxes, no transaction 

costs, and individuals and corporations borrow at same rate. This theory is named 

Proposition I. They note that the yields demanded by lenders tend to increase as the 

debt-equity ratio of a borrower increases. However, they argue that Proposition I is 

unaffected by interest rate rising with leverage. Even when the average cost of bor-

rowed funds would increase as the debt rises, the average cost of funds of all sources 

will still be independent from leverage when the taxes are not involved. (Modigliani and 

Miller, 1958; Ross et al., 2005) 

Another theory of Modigliani and Miller (1958) is Proposition II where the cost of equity 

rises when the debt-equity ratio rises, because the risk to equity rises with leverage. 

The basic assumptions are the same as with Proposition I. However, the relation be-

tween the cost of equity and leverage is not linear in Proposition II. If the yield de-

manded by lender increases with leverage, the cost of equity will still tend to increase 
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as the debt-equity ratio rises, but at a decreasing rather than a constant rate. (Modi-

gliani and Miller, 1958; Ross et al., 2005) 

Modigliani and Miller (1958) also consider a world with taxes and expand their theories 

Proposition I and II. In 1963, Modigliani and Miller corrected their original research and 

introduced the fiscal impact on capital structure. They suggest that in a world with cor-

porate taxes but without bankruptcy costs, the value of the firm can be maximized by 

maximizing the use of debt because firm value is positively related with leverage. They 

imply that a firm would prefer the use of debt because of the tax deductibility of the 

interest payments. The higher the tax rate, the higher would be the optimal amount of 

debt. However, they conclude that the real-world problems are not fully comprehended 

in the framework. Even with the large tax advantage for debt financing, corporations 

should not continuously seek to use the maximum possible leverage in their capital 

structures. Firms should rather consider other forms of financing such as retained earn-

ings, which may in some circumstances be cheaper than debt even when the tax status 

of investors under the personal income tax is considered. Proposition II suggestion 

does not change in a world with taxes: the cost of equity rises with leverage because 

risk of equity rises with debt-to-equity ratio. (Modigliani and Miller, 1958; Modigliani and 

Miller, 1963; Ross et al., 2005) 

The Modigliani Miller theorem evoked discussion about the simplifications of the model. 

It has been criticized with statements that investors would not behave the way Modi-

gliani and Miller represent, and that the world without taxes or bankruptcy costs is not 

real or ours (Brewer and Michaelsen, 1965; Miller, 1977). Brewer and Michaelsen 

(1965) suggested that the hypotheses should be expanded by adding the effects of 

variation of institutional constraints, and of optimal debt-equity ratios among risk clas-

ses. In their reply, Modigliani and Miller (1965) explain some possible misunderstand-

ings of Brewer and Michaelsen (1965) and conclude that they have always acknowl-

edged that they do not have completely specified model to account the differences in 

capital structures of different industries. Though, they believe they have represented 

some important elements out of which more general theory could someday be built. 

Miller (1977) continues to defend their work. He argues that the value of the firm is 
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independent of its capital structure even in a world where interest payments are fully 

deductible in computing corporate income taxes. He argues inter alia that at least for 

big businesses, the bankruptcy costs are not as high as critics claim and the debt-to-

equity ratios have not changed among tax rates over time. However, considering 

SMEs, Miller himself raises an important issue: although the Modigliani Miller proposi-

tions may be valid for large and public corporations, they do not seem to be relevant 

for SMEs or family firms (Chittenden et al., 1996; Romano et al. 2001). 

3.2 Pecking order theory 

According to pecking order theory, firms prefer internal funding over external, and debt 

before equity. Myers and Majluf (1984) argue that due to asymmetric information be-

tween managers and investors, it is better for firms to issue safe securities than risky 

ones. A firm should build up financial slack for example by restricting dividends or issu-

ing stock when managers’ information advantage is small, since the costs are positively 

associated with the lack of information. Financial slack includes for example large hold-

ings of cash or marketable securities, or the ability to issue default-risk free debt. In 

pecking order theory, there is no target or optimal debt-to-equity ratio for each firm 

(Myers, 1984). Myers and Majluf (1984) also note that because of the asymmetric in-

formation, investors tend to reason that a decision not to issue shares signals “good 

news” and vice versa. Other things equal, the stock price will fall when the stock is 

issued to finance investment. However, stock price will not fall, if the firm issues safe 

debt to finance investment. 

Chittenden et al. (1996) study financial structures of small firms and notice that because 

of their heavy reliance on internally generated funds, the pecking order theory appears 

to be quite accurate. Romano et al. (2001) confirm it in their study of family firm capital 

structure decisions and conclude that family businesses prefer private equity and debt 

rather than public equity. Small family firms have a substantial amount of their capital 

collected from internationally generated funds such as capital provided by owners, 

managers, friends or family members (Chittenden et al., 1996; Romano et al., 2001). 
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3.3 Trade-off theory 

Kraus and Litzenberger (1973) introduced a formal model dealing with tax advantage 

of debt and bankruptcy penalties which leaded to the discussion that capital structure 

is a trade-off between tax savings and bankruptcy costs. Myers (1984) defines the static 

trade-off theory: in trade-off framework, firm is viewed as setting and moving gradually 

towards a target debt-to-equity ratio. 

The trade-off theory has been criticized for example by Miller (1977) and Myers (1984). 

Miller (1977) criticizes the emphasizing of bankruptcy costs and sums the conversation 

with a metaphor where he argues that “at least for low-levered big businesses, the 

trade-off between tax gains and bankruptcy costs look a lot like the recipe for the horse-

and-rabbit stew, one horse and one rabbit”. Myers (1984) admits that trade-off theory 

works to some extent, but criticizes the unacceptably low coefficient of determination 

(R2) that it seems to have. 

Warner (1977) investigates bankruptcy costs and notices that they are much lower than 

earlier studies suggest. He uses a sample of railroad firms which were in bankruptcy 

between 1933 and 1955. He measures that average cost of bankruptcy in railroad in-

dustry is about one per cent of the firms prior to bankruptcy market value when the prior 

studies set a bankruptcy cost as high as 20 per cent. However, he notes that some of 

the bankruptcy costs may not be direct measurable costs and the results can only be 

merely suggestive concerning other industries than railroads. More importantly he finds 

that as the value of the firm increases, the bankruptcy costs to the market value seem 

to fall. The observation of the size effect is consistent with the findings of Ang et al. 

(1982) and Pettit and Singer (1985). The criticism of Miller (1977) seem to be accurate 

when it comes to large and more diversified firms. However, for SMEs the bankruptcy 

costs are relatively bigger and should be taken into consideration (Ang et al., 1982; 

Pettit and Singer, 1985; Rossi, 2014). 
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The trade-off theory is often emphasized to agency perspective. However, this study is 

focused only on trade-off between tax benefits and bankruptcy costs, and not the trade-

off between different agency costs. 

3.4 Further research of capital structure theories 

Titman and Wessels (1988) extend the empirical research of capital structure. They 

criticize the use of total debt ratios and separate short-term, long-term and convertible 

debt in their analysis. They find that firms with unique or specialized products have 

lower debt ratios and more interestingly, short-term debt ratios are negatively related 

to firm size which may be because small firms have relatively high transaction costs 

when issuing long-term financial instruments. They do not find evidence that debt ratios 

would arise from non-debt tax shields, volatility, collateral value or future growth. Harris 

and Raviv (1991) also note the difficulty of choosing variables for empirical tests of 

capital structure in their survey of nontax-driven capital structure theories. They con-

clude that earlier studies mostly agree that leverage would increase with fixed assets, 

non-debt tax shields, growth opportunities and firm size, and decrease with volatility, 

advertising expenditures, research and development expenditures, bankruptcy proba-

bility, profitability and uniqueness of the product. 

Rajan and Zingales (1995) analyze the capital structures with international data of 

United States, Japan, Germany, France, Italy, the United Kingdom and Canada. They 

have interesting findings that can be generalized for most of the countries in survey: 

tangibility is positively correlated with leverage, market to book ratio and profitability are 

negatively correlated with leverage, and size is positively correlated with leverage in all 

countries except Germany where it is negatively correlated. 

Frank and Goyal (2009) are trying to contribute to the understanding of capital structure 

theories. They note that for example Titman and Wessels (1988) and Harris and Raviv 

(1991) disagree over basic facts. Frank and Goyal (2009) study publicly traded Ameri-

can firms over the period from 1950 to 2003, and find six factors that have a reliable 

relation to market-based leverage. Any of the capital structure models available have 
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not been able to combine the effects of those six reliable factors. However, trade-off 

theory, pecking order theory and market timing theory combined comprehend all the 

six reliable factors Frank and Goyal (2009) represented. The six factors are: industry 

median leverage, market-to-book assets ratio, tangibility, profits, firm size and expected 

inflation. High leverage is related to a firm that compete in industry with high median 

leverage. Firms with high market-to-book ratio or more profits tend to have less lever-

age. Larger firms and firms that have more tangible assets tend to have high leverage. 

Firms also tend to have higher leverage when the expected inflation is higher. In addi-

tion to these six factors would be dividend, because dividend paying firms have less 

leverage than nonpayers. 

3.5 Capital structure of SMEs 

Rossi (2014) explores how different capital structure theories explain the capital struc-

ture choice of SMEs. He uses main capital structure theories: pecking order theory, 

trade-off theory and fiscal theory by Modigliani and Miller. He uses a sample of 764 

non-financial Italian SMEs during the period of 2007-2011.  

According to fiscal theory, the effective tax rate should be positively related with debt. 

However, Rossi (2014) finds that taxes are negatively related to debt. He explains it 

with that SMEs managers may not try to reduce firm’s fiscal commitment through debt, 

which may be because taxes influence debt only by effect over retained earnings. Firm 

must be profitable to enjoy tax benefits. According to the trade-off theory, firm chooses 

the balance between debt and equity by choosing between the advantages of debt 

financing and the disadvantages which come from financial distress and agency theory 

viewpoints. Rossi (2014) also notes that SMEs have bigger bankruptcy costs in relative 

terms than large firms. He finds that firm size and debt level have a positive correlation. 

According to the pecking order theory, firms will prefer internal financing to external 

because of the information asymmetries between investors and managers. The find-

ings of Rossi (2014) supports the pecking order theory: more profitable firms tend to 

finance their activity with retained earnings rather than by using debt. 
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Rossi (2014) also finds a positive correlation between the tangible assets to total assets 

and long-term debt, and negative correlation between tangible assets to total assets 

and short-term debt. He also finds that SMEs with more growth options seem to have 

more long-term debt but less short-term debt. He suggests that these types of assets 

are linked to long term by nature and that is why the financing is also long term. 

Dasilas and Papasyriopoulos (2015) research the relationship between corporate gov-

ernance (board size, board composition, leadership structure and auditing), credit rat-

ing and the capital structure. They note that determinants specific to a firm such as 

size, profitability, asset structure and growth opportunities also affect the leverage. 

They use a sample of Greek listed firms during period 2005-2010 both SMEs and large 

firms because listed firms have easier access to both equity and debt markets. They 

also investigate if the global financial crisis that erupted in September 2008 affected 

the capital structure of Greek listed firms. 

Dasilas and Papasyriopoulos (2015) find that corporate governance variables influence 

capital structure. However, the influence is less evident among SMEs than large firms. 

That may be due to SME owners’ more active involvement in management which re-

duces shareholder manager agency costs. They find that increasing board size de-

creases the amount of debt of short maturities. In order to increase firm performance, 

large boards tend to pursue lower leverage. The amount of debt is also affected by the 

reputation of auditing company. Shareholders and lenders get their information mostly 

from financial statements, and therefore, the use of well-recognized auditor is the safest 

route for firms that wish to take on more debt. Size, tangibility, profitability and credit 

rating all have a positive relationship with leverage. Growth opportunities have a nega-

tive relation with leverage, and with firm age and non-debt tax shields a clear relation 

could not be established. Their results seem to support the predictions of the trade-off 

hypothesis. Corporate governance issues, age, size, tangibility, and non-debt tax shield 

affected more strongly large firms’ leverage. In contrast, SMEs’ leverage was more 

influenced by growth opportunities and credit ratings. Their results highlight the im-

portance of credit ratings as a corporate mechanism that eases access to credit during 

financially constrained periods. They also note that the inclusion of the cost of debt to 
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their analysis would have been another interesting dimension in the capital structure 

behavior. 

Chittenden et al. (1996) study the financial structures of small firms. They note that 

earlier studies show that in small firms the lack of the maximum use of debt is especially 

apparent. They found five factors that affect financial structure of small firms: profitabil-

ity, asset structure, size measured in total assets, age and access to the capital market. 

Growth does not affect the financial structure per se, but the combination of lack of 

access to the capital market and rapid growth does. The most important factor seems 

to be the access to capital markets because when the long-term debt is available, the 

collateral turns less important, and profitability and age of the firm do not determine 

liquidity. Originally for small firms, the collateral is more important than profitability when 

applying long-term finance. 

3.6 Capital structure of family firm 

Romano et al. (2001) study family business owners’ decision-making process in capital 

structure decisions. They find that firm size, family control, business planning and busi-

ness objectives are associated with debt. Size of family firm have positive relationship 

with both debt and equity. Family firm owners are reluctant to use external equity fi-

nancing, because that might weaken a link between ownership and control. Small fam-

ily firms that do not have formalized business plans tend to use family loans for funding 

because the business plan is usually required by banks. Also, owners’ objectives, for 

example for growth, affect the decision-making process. 
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4 INTERNATIONALIZATION 

Bose (2016) notes that greater opportunities are provided internationally with globali-

zation, as the domestic market is continuing to shrink. Hilmersson (2014) concludes 

that a SME should internationalize, and at least in some cases, it could be riskier not 

to internationalize than to do so. The study shows that the firm performance increases 

when the degree of international activity of the firm increases. Scale, ergo the percent-

age of the firms’ total sales abroad, did not have effect on firm performance. However, 

speed and scope, ergo number of countries the firm sells to, have a significant and 

positive effect on firm performance. The performance is measured in return on total 

assets. The study focuses on the time periods of market turbulence, and uses a sample 

of mostly internationally experienced SMEs in southern Sweden. 

Forsman et al. (2002) investigate Finnish SMEs’ internationalization in work-in progress 

paper. They note that Finnish SMEs tend to follow the Uppsala Internationalization 

model and initially export to countries that are closely situated both geographically and 

culturally, most often Sweden and Germany. Finnish SMEs usually start international 

activities by direct export to buyers. Managers interest in international activities and 

enquiries about the products from abroad are important factors when internationalizing. 

4.1 Why or how a firm internationalizes? 

Adding to the Bose (2016) point of view of greater opportunities of international busi-

ness markets, this study rises two theories of firm internationalization: the Uppsala 

model of internationalization and Dunning’s eclectic paradigm. Those two theories have 

been, according to Pukall and Calabro (2014), the most popular models used in previ-

ous literature of family firm internationalization. 

4.1.1 Uppsala model of internationalization 

Johanson and Wiedersheim-Paul (1975) and Johanson and Vahlne (1977, 1990) intro-

duced a model of internationalization process which is usually called the Uppsala model 
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of internationalization. The model focuses on international development of an individual 

firm, its progressive acquisition or integration, and the use of knowledge about foreign 

markets and operations. It is a four-stage model that is based on empirical analysis on 

Swedish firms. The most important observations of the model are: firms often develop 

their international operations in small steps; and firms tend to prefer target countries 

with lower psychic distance for example smaller differences in language, education, 

business practices, culture or industrial development. First step is that a firm has not 

made any commitment of resources to the market and it gets no regular information 

about the foreign market. Second, the knowledge is increasing for example by exports 

via independent representative in target countries usually with low psychic distance. 

Third, a firm has current business activities in the target country, and a firm gets direct 

experience of the market. Fourth, a firm has made decisions to commit resources to 

foreign operations. 

Kontinen and Ojala (2010) study internationalization process and foreign market entry 

of Finnish SMEs. They focus on psychic distance and find that it has especially im-

portant role in family firms’ internationalization and foreign market entry because of the 

general cautiousness of family firms. Overcoming distance-creating factors is a key 

element of success in foreign markets, and for that, family SMEs used several distance-

bridging factors such as recruiting local skilled employees with the knowledge of cul-

tural, language, business and industry specific factors; as well as, learning the lan-

guage and culture themselves. They also note that the family firms seem to be more 

motivated to learn the cultural aspects themselves because of the financial restrictions 

or unwillingness to hire outside employees. 

4.1.2 Dunning’s eclectic paradigm 

Dunning (1980, 1981) represents the eclectic theory of international production. The 

eclectic theory suggests that there are three conditions or advantages that can explain 

all forms of international production of all countries. Those three advantages are own-

ership-specific advantages, internationalization incentive advantages and location-spe-

cific advantages. Ownership-specific advantages are usually intangible assets which 
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are exclusive or specific to the firm that possesses them, at least for a period of time. 

They can be for example monopoly power, patents, human capital or experience, or 

ability to diversify risks in different currency areas. Internationalization incentive ad-

vantages are the reason for a firm to internationalize rather than selling their product to 

foreign producer. Those can be for example the protection of quality of the product, to 

control supplies and conditions of sale of inputs, and avoiding costs associated with 

market transactions. Location-specific advantages can be anything from availability or 

low-priced labor, access to energy sources or favorable legislation. It must be profitable 

for a firm to utilize these location-specific advantages or it will not internationalize. 

4.2 Family firm internationalization 

Pukall and Calabro (2014) review 72 articles about family firm internationalization. They 

find that research results are highly inconsistent. There are articles that find a positive 

effect of family ownership on internationalization, and also articles that find a negative 

effect and no difference between family and non-family firms. Interestingly, they con-

clude that external ownership and influence through board of directors leads to increase 

in family firms’ international activities. Also, family involvement in the board has nega-

tive effect on the internationalization of family firm. They criticize the definitions of family 

firm in research articles. Some articles do not offer clear definitions. However, this is 

explained by research methods or research questions because some types of case 

studies do not need an ultimate classification of the analyzed object. Internationaliza-

tion is most commonly classified based on the percentage of sales outside home coun-

try. They argue that multidimensional assessment of internationalization should be the 

component that is analyzed in internationalization studies. They also note that the clas-

sification is and should be dependent on research question asked. 

Pukall and Calabro (2014) conclude that family firms are less enthusiastic than non-

family firms to form network relationships because of the threat for their independence 

or control. However, family firms tend to create partnerships with another family firm. 

When family firms are engaged in joint product and international diversification, they 
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are more profitable than non-family firms. They also conclude that the effect of de-

scendant owner is almost entirely positive on internationalization and it may trigger a 

faster paste of internationalization. The internationalization of family firms seems to be 

slower than non-family firms’ mostly because of the reluctance of building relationships, 

but in the long-run, family firms are internationalized to the same extent as non-family 

firms. 

Graves and Shan (2014) compare the performances of Australian unlisted family and 

non-family SMEs, and whether internationalization affects similarly to the financial per-

formance of family and non-family firms. Their findings support their suggestion that 

unlisted family SMEs perform better than their non-family counterparts. They find that 

family firms achieve a superior ROA compared to non-family firms. The superior ROA 

might be due to family firms not having agency costs between ownership and manage-

ment at same extent as non-family firms because of the altruism brought about by fam-

ily relations. 

Liang et al. (2014) study family firms’ internationalization by separating the effects of 

family involvement in management and family ownership. They argue that these two 

aspects of family control have a distinguish effect on firms conducting exporting or for-

eign direct investment. Their empirical analysis supports their predictions. They use 

sample of private Chinese firms and bring emerging markets point of view to the dis-

cussion. Liang et al. (2014) find that the relationship of family involvement in manage-

ment and foreign direct investment is inverted-U-shaped. The highest likelihood for for-

eign direct investment is when the family involvement in management is about 38 per 

cent. Further decrease or increase in family involvement in management leads to de-

creasing propensity of foreign direct investment. With exporting propensity, the family 

involvement in management has a positive relationship. With the likelihood of direct 

exporting the family involvement in management has an inverted-U-shaped relation-

ship. The positive relationship can be found in exporting via agents where fewer man-

agerial resources and capabilities may be needed. They also find that there is a U-

shaped relationship between the percentage of family ownership and the likelihood of 
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exporting or foreign direct investment. The likelihood of foreign direct investment is low-

est when the percentage of family shareholders is about 63 per cent, and the likelihood 

of exporting when the percentage of family shareholders is about 76 per cent. 

Zahra (2003) studies effects of family ownership and family involvement on internation-

alization level of family firms. He uses a data of 409 U.S. manufacturing firms of which 

174 are family firms. He finds that the percentage share of family ownership in the 

business affects positively to its level of internationalization. Owner-managers act al-

truistic and are willing to proceed with internationalization to improve their family mem-

bers’ future employment and involvement, even if it would require coping with the po-

tential reduction in short-term payoffs as resources are shifted to support international-

ization. The degree of family involvement in business has mixed effects on the level of 

internationalization. He suggests that family members involved in management may 

approach internationalization with caution. Family involvement in management in-

creased the level of international sales but decreased the number of countries entered. 

The interaction of family ownership and family management has a positive effect on 

level of internationalization. He sees that it could be endogenous, because high own-

ership may motivate to internationalize in a hope of better long-term performance and 

that itself would motivate to increase family involvement in decision making. 

Vandekerkhof et al. (2015) investigate how non-family managers are included in top 

management teams in family firms. They find that organizational characteristics such 

as firm innovativeness, firm internationalization or increasing firm size can make family 

firms hire outside non-family managers because they need competence that family 

managers may not have. However, they also find that the need for preservation of so-

cioeconomical wealth (SEW) may lead to family firms being more reluctant to hire non-

family managers, and that high values of SEW have negative effect on proportion of 

non-family managers in top management teams. Regarding to firm internationalization 

SEW has an effect only when the firm is highly internationally focused and have more 

than 75 % foreign sales. Also, that non-family manager is needed only when interna-

tionalization is family firm’s primary focus. Vandekerkhof et al. (2015) add that SEW is 
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an important characteristic that separates family and non-family firms. Although, the 

preservation of SEW is not an important goal for all family firms. 

Crick et al. (2006) find that family firms can be as competitive in overseas markets as 

non-family firms when they use effective strategies. In adding to the well-formed entry 

strategies, they suggest that hiring outside managers or consultants may help to in-

crease a level of success of internationalizing family firm. 

Graves and Thomas (2004) and Thomas and Graves (2005) find that family firms are 

less likely to be internationally active than non-family firms. Thomas and Graves (2005) 

suggest that this is due to family firms being less entrepreneurially oriented than their 

non-family counterparts. A catalyst for more internationally active family firm may be an 

introduction of non-family non-executive member to the board or nominating younger 

generation members to positions with decision-making power. Graves and Thomas 

(2006) find that when expanding internationally, the managerial capabilities of family-

SMEs lag behind of their non-family counterparts, especially at high levels of interna-

tionalization. Managerial capabilities of family firms do not grow at the same pace as 

level of internationalization. However, despite of the lagging in managerial capabilities, 

family firms were still able to achieve high level of internationalization.  

Fernandez and Nieto (2005) study internationalization strategy of family SMEs and find 

a negative relationship between family ownership and internationalization, measured 

in export activities. They suggest that stable relationship between family firms and for 

example outside shareholder or descendant involvement in management may help 

family firms in internationalization. They expect that outsiders may have acquired 

knowledge or abilities that founders do not have. 

4.3 Internationalization and cost of capital 

Reeb et al. (2001) describe arguments for both lower and higher cost of capital for 

internationalized firms and note that the previous literature has mixed evidence on the 

relation between firm internationalization and the cost of equity financing. However, the 
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lack of research on the relation between internationalization and debt financing lead to 

their research using publicly traded non-provisional debt. Their study is based on a 

sample of 2 194 U.S. firms. They find that more internationally active firms have better 

credit ratings and the credit rating agencies do not fully include firm international activity 

to their credit rating assignments. Also, they find that the cost of debt seems to de-

crease as the degree of internationalization increases even beyond that can be ex-

plained by credit ratings.  

Singh and Nejadmalayeri (2004) study the relationship between international diversifi-

cation, financial structure, and how these two variables individually and interactive af-

fect the combined debt and equity cost of capital. They use a sample of listed French 

corporations. They find that higher degree of internationalization is associated with 

higher debt-equity ratio in long-term debt and total debt-equity ratio. Ergo, firms with 

highest degree of internationalization have highest long-term debt ratios and total debt 

ratios. However, the relationship between short-term debt and degree of international-

ization is U-shaped. Ergo, firms with lowest and firms with highest degree of interna-

tionalization have highest short-term debt ratios. They also find that more internationally 

diversified firm's level of debt financing is higher, which leads to reduction of overall 

cost of capital even regardless of higher equity risk. More significantly, they find that 

the combined debt and equity cost of capital is reduced by higher degree of interna-

tionalization, also when the effects of the degree and composition of debt financing, 

equity risk, firm size, managerial agency costs and asset structure are controlled. 

Stulz (1999) argues that globalization decreases the cost of capital because of two 

reasons: First, by decreasing of the expected return that investors demand for their 

investments, and second, because of the smaller importance of the agency costs, 

which make firms’ fund raising more difficult and expensive. The study focuses on cost 

of equity capital to avoid dealing with complex taxation issues. The study shows strong 

theoretical arguments about why the cost of capital should fall when markets become 

more open to foreign investors. However, the discount rate is not affected by globaliza-

tion as much as theory predicts. Stulz (1999) explains the result with home bias, be-

cause shareholder base should be truly global for globalization to reduce the cost of 
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capital, and that does not occur in general. He also notes that globalization is not an 

event but a process. 

4.4 Internationalization and performance 

Graves and Shan (2014) find that internationalization have a negative effect on ROA 

for firms overall. However, when examining the effect of internationalization on family 

firms’ ROA, no significant negative relation was noticed. This suggest that internation-

alization badly affects the performance of non-family firms. Further deduction is that 

although earlier studies find family firms lagging in internationalization, that is not due 

to experiencing negative effect on performance. Hajela and Akbar (2013) find that for-

eign direct investment has positive impact on return on assets (ROA). They focus on 

Indian software SMEs which have invested overseas. 

Gozzi et al. (2008) investigate the changes in Tobin’s Q before, during and after the 

internationalization and they have four key findings. First, the Tobin’s Qs of international 

corporations tend to be higher than of domestic corporations. Second, after internation-

alization the corporations do not experience permanent increase in Tobin’s Q. Third, 

Tobin’s Q seems to rise before the internationalization, peak during the internationali-

zation year and then fall quickly after the internationalization. Fourth, corporation’s mar-

ket capitalization seems to rise before the internationalization and remain high. How-

ever, the assets of the corporation increase during the internationalization. 

Tsao and Lien (2013) investigate how family management affects the relation between 

internationalization and performance. They use a sample of Taiwan’s publicly listed 

firms during the period of 2000-2009. They find that family management and family 

ownership positively affect the relation between internationalization and performance. 

The positive impact of internationalization on firm performance is stronger within family 

firms than within non-family firms. They measure performance in ROA and Tobin’s Q.  

Tsao and Lien (2013) also suggest that internationalization may lead to greater agency 

problems due to increased information asymmetry and conflicts of interest between 
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managers and shareholders. In family firms, the agency problems associated with in-

ternationalization can be mitigated by family management. They argue that family own-

ers are more motivated to oversee managers which leads to less severe Type I agency 

problems, ergo conflicts of interest between managers and shareholders, in family 

firms. However, family firms face more severe Type II agency problems, ergo conflicts 

of interest between families and minority shareholders, for example larger family own-

ers seeking private benefits through international diversification at the expense of mi-

nority shareholders which, in turn, may weaken firm performance. However, their re-

sults suggest that Type I agency problems outweigh Type II agency problems when 

talking about agency problems arising from internationalization. 

Lu and Beamish (2001) investigate the effects of internationalization on SMEs’ firm 

performance. They use a sample of 164 Japanese internationalizing SMEs. They use 

ROA as performance variable and exporting activity as well as foreign direct investment 

as internationalization variables. They analyze the variables separately and with con-

figuration of the two internationalization strategies. They find that exporting has a linear 

negative relationship with performance. However, there cannot be straight forwardly 

concluded that exporting weakens the performance, because during time-period of the 

study (1986 – 96) Japanese yen experienced a general trend towards appreciation 

which made the Japanese products less competitive in international markets. They note 

that many Japanese firms have responded to currency appreciation by shifting manu-

facturing activities to offshore locations. The motivation behind it is demonstrated with 

the negative relationship between export and firm performance. 

Lu and Beamish (2001) found that foreign direct investment has a nonlinear flattened 

U-shaped relationship with performance. At low levels, increasing foreign direct invest-

ment is associated with decreasing performance but higher levels of foreign direct in-

vestment with improving performance. Their research shows that SMEs face liabilities 

of foreignness at early stages of internationalization and the foreign direct investment 

relation with firm performance is negative. However, higher level of foreign direct in-

vestment is associated with better performance, ergo these liabilities can be overcome. 

They also note that the use of alliances is important but also involve risks if not planned 
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and implemented properly. An alliance with a partner with local knowledge have a pos-

itive impact on firm performance. 

Lu and Beamish (2006) expand the research of Lu and Beamish (2001). They use a 

sample of 164 Japanese internationalizing SMEs. They use growth and ROS as per-

formance variables, and exporting activity and foreign direct investment as internation-

alization variables. Growth is measured in sales growth and asset growth. They find 

that exporting activity affects growth positively, but in contrast has a negative effect on 

profitability. They bring up the effect of appreciation on Japanese yen as in previous 

research Lu and Beamish (2001), and conclude that “exporting is an effective growth 

strategy for SMEs but its contribution to firm profitability could be weakened or even 

reversed during time periods of currency appreciation”. In their opinion, firms should 

take currency fluctuations into account when adjusting internationalization strategies. 

Foreign direct investment activity has a positive impact on growth but a U-shaped rela-

tionship with profitability. Lu and Beamish (2006) conclude that SMEs should explore 

opportunities to make foreign direct investments rather than curtailing internationaliza-

tion activities at the export stage, because foreign direct investments are associated 

with improved growth rates and profitability. Lu and Beamish (2006) also investigate 

SMEs’ age as a moderating variable and find that firm age when making first foreign 

direct investment has a negative moderating effect on the relationship between foreign 

direct investment and sales growth. 

Wright et al. (2007) review the research of the effect of internationalization on SME 

performance. They conclude that internationalized SMEs have a stronger firm perfor-

mance than their competitors. However, they note that causality cannot be analyzed 

through the research because longitudinal research is minor and inconsistent. There is 

no conclusion whether the performance of the internationalizing firm is already higher 

before the internationalization or the performance increases after the internationaliza-

tion. 



42 
 

 

4.5 Internationalization and capital structure 

Chen et al. (1997) investigate how the capital structure measured in debt ratio is af-

fected by international activities. They find that both bankruptcy costs and growth op-

tions have a negative relation to debt-equity ratio and if the bankruptcy costs and growth 

options are controlled, multinational corporations have lower debt-equity ratios than 

domestic corporations. However, within the multinational corporations the degree of 

internationalization is positively related to debt-equity ratio. 

As an extension to earlier studies Chen et al. (1997) examine if the level of internation-

alization explains the variations in capital structure. By controlling the effects of firm 

size, agency and bankruptcy costs, profitability and industry grouping, they are able to 

examine if there is a direct relationship between international activities and debt financ-

ing. The study focuses on trade-off and agency theories. 

Chen et al. (1997) conclude that although the prior studies find the association between 

lower debt ratios and multinational corporations, they do not show the effect of the in-

ternational activity itself on the capital structure. Prior studies explain the association 

with higher growth opportunities of the multinational corporations which are consistent 

with the agency theory of capital structure. However, they show that the association 

exists beyond the commonly accepted capital structure determinants. Multinational 

company seems to have lower debt ratio than domestic company with same size, bank-

ruptcy costs, growth opportunities and profitability. In addition, they also conclude that 

the level of international activities is positively associated with the debt ratio. Conse-

quently, although the multinational companies seem to have lower debt ratio than do-

mestic companies, the increase in the level of internationalization increases the amount 

of debt within the multinationals.  However, because of the restrictions in their data, 

they are not able to determine the missing capital structure determinants which lead to 

these results.  
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5 DATA AND METHODOLOGY 

This chapter presents the data and explains the methodology used in this study. First, 

the data and variables are presented, and after, the methodology is discussed. 

5.1 Data and variables 

The data of Finnish SMEs was collected in February 2009. Part of the data was col-

lected with a structured web-based questionnaire. An introductory cover letter and a 

link to a webropol-questionnaire was sent via e-mail to 10 148 randomly selected Finn-

ish SMEs which employ at most 500 employees. The questionnaire included 63 ques-

tions in several different categories. See questions in Appendix 1. The first e-mail round 

yielded 524 responses, and after the remainder letter all together 982 responses were 

collected. The remainder letter was sent two weeks after the first e-mail to those firms 

which had yet not answered the questionnaire. Response rate was 9.7 per cent. Out of 

the 982 responding firms 862 could be matched with key financial data, such as sales, 

ROCE and ROA. Out of those 862 firms, 412 are family firms and 427 are non-family 

firms, the rest of the respondents had not answered the question. 

The questions used in this study are in Table 1. Cost of capital is one of the key varia-

bles in this study. Some respondents used Euribor rates on their answers of cost of 

capital and five-year average cost of capital. February 2009 average 12-month Euribor 

rate 2.135 % (Bank of Finland, 2017) is used as an Euribor rate because the data was 

collected in February 2009. Merton (1974) suggests that the value of corporate debt 

hence the cost of debt for the firm is affected by three items: riskless rate of return; 

issue specific factors such as maturity date, coupon rate or call terms; and probability 

of default. The probability of default is the factor that differences firms from one another. 

The credit rating agencies such as Standard & Poor’s, Moody’s or Fitch Ratings provide 

evaluations of credit risk by evaluating the probability of default. They express their 

opinion of credit risk with credit ratings (S&P Global Ratings). When studying cost of 

capital, credit rating needs to be involved. In this data, credit rating is better when the 
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observation value is marked with smaller number. See Appendix 2 for description of 

credit rating categories.  

Table 1: The variables used in this study. 

Question number Question 

Question 7 Ownership share of the largest owner (%). 

Question 11 Is your enterprise a family firm? 

Question 12 Share of family ownership (%). 

Question 13 Number of family representatives in board of directors. 

Question 14 Number of family members employed. 

Question 18 Is the CEO of your enterprise a family member? 

Dummy 1 Customer risk. 

Dummy 2 Industry risk. 

Dummy 3 Interaction from customer and industry risks. 

Dummy 4 Operating abroad. 

Dummy 5 Currency risk. 

Question 25 The proportion of sales in foreign currencies (%) ergo degree 

of internationalization (DOI %). 

Question 49 Credit rating. 

Question 50.1 Cost of capital. 

Question 50.2 Five-year average cost of capital. 

Question 52 Has your enterprise applied finance or collateral during the last 

year? 

Question 53 combined Number of creditors. 

Question 54 Has your enterprise gotten the finance or collateral they have 

applied during the last year? 

 

Dummy variables are formed in a way that the risk is present when the value is 1, and 

absent when the value is 0. Dummies 1 and 2 are formed from question 22 “The cus-

tomer structure of your enterprise”. The customer risk is present and marked as 1 when 

a firm has only few large customers, and absent and marked as 0 when a firm has lots 

of small customers. The industry risk is present when firm’s customers are from one 

industry, and absent when the customers are from several different industries. Dummy 
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3 is formed by multiplying dummy 1 with dummy 2, ergo both customer and industry 

risks are present with value 1. Dummy 4 is formed from question 23 “Does your enter-

prise practice on the foreign markets?” The risk is present when a firm operates abroad. 

Dummy 5 is formed from question 24 ”Does your enterprise do business with foreign 

currencies?”  The currency risk is present when a firm does business with foreign cur-

rencies, and absent if it does not. Number of creditors is formed from question 53 

“Where has your enterprise applied finance?” by summing the different creditors a firm 

has applied finance from. 

Adding to the questionnaire variables, seven variables from financial data are used. 

The variables are: return on capital employed % (ROCE), return on total assets % 

(ROA), sales per person, gross profit per person, equity ratio, debt to equity ratio and 

debt to sales ratio. These variables are from financial year 2013. The formulas are in 

Appendix 3. The mean values from years 2009 to 2013 are also used to minimize the 

anomalies of one financial year. 

5.2 Methodology 

Parametric tests two-sample t-test and one-way analysis of variance are mainly used 

in this study.  Non-parametric tests are used mainly as a robustness check, when the 

normality of distribution is uncertain. The multiple regression analysis is used to clear 

the effect of different variables on the cost of capital of the firm. Spearman correlation 

is used when examining correlations between two variables. 

5.2.1 Non-parametric tests 

Non-parametric tests that are used in this study are chi-square test of independence, 

Mann-Whitney U-test and Kruskal-Wallis test. 

Chi-square test of independence is used for testing independence between two cate-

gorized variables. In other words, it tests whether the two categorized variables are 

associated with each other. The test is based to a two-way contingency table where 
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observations are simultaneously classified under two categorized variables to cell fre-

quencies xij. The cell frequencies xij are compared to expected cell frequencies calcu-

lated as: 

(1) 

  

where xi is the row marginal frequency, xj is the column marginal reference and n is 

total sample size. 

Test statistic is calculated with observed and expected cell frequencies: 

(2) 

  

A p-value can be calculated as a probability of critical value being larger than test sta-

tistic: 

(3) 

where degrees of freedom are 

(4) 

where r stands for rows and c for columns of the contingency table. 

If the critical value is larger than the test statistic, the two categorized variables are not 

associated with each other, and if the test statistic is larger than critical value, the two 

variables are not independent and are associated with each other. (Hayter, 2002) 

Yates continuity correction factor is used when analyzing 2x2 contingency table. The 

test differs from chi-square test for independence only by calculation of test statistic  
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which is calculated with observed and expected cell frequencies (Fischer, 1973):  

        (5) 

 

Mann-Whitney U-test or Wilcoxon rank sum test is a non-parametric option for two-

sample t-test. When two-sample t-test can only be used when the test statistic is at 

least fairly normally distributed, Mann-Whitney U-test does not include assumptions 

about distribution and the sample sizes do not need to be equal. (Hayter, 2002) 

It is a test procedure for comparing two distribution functions FA(x) and FB(x) which are 

assumed to be identical except for a difference in location, so that FA(x) = FB(x-δ). The 

location difference δ can be either the difference between means of two populations, 

µB - µA, or the difference between two population medians. (Hayter, 2002) 

The first step is to combine the two data samples x1,...,xn and y1,...,ym into one sample 

and rank the elements from 1 to m + n. If there are same observation values, they are 

assigned with the averages of corresponding rank values. The test statistic UA is de-

fined by 

(6) 

  

where statistic SA is calculated as the sum of the ranks within the combined sample of 

the observations from the population A. The test statistic UA should be somewhat equal 

to mn/2, if the two distribution functions FA(x) and FB(x) are identical. If the UA is much 

larger than mn/2, the observations from population A are suggested to be larger than 

observations from population B, and vice versa. (Hayter, 2002) 
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With large sample sizes distribution gets closer to normal distribution and the p-value 

can be calculated by comparing the statistic 

 

(7) 

 

 

with the standard normal distribution. If z < 0 a two-sided p-value is 2 × Φ(z), and if z > 

0 a two-sided p-value is 2 × (1 - Φ(z)). The accuracy of these p-value calculations may 

be increased with a continuity correction of 0.5. It should be added to the numerator of 

negative z and subtracted from the numerator of positive z. (Hayter, 2002) 

The nonparametric test for three or more populations is Kruskal-Wallis test. The as-

sumption of normality is not required with Kruskal-Wallis, and if the assumption of nor-

mality is at least reasonable, the one-way analysis of variance is a better test. As the 

Mann-Whitney test, it tests the equality of means (µ1 = ... = µk) or medians (Md1 = ... = 

Mdk) between three or more populations. (Hayter, 2002) 

The first step is combining the k samples in to one large sample and ranking the obser-

vations from 1 to nT. If there are same observation values, they are assigned with the 

averages of corresponding rank values. All data observations xij are ranked by rij. The 

average ranks within the k populations are 

(8) 

  

If the rank averages are close to the average rank value (nT + 1)/2 it is more plausible 

that the means or the medians of the k populations are equal.  
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The test statistic is calculated as 

 

(9) 

It is used to measure the variability of rank averages, and larger values of H imply more 

variability, hence the means or medians of the k populations would not be equal. A p-

value is the probability of a random variable X being larger than the test statistic H. 

Variable X has a chi-square distribution with k – 1 degrees of freedom. (Hayter, 2002)
 

5.2.2 Parametric tests 

Parametric tests that are used in this study are two-sample t-test, one-way analysis of 

variance test and Welch’s analysis of variance test. 

Two-sample t-test assumes that the data is normally distributed. It tests a difference 

between means of two populations µA - µB. The point estimate or the test statistic is

yx − . There are three different procedures for the two-sample t-test: general proce-

dure, pooled variance procedure and z-procedure. (Hayter, 2002) 

SAS EG 6.1 uses only general and pooled variance procedure and therefore only those 

two procedures are used in this study. General procedure is applied when the popula-

tion variances are unknown and cannot be assumed to be similar. The standard error 

is estimated by 
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 x  sample mean from population A 

 xs  sample standard deviation from population A 

 m sample size from population B 

 y  sample mean from population B 

 ys  sample standard deviation from population B 

A two-sided confidence interval of 1 – α level for difference in population means µA - µB 

is calculated as 

(11) 

  

where the degrees of freedom of the critical point are 

(12) 

 

 

The t-statistic for the null hypothesis H0: µA - µB = δ (usually δ = 0) is calculated as 

(13) 

  

  

A two-sided p-value is calculated as two times the probability of random variable X 

which has a t-distribution with v degrees of freedom being larger than |t|: 2 × P(X > |t|). 

(Hayter, 2002) 

Pooled variance procedure is used when the population variances can be assumed to 

be equal.  
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The pooled variance estimate can be calculated as 

(14) 

  

when a sample of size from population A is n, sample mean is x  and sample standard 

deviation is sx, and sample of size from population B is m, sample mean is y  and 

sample standard deviation is sy. (Hayter, 2002) 

A two-sided confidence interval of 1 – α level for difference in population means µA - µB 

is calculated as 

(15)
 

  

The t-statistic for the null hypothesis H0: µA - µB = δ (usually δ = 0) is calculated as 

(16) 

 

A two-sided p-value is calculated as two times the probability of random variable X 

which has a t-distribution with n + m – 1 degrees of freedom being larger than |t|: p-

value = 2 × P(X > |t|). (Hayter, 2002) 

When three or more (k) population means are compared, one-way analysis of variance 

can be used. There are k populations which are normally distributed and the observa-

tion xij represents the jth observation of the ith population. The sample from population 

i has ni observations and if the sample sizes n1,…,nk are equal, the data set is balanced. 

The total sample size is nT = n1 + … + nk. (Hayter, 2002) 
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The easiest way to calculate the variance ratio is partitioning the total sum of squares 

which is calculated as 

(17)
 

  

with nT – 1 degrees of freedom. (Hayter, 2002) 

The total sum of squares can be partitioned into two components 

(18)
 

A summary measure of the variability between the factor levels or treatments is known 

as the sum of squares for treatments and is calculated as 

(19)
 

  

The sum of squares for error measures the variability within the factor levels and is 

calculated as 

 

(20) 

 

Mean squares are obtained by dividing a sum of squares by its degrees of freedom. 

Mean squares for treatments is 

(21) 

  

and mean square error is 

(22) 
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The F-statistic is calculated as 

(23) 

 

A p-value is calculated as a probability of random variable X which has an Fk – 1,nT – k 

distribution: p-value = P(X ≥ F). (Hayter, 2002) 

If the variances are not homogenous Welch’s ANOVA should be used. It suits also for 

heterogeneous variances unlike one-way ANOVA. 

5.2.3 Spearman rank correlation 

Spearman rank correlation is non-parametric option for correlation and is suitable even 

for ordinal scaled variables. It is calculated with ranked values as is typical for several 

non-parametric tests. Spearman rank correlation measures the strength of linear asso-

ciation of two variables (Spearman, 1904). 

Spearman rank correlation is calculated as 

�� = 1 −
6 ∑ �	




���
 − 1
 

(24) 

where di is difference of ordinal numbers with observation i (=1…n) and n is number of 

observations. This sample correlation coefficient takes a value between -1 and 1. A 

positive sample correlation coefficient rs > 0 indicates that there is a positive correlation 

between the two variables and negative sample correlation coefficient rs < 0 indicates 

that there is a negative correlation between the two variables. (Hayter, 2002) 
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Association of two variables in population can be tested with correlation coefficient rs. 

A test for null hypothesis H0 : ρ = 0, can be performed by comparing the t-statistic  

� =
��√� − 2

�1 − ��



 

(25) 

with t-distribution with n – 2 degrees of freedom. 

±��

;��
 

(26) 

If t-value is outside critical values, H0 is rejected. (Hayter, 2002) 

5.2.4 Multiple regression model 

Regression model with more than one explanatory variables xt2, xt3,…, xtK is referred 

as multiple regression model. The linear equation can be written as 

(27)
 

The parameter β1 is the intercept term and the coefficients β2, β3,…, βK are unknown 

parameters. The parameter βK measures the effect of a change in the variable xtK upon 

the expected value of yt, E(yt), while the other variables hold constant. The parameter 

et is the random error term. (Hill et al., 2001) 

The assumptions of the multiple regression model are 

MR1. 
ttKKttt exxxy +++++= ββββ ...33221

 
Tt ,...,1=  

MR2. ( ) ( ) 0...33221 =⇔+++++= tttKKttt eEexxxyE ββββ  

MR3. ( ) ( ) 2varvar σ== tt ey  
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MR5. The values of xtk are not random and are not exact linear functions of the other 

explanatory variables. 

MR6. ( )[ ] ( )22

33221 ,0~,...~ σσββββ NexxxNy ttKKttt ⇔++++  

For estimating the unknown parameters, the least squares procedure is used. It means 

that the sum of squared differences between the observed values of yt and their ex-

pected values E[yt] = β1 + xt2β2 + xt3β3 are minimized. (Hill et al., 2001) 

R2 measures the proportion of variation in dependent variable (yt) which is explained 

by all the explanatory variables (xtK) in the linear model. The t-test is used to test 

whether a particular explanatory variable xk is related to the dependent variable y. If the 

absolute value of t is larger than or equal to the critical value from t(T – K) distribution 

where T is sample size and K is the amount of estimated parameters. If the p-value of 

t-test is larger than the risk level α, the coefficient of particular explanatory variable is 

not significant. (Hill et al., 2001) 

One application of F-test tests the overall significance of the model. If at least one of 

the explanatory variable coefficient is nonzero, the F-value is larger than or equal to the 

critical value from the F(K – 1, T – K) distribution. If the p-value of F-test is smaller than α, 

at least one of the explanatory variable coefficient is nonzero. (Hill et al., 2001)
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6 RESULTS 

In this chapter, the results of empirical analyses of this study are presented. The results 

of each research questions are presented: first of the family involvement in business 

and its impact on firm performance, cost of capital, availability of capital and capital 

structure of Finnish SMEs, and after the impact of international activities on the same 

variables. 

6.1 Family ownership and management 

One of the main issues in this study is to compare differences between family and non-

family firms. Descriptive statistics of the differences are presented in Table 2.  

Table 2: Descriptive statistics of family firms versus non-family firms. 

  Family firm Non-family firm 

Variable: N Mean Median N Mean Median 

ROCE 326 8.21 7.25 310 11.05 8.55 

ROCE 2009-2013 326 10.80 9.52 310 10.80 9.91 

ROA 326 6.37 5.60 310 7.44 5.95 

ROA 2009-2013 326 7.96 7.31 310 7.47 6.55 

Credit rating 409 4.49 4.00 422 4.29 4.00 

Cost of capital (%) 164 4.10 4.00 168 4.41 4.50 

Five-year average cost of capital (%) 164 4.38 4.50 168 4.55 4.85 

Number of creditors 412 1.16 1.00 427 1.10 1.00 

  Family firm Non-family firm 

Dummy variable: N Present Absent N Present Absent 

Customer risk 367 41.14 % 58.86 % 402 39.52 % 60.48 % 

Industry risk 367 43.32 % 56.68 % 372 50.00 % 50.00 % 

Interaction of cust. and industry risks 367 20.16 % 79.84 % 372 22.85 % 77.15 % 

Operating abroad 411 43.80 % 56.20 % 427 37.00 % 63.00 % 

Currency risk 398 24.62 % 75.38 % 423 20.57 % 79.43 % 

 

To analyze ROCE and mean value of ROCE from years 2009-2013, the data is filtered 
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by both ROCE variables getting values between -100 and 100, and to analyze ROA 

and mean value of ROA from years 2009-2013, the data is filtered by both ROA varia-

bles getting values between -50 and 60. Thereby outliers do not distort the analysis. To 

study the cost of capital and five-year average cost of capital, both variables are de-

marcated between 0.1 and 9 to exclude the outliers. 

6.1.1 Family ownership and profitability 

According to Anderson and Reeb (2003) family firms are more profitable than non-

family firms when family ownership is 30 per cent or less and family firms are less 

profitable than non-family firms when family ownership is more than 60 per cent. How-

ever, Demsetz and Villalonga (2001) found no connection between the firm’s ownership 

structure and performance. The connection between profitability and family ownership 

is investigated. 

ROCE, ROA and mean values of both variables are used as profitability variables. Both 

mean values are formed by calculating means of ROCE and ROA values between 

years 2009 to 2013. Distribution analysis revealed some outliers which are demarcated 

by filtering ROCE and ROCE 2009-2013 values less than or equal to -100 and greater 

than or equal to 100, and ROA and ROA 2009-2013 values less than or equal to -50 

and greater than or equal to 60.  

Association of family ownership and profitability is first analyzed by investigating de-

scriptive statistics. Table 2 indicates that non-family firms are slightly more profitable 

than family firms measured in ROCE, ROCE 2009-2013 and ROA. Only measured in 

ROA 2009-2013 family firms seem a bit more profitable.  

The association of family ownership and profitability is tested with two-sample t-test 

since the profitability variables are somewhat normally distributed after removing outli-

ers from the data. Pooled variance procedure is used with ROCE and ROA since the 

variances are equal. Test statistic for ROCE is -1.81 and p-value is 0.0710. For ROA, 

test statistic is -1.04 and p-value 0.2982.  General procedure is used with ROCE 2009-

2013 and ROA 2009-2013 since the variances are unequal. Test statistic for ROCE 
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2009-2013 is -0.00 and p-value is 0.9985. For ROA 2009-2013, test statistic is 0.57 

and p-value 0.5659.  

Mann-Whitney U-test is used as a robustness check since the kurtosis in distribution of 

profitability variables. For ROCE kurtosis is 3.13 and Mann-Whitney U-test test statistic 

z is 1.5897 and p-value 0.1119. Kurtosis of ROA is 2.45, test statistic z is 0.8806 and 

p-value 0.3786. For ROCE 2009-2013 kurtosis is 5.23, test statistic z is 0.2442 and p-

value 0.8071. Kurtosis for ROA 2009-2013 is 2.31, test statistic z is -0.4330 and p-value 

0.6650. 

Measured in ROCE, non-family firms seem more profitable than family firms. Two sam-

ple t-test shows a connection at 10 per cent risk level. However, Mann-Whitney U-test 

does not show a connection. Since the kurtosis of ROCE, t-test result should be con-

cerned with a grain of salt. Measured in other profitability variables, the connection is 

not found. With some doubt, there can be concluded that a relationship between own-

ership and performance is found as in the study of Anderson and Reeb (2003). How-

ever, there need to be studied how concentrated the family ownership is because An-

derson and Reeb (2003) found differences in profitability according to family ownership 

percentage. 

6.1.2 Share of family ownership and profitability 

Anderson and Reeb (2003) find that the relationship between family ownership and 

performance is concave, and family ownership is related to higher profitability when the 

family owns 30 per cent or less of the firm. However, when family ownership increases 

above 30 per cent, it affects negatively to performance, and family firms’ performance 

is weaker than non-family firms’ when family owns more than 60 per cent of the firm. 

The association between share of family ownership and profitability within family firms 

is tested. Most of family firms in the data are 100 per cent family owned as you can see 

on Table 3. 
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Table 3: Descriptive statistics of family ownership concentration and firm performance.  

Share of family 

ownership (%) N 

ROCE ROA 

Mean Median Mean Median 

0 % 2 7.30 7.30 4.00 4.00 

Less than 25 % 2 13.35 13.35 12.20 12.20 

Less than 50 % 9 11.78 9.30 5.49 6.70 

Less than 75 % 36 8.28 6.50 6.44 5.30 

100 % 275 8.06 6.50 6.37 5.50 

Share of family 

ownership (%) N 

ROCE 2009-2013 ROA 2009-2013 

Mean Median Mean Median 

0 % 2 11.83 11.83 6.69 6.69 

Less than 25 % 2 12.62 12.62 11.34 11.34 

Less than 50 % 9 16.28 12.86 8.00 8.10 

Less than 75 % 36 12.10 8.38 8.49 5.78 

100 % 275 10.38 9.46 7.85 7.50 

 

Although based on Table 3, one could think that the lower share of family ownership is 

related to higher profitability of the firm, one-way ANOVA test shows that the connection 

is not statistically significant. With variables ROCE and ROA one-way ANOVA is work-

ing since the Bartlett’s test of homogeneity shows that the variances are equal. For 

ROCE F-value is 0.12 and p-value 0.9745, and for ROA F-value is 0.14 and p-value 

0.9679. Based on one-way analysis of variances there is no difference in profitability 

between the different shares of family ownership. One-way ANOVA tests with ROCE 

2009-2013 and ROA 2009-2013 does not change the conclusion. F-value is 0.45 and 

p-value 0.7732 for ROCE 2009-2013. For ROA 2009-2013 one-way ANOVA is not 

working so the Welch’s ANOVA is used, F-value is 0.14 and p-value 0.9574. 

Kruskal-Wallis test is performed as a robustness check, and the test values show no 

different conclusion than one-way ANOVA’s. The connection is not found since the chi-

square is 0.47 and p-value is 0.9759 for ROCE and for ROA chi-square is 0.70 and p-

value 0.9512. For ROCE 2009-2013 chi-square is 2.66 and p-value is 0.6159 and for 

ROA 2009-2013 chi-square is 0.80 and p-value 0.9380. 
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The share of family ownership is also divided into two categories, where the categories 

are less than 50 per cent and greater than or equal to 50 per cent of family ownership. 

The categorization is based on Table 3 where profitability measured in ROCE de-

creases notably when family ownership rises to more than 50 per cent. Although, N is 

rather small in category less than 50 per cent of family ownership, the difference of 

ROCE, ROA, ROCE 2009-2013 and ROA 2009-2013 between minority and majority 

family ownership is tested with two-sample t-test. With ROCE and ROCE 2009-2013 

variances are equal and therefore pooled variance procedure is used. For ROCE t-

value is 0.61 and p-value 0.5438, and for ROCE 2009-2013 t-value is 1.07 and p-value 

0.2835. With ROA and ROA 2009-2013 variances are unequal and general procedure 

is used. For ROA t-value is -0.05 and p-value 0.9618, and for ROA 2009-2013 t-value 

is 0.29 and p-value 0.7752. Mann-Whitney U-test is used as a robustness check. For 

ROCE z-value is 0.33 and two-sided p-value 0.7384, and for ROA z-value of 0.01 and 

two-sided p-value of 0.9928. For ROCE 2009-2013 z-value is 1.56 and p-value 0.1189, 

and for ROA 2009-2013 z-value 0.57 and p-value 0.5679. 

Even though no evidence of differences in profitability between family firms with differ-

ent share of family ownership is found, the descriptive statistics in Table 3 shows that 

the result of the previous test between the ownership and the profitability is in line with 

the study of Anderson and Reeb (2003). They concluded that family firms are less prof-

itable than non-family firms when family ownership is more than 60 per cent. Most fam-

ily firms in this study are more than 75 per cent family owned and as stated earlier, 

Finnish non-family SMEs are somewhat more profitable than their family owned coun-

terparts. 

6.1.3 Ownership concentration and profitability 

The relationship between profitability and ownership concentration is studied since Per-

rini et al. (2008) claim that concentrated ownership increases firm value. Demsetz and 

Lehn (1985) argue that more concentrated investors have economic incentives to max-

imize firm value. Since the firms in the data are not listed and they have no market 

values, account profit rates ROCE and ROA are used. Main question is whether the 
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share of ownership of the largest owner has any impact on profitability. The means and 

medians of ROCE, ROA, ROCE 2009-2013 and ROA 2009-2013 for different owner-

ship shares are described in Table 4. 

Table 4: Descriptive statistics of ownership concentration and firm performance. 

Ownership share of the 

largest owner (%) N 

ROCE ROA 

Mean Median Mean Median 

Less than 10 % 22 7.42 4.05 4.76 2.65 

10 – 19.9 % 17 6.05 4.10 4.00 3.60 

20 – 49.9 % 145 8.55 8.40 6.61 6.90 

At least 50 % 448 10.11 7.85 7.18 5.75 

Ownership share of the 

largest owner (%) N 

ROCE 2009-2013 ROA 2009-2013 

Mean Median Mean Median 

Less than 10 % 22 10.61 6.35 6.59 4.36 

10 – 19.9 % 17 5.99 4.14 3.31 3.42 

20 – 49.9 % 145 11.80 11.04 8.59 7.46 

At least 50 % 448 10.59 9.47 7.63 6.77 

 

One-way ANOVA test shows that the differences in ROCE and ROA between different 

shares of ownership of the largest owner are not statistically significant. Bartlett’s test 

for homogeneity shows with p-value 0.0028 that the variances for ROA are not equal 

therefore one-way ANOVA does not work and Welch’s ANOVA should be used. 

Welch’s ANOVA F-value for ROA is 1.44 and p-value is 0.2409. For ROCE the one-

way ANOVA can be used since the Bartlett’s test for homogeneity p-value is 0.1612. 

F-value for ROCE is 0.50 and p-value is 0.6848. 

Kruskal-Wallis test is used as a robustness check since the kurtosis of ROCE (3.13) 

and ROA (2.44) are positive hence they are not totally normally distributed. The Krus-

kal-Wallis test does not change the conclusion from the one-way ANOVA test since for 

ROCE chi-square is 3.14 and p-value is 0.3710 and for ROA chi-square is 3.00 and p-

value 0.3923. 
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The connection is also tested with variables ROCE 2009-2013 and ROA 2009-2013, 

and no relationship is found between ownership concentration and performance. One-

way ANOVA is working and F-value for ROCE 2009-2013 is 0.64 and p-value is 0.5876, 

and F-value for ROA 2009-2013 is 1.34 and p-value is 0.2607. Robustness check is 

performed with Kruskal-Wallis test. Chi-square for ROCE 2009-2013 is 4.25 and p-

value 0.2355. For ROA 2009-2013 chi-square is 5.30 and p-value 0.1513. 

However, by investigating descriptive statistics in Table 4 a pattern can be noticed. 

Profitability is much higher when the largest owner has a share of 20 per cent or more, 

and lower when the share of ownership of the largest owner is less than 20 per cent. 

The connection is tested with a new variable where the share of ownership is divided 

into two categories: less than 20 per cent and greater than or equal to 20 per cent. 

Two-sample t-test for ROA shows that the theory is supported at 10 per cent risk level. 

Profitability is better when the share of ownership of the largest owner is greater than 

or equal to 20 per cent. The variances are unequal with p-value 0.0015 therefore the 

general procedure is used. T-value for ROA is -1.76 and p-value is 0.0838. Same pro-

cedure is used for ROCE since the variances are unequal with p-value of 0.0364. T-

value for ROCE is -1.13 and p-value is 0.2659. Mann-Whitney U-test is used as a ro-

bustness check and the theory is supported at 10 per cent risk level with both profita-

bility variables. Z-value for ROCE is -1.70 and two-sided p-value is 0.0894, z-value for 

ROA is -1.73 and two-sided p-value is 0.0838. Since the test results with ROCE are 

different, Mann-Whitney U-test is analyzed since the kurtosis of ROCE is 3.13. 

The connection is also tested with variables ROCE 2009-2013 and ROA 2009-2013. 

Two-sample t-test pooled procedure is used for both variables. T-value for ROCE 2009-

2013 is -0.82 and p-value is 0.4141 and t-value for ROA 2009-2013 is -1.51 and p-

value is 0.1320. Mann-Whitney U-test is used as a robustness check and the theory is 

supported at 10 per cent risk level with both five-year average profitability variables. Z-

value for ROCE 2009-2013 is -1.75 and two-sided p-value is 0.0796, z-value for ROA 

2009-2013 is -1.87 and two-sided p-value is 0.0615. Since the test results are different 

with ROCE 2009-2013 which has kurtosis of 5.23, Mann-Whitney test result is used. 
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The connection between the profitability and the categorized variable of ownership con-

centration is found.  

The results support the hypothesis based on the studies of Perrini et al. (2008) and 

Demsetz and Lehn (1985) that the higher share of ownership of largest owner leads to 

more profitable firm or greater firm value. The outcome indicates that more concen-

trated owners have more economic incentives for making the firm profitable, because 

they have, as said, more eggs in one basket. However, the higher profitability of the 

firm may lead to largest owner increasing the share of ownership. The causality cannot 

be analyzed with the survey data. 

6.1.4 Family CEO and profitability 

The claim of Villalonga an Amit (2006) that the higher ROA is related to family member 

serving as a CEO is consistent with the data because mean ROA is 7.13 and median 

6.10 for family firms whose CEO is a family member, and for family firms whose CEO 

is an outsider mean ROA is 1.81 and median 3.20. Also, the difference in ROCE is 

remarkable since mean is 9.42 and median 8.05 for firms with family CEO and mean is 

0.99 and median is 4.50 for firms with outsider CEO. The data is delimited in a way that 

only family firms ergo firms which answered question 11 that they are family firms are 

in the data. There are 278 family firms with family CEO and 47 family firms with outsider 

CEO in the data. 

The relation between profitability variables ROCE and ROA and the CEO of the firm is 

tested with two-sample t-test. The variances are unequal, and the general procedure is 

used. For ROA test statistic is 2.34 and p-value 0.0227, and for ROCE test statistic is 

2.21 and p-value 0.0312. As robustness check Mann-Whitney U-test is used. Z-value 

is -2.14 and two-sided p-value 0.0324 for ROA and z-value is -1.88 and two-sided p-

value 0.0594 for ROCE. 

The results are confirmed by testing the relation of profitability variables ROCE 2009-

2013 and ROA 2009-2013 and whether family firm CEO is family member or an out-

sider. Mean ROCE 2009-2013 for family CEO is 11.81 and median 10.38 when mean 
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ROCE 2009-2013 for non-family CEO is 4.63 and median 5.82. Mean ROA 2009-2013 

for family CEO is 8.65 and median 7.73, and for non-family CEO mean ROA 2009-2013 

is 3.78 and median 3.42. Two-sample t-test is used and Mann-Whitney U-test is used 

as a robustness check. General procedure is used for both variables and t-value for 

ROCE 2009-2013 is 2.64 and p-value 0.0108 and t-value for ROA 2009-2013 is 2.97 

and p-value 0.0043. Z-value for ROCE 2009-2013 is -3.02 and two-sided p-value is 

0.0025, z-value for ROA 2009-2013 is -3.23 and two-sided p-value is 0.0012. 

The results show that with both year 2013 and five-year average values of ROCE and 

ROA, there is a significant and remarkable increase in firm performance when a family 

member is serving as a CEO. Both two-sample t-test and Mann-Whitney U-test support 

the theory of Villalonga an Amit (2006) that higher profitability is related to family mem-

ber serving as a CEO. However, the causality cannot be tested with the survey data 

and therefore there is no way of telling whether the family member serving as a CEO 

leads to higher profitability, or the family members stay as CEOs when the profitability 

of the firm is higher. 

Barth et al. (2005) claim that family firms are less productive when a family member is 

managing the firm, and equally productive as non-family firms when the firm is man-

aged by an outsider. Productivity per se cannot be tested with the data but the relation 

of firm CEO and efficiency variables sales per person and gross profit per person are 

tested. The data is demarcated in such way that outliners of not only profitability varia-

bles but also efficiency variables are excluded. Adding to the delimitations of ROCE 

and ROA, sales per person is delimited between 0 and 8000 and profit per person 

between 0 and 2000. The distributions of both efficiency variables are still skew and 

kurtosis, so the non-parametric tests are used to analyze the relationship between ef-

ficiency and firm CEO. 

A new variable with two categories is computed. Categories are: first, family firms with 

family CEO, and second, family firms with outsider CEO and non-family firms in the 

same category. The statistics in appendix 4 indicate that non-family firms and family 

firms with outsider CEO are more efficient than family firms with family CEO but family 



65 
 

 

firms with family CEO are more profitable. Two-sample t-test is used to analyze rela-

tionship between profitability and firm CEO. There is no statistically significant connec-

tion measured in ROCE, ROA or ROCE 2009-2013 but two-sample t-test shows and 

Mann-Whitney U-test confirms a connection between ROA 2009-2013 and firm CEO. 

Two-sample t-test test statistic is 1.85 and p-value 0.0647 for pooled variance proce-

dure and Mann-Whitney U-test z-value is 1.87 and two-sided p-value 0.0610. At 10 per 

cent risk level, measured in five-year average ROA, family firms with family CEO are 

more profitable than family firms with outsider CEO and non-family firms. Other test 

results are in appendix 4. 

Mann-Whitney U-test is used to analyze the relation between efficiency and firm CEO 

because of the skewness and kurtosis of efficiency variables. Kurtosis for sales per 

person is 87.41, for profit per person 56.56, for sales per person 2009-2013 105.61 and 

for profit per person 2009-2013 75.35. Skewness for sales per person is 7.88, for profit 

per person 6.89, for sales per person 2009-2013 8.49 and for profit per person 2009-

2013 7.71. No connection is found between sales per person and firm CEO, but meas-

ured in profit per person the connection is found. Mann-Whitney U-test z-value is -2.50 

and two-sided p-value 0.0125 for gross profit per person and z-value is -2.31 and two-

sided p-value 0.0208 for gross profit per person 2009-2013. At 5 per cent risk level, 

measured in profit per person and five-year average profit per person, non-family firms 

and family firms with non-family CEOs are more efficient than family firms with family 

CEOs. Results are in line with Barth et al. (2005), family CEO seems to reduce effi-

ciency within Finnish SMEs. See other test results in appendix 4. 

6.1.5 Family control and profitability 

Oswald et al. (2009) suggest that there is a negative relationship between the financial 

performance measures and the percentage of family controlling the top management. 

The effect of family control in board of directors on firm’s profitability is tested. The 

amount of family control is described with the variable question 13 “number of family 

representatives in board of directors”. Table 5 shows means and medians of ROCE, 
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ROA, ROCE 2009-2013 and ROA 2009-2013 and the different numbers of family rep-

resentatives in board of directors of family firms. ROCE and ROCE 2009-2013 are de-

marcated between -100 and 100, and ROA and ROA 2009-2013 between -50 and 60.  

Table 5: Descriptive statistics of family control and firm performance. 

Number of family representa-

tives in board of directors N 

ROCE ROA 

Mean Median Mean Median 

None 3 -18.57 0.80 -11.13 0.60 

One 74 4.86 6.05 4.69 5.05 

2 – 3 201 9.89 8.40 7.10 6.30 

4 – 5 43 7.51 4.90 6.55 4.40 

More than 5 3 10.50 9.80 7.47 8.60 

Number of family representa-

tives in board of directors N 

ROCE 2009-2013 ROA 2009-2013 

Mean Median Mean Median 

None 3 0.93 0.64 -0.89 0.72 

One 74 9.73 7.57 7.17 5.72 

2 – 3 201 11.39 10.24 8.32 7.50 

4 – 5 43 10.55 10.00 8.17 7.78 

More than 5 3 11.67 11.62 8.73 9.52 

 

The connection is tested with one-way ANOVA test. Bartlett’s test for homogeneity in-

dicates that one-way ANOVA does not work for any profitability variable therefore 

Welch’s ANOVA must be used. F-value for ROCE is 0.78 and p-value 0.5713 and F-

value for ROA is 0.57 and p-value 0.6937. F-value for ROCE 2009-2013 is 0.21 and p-

value 0.9269 and F-value for ROA 2009-2013 is 0.58 and p-value 0.6869.  Kruskal-

Wallis test is used as a robustness check and the conclusion is no different from 

Welch’s ANOVA’s since chi-square is 4.54 and p-value is 0.3379 for ROCE, chi-square 

is 4.45 and p-value is 0.3488 for ROA, chi-square is 2.98 and p-value is 0.5609 for 

ROCE 2009-2013, and chi-square is 4.72 and p-value is 0.3170 for ROA 2009-2013. 

The results are not consistent with the findings of Oswald et al. (2009) since any con-

nection between number of family representatives in board of directors and profitability 
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is not found either with Welch’s ANOVA test or Kruskal-Wallis test. Therefore at least 

measured in ROCE, ROA, ROCE 2009-2013 and ROA 2009-2013 the amount of family 

control in board of directors does not have an impact on firm’s profitability. 

The connection between the number of family members employed and profitability is 

investigated since the Hansson et al. (2009) find that higher proportion of family mem-

bers employed would have a negative effect on ROI. The connection is tested with 

ROCE, ROA and five-year average profitability variables, and the findings are rather 

interesting. Table 6 shows that compared with means the most unprofitable firms are 

the ones with none family members employed. Measured in ROCE and ROCE 2009-

2013 the most profitable firms are the ones with 4 – 5 family employees, and the prof-

itability seems to start decreasing when family employees are hired more than five. 

Measured in ROA and ROA 2009-2013 profitability increases when the number of fam-

ily members employed increases. 

Table 6: Descriptive statistics of number of family members employed and firm performance. 

Number of family 

members employed N 

ROCE ROA 

Mean Median Mean Median 

None 17 -16.31 -0.90 -8.00 -0.60 

One 73 8.19 5.80 5.68 4.00 

2 – 3 177 9.62 8.20 7.28 6.60 

4 – 5 51 11.15 11.40 8.48 9.70 

More than 5 9 10.02 1.80 8.74 1.50 

Number of family 

members employed N 

ROCE 2009-2013 ROA 2009-2013 

Mean Median Mean Median 

None 17 -4.63 0.73 -1.21 0.72 

One 73 10.95 8.26 7.39 5.16 

2 – 3 177 11.09 10.08 8.39 7.90 

4 – 5 51 14.02 11.30 9.63 8.13 

More than 5 9 13.57 15.14 11.37 13.10 

 

The connection is tested with one-way ANOVA test. The Bartlett’s test for homogeneity 
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shows that the one-way ANOVA does not work for any of the profitability variables, so 

the Welch’s ANOVA is used. The F-value for ROCE is 3.47 and p-value is 0.0161, and 

for ROA Welch’s ANOVA F-value is 4.88 and p-value is 0.0027. The F-value for ROCE 

2009-2013 is 3.60 and p-value is 0.0135, and for ROA 2009-2013 F-value is 6.95 and 

p-value is 0.0002. 

The Kruskal-Wallis test is used as a robustness check since the distributions of ROCE, 

ROCE 2009-2013, ROA and ROA 2009-2013 are slightly kurtosis. The theory is sup-

ported with all profitability measures since chi-square is 19.85 and p-value is 0.0005 

for ROCE, chi-square is 22.11 and p-value is 0.0002 for ROA, chi-square is 17.76 and 

p-value is 0.0014 for ROCE 2009-2013, and chi-square is 20.89 and p-value is 0.0003 

for ROA 2009-2013. The theory based on Table 6 is supported at 5 per cent risk level 

with all profitability variables. Profitability increases as the number of family employees 

increase. However, measured in ROCE and five-year average ROCE, profitability starts 

to decrease when more than five family members are employed. Therefore, the results 

are opposite to the results of Hansson et al. (2009). 

6.1.6 Family ownership and capital structure 

Romano et al. (2001) suggest that family firm owners are reluctant to use external eq-

uity financing because that might weaken the link between ownership and control 

hence family firms would prefer debt financing over equity. The relationship between 

firm ownership and capital structure is investigated. Equity ratio, debt to equity ratio, 

debt to sales ratio and five-year averages of those variables from years 2009-2013 are 

used as capital structure variables. There are some outliers, therefore, the data is de-

marcated by equity ratio variables being larger than or equal to 0, debt to equity ratio 

variables being between -5 and 5, and debt to sales ratio variables being between 0 

and 100. Formulas for the variables are in appendix 3. 

Based on Table 7, family firms have higher equity ratio and five-year average equity 

ratio than non-family firms. 
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Table 7: Descriptive statistics of capital structure and ownership. 

 Family firm Non-family firm 

 Mean Median Mean Median 

Equity ratio 55.08 56.10 52.75 52.90 

Debt to equity ratio 0.39 0.10 0.13 0.00 

Debt to Sales ratio 25.76 20.90 24.32 19.90 

Equity ratio 2009-2013 54.65 55.30 51.18 49.60 

Debt to equity ratio 2009-2013 0.41 0.14 0.19 0.00 

Debt to Sales ratio 2009-2013 26.51 20.66 25.74 21.44 

 

The connection is tested with two-sample t-test since both equity ratio variables are 

somewhat normally distributed. For equity ratio skewness is -0.01 and kurtosis -0.91 

and for five-year average equity ratio skewness is 0.07 and kurtosis -0.98. Pooled var-

iance procedure is used for both variables since the variances are equal. For equity 

ratio, test statistic is 1.15 and p-value 0.2522. For five-year average equity ratio, t-value 

is 1.83 and p-value 0.0678. Mann-Whitney U-test is used as a robustness check and it 

does not change the results. For equity ratio z-value is -1.11 and p-value 0.2657 and 

for five-year average equity ratio z-value is -1.82 and p-value 0.0692. At 10 per cent 

risk level, there is a relationship between ownership and five-year average equity ratio. 

Family firms have stronger five-year average equity ratios than non-family firms ergo 

family firms have more equity in relation to balance sheet than non-family firms. 

More interestingly, statistics in Table 7 indicate that debt to equity ratio is lower within 

non-family firms. Debt to equity ratio variables’ distributions are quite close to normal 

distribution since skewness is 1.09 and kurtosis 3.93 for debt to equity ratio and skew-

ness is 1.16 and kurtosis 2.48 for debt to equity ratio 2009-2013. Two-sample t-test 

pooled variance procedure is used to analyze the connection between family ownership 

and debt to equity ratio variables. For debt to equity ratio t-value is 2.90 and p-value 

0.0039 and for debt to equity ratio 2009-2013 t-value is 2.47 and p-value 0.0140. Mann-

Whitney U-test is used as a robustness check. For debt to equity ratio z-value is -2.89 

and p-value 0.0038 and for debt to equity ratio 2009-2013 z-value is -2.59 and p-value 
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0.0096. Family firms’ debt to equity ratio is higher than non-family firms’ measured both 

in debt to equity ratio and five-year average debt to equity ratio. This is in line with the 

suggestion of Romano et al. (2001) that family firms rather use debt than external equity 

financing. 

The equity ratio is higher within family firms and debt to equity ratio is lower within non-

family firms, which means that even if family firms have more equity in relation to total 

balance sheet, they also have more liabilities with interest or less cash and equivalents 

than non-family firms. The relationship between ownership and debt to sales ratio var-

iables is not investigated further since based on Table 7 the differences between family 

and non-family firms are not remarkable. 

6.2 Cost and availability of capital 

This section examines whether there are differences in the cost or availability of capital 

between family or non-family firms, and whether the ownership concentration or capital 

structure influences cost of capital. The variables that affect cost of capital and the 

connection between the number of creditors and availability of capital are investigated 

further. 

6.2.1 Family ownership and cost of capital 

Anderson et al. (2003) suggest that the cost of capital is lower for family firms, and the 

descriptive statistics in Table 2 show that also in the sampling data, the cost of capital 

of family firms is somewhat lower than of non-family firms. Mean cost of capital for 

family firms is 4.10 per cent and median is 4.00 per cent when the mean cost of capital 

for non-family firms is 4.41 per cent and median 4.50 per cent. The data is filtered by 

demarcating cost of capital and five-year average cost of capital between 0.1 and 9 to 

exclude the outliers. 

There is a statistically significant difference in cost of capital between the family and 

non-family firms at 10 per cent risk level. This is analyzed with two-sample t-test. The 

variances are not equal therefore general procedure is used. T-value is -1.77 and p-
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value 0.0776. Mann-Whitney U-test is used as a robustness check. Z-value is -1.49 

and p-value 0.1374. The cost of capital is normally distributed and therefore two-sample 

t-test statistics are used in analysis. Within Finnish SMEs the cost of capital of family 

firms is lower than the cost of capital of non-family firms, and the results are consistent 

with the study of Anderson et al. (2003). 

Measured in five-year average cost of capital, family firms seem to have a bit lower cost 

of capital. As shown in Table 2, mean for family firms’ five-year average cost of capital 

is 4.38 per cent and median 4.5 per cent and for non-family firms mean is 4.55 per cent 

and median 4.85 per cent. However, the difference is not statistically significant. It is 

tested with two-sample t-test general procedure since the variances are unequal. Test 

statistic is -0.99 and p-value 0.3250. Mann-Whitney U-test is used as a robustness 

check but the conclusion remains the same since z-value is -0.59 and two-sided p-

value 0.5576. 

6.2.2 Ownership concentration and cost of capital 

Anderson et al. (2003) suggest that shareholders with large undiversified ownership 

have economic incentives to avoid risky investments and therefore the agency problem 

between debt and equity claimants is mitigated which leads to lower cost of capital. 

Table 8: Descriptive statistics of ownership concentration and cost of capital. 

Ownership share of the  

largest owner (%) N Mean cost of capital Median cost of capital 

Less than 10 % 9 4.48 4.00 

10 – 19.9 % 11 4.06 3.50 

20 – 49.9 % 72 4.38 4.80 

At least 50 % 240 4.23 4.25 

 

Connection between ownership concentration and cost of capital is examined and 

found statistically insignificant. The association is tested with Welch’s ANOVA test 

since the Bartlett’s test for homogeneity indicates that the variances are unequal by p-
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value 0.0279 and the one-way ANOVA does not work. Welch’s ANOVA F-value is 0.53 

and p-value 0.6675. Kruskal-Wallis test does not change the conclusion since the chi-

square is 1.33 and p-value 0.7228. 

Table 8 medians also indicate that the cost of capital is smaller when the ownership 

share of the largest owner is less than 20 per cent and larger when the ownership share 

is greater than or equal to 20 per cent. However, two-sample t-test shows that the dif-

ference is not statistically significant, since the test statistic is -0.06 and p-value 0.9529. 

Mann-Whitney U-test could have a different result since it tests the equality of medians, 

but it finds no connection between the ownership concentration and cost of capital. 

Mann-Whitney U-test z-value is -0.32 and two-sided p-value 0.7482. 

Also, the connection between five-year average cost of capital and ownership concen-

tration is investigated. Table 9 indicates that the share of ownership of the largest owner 

would influence five-year average cost of capital. 

Table 9: Descriptive statistics of ownership concentration and five-year average cost of capi-

tal. 

Ownership share of the 

largest owner (%) 
N 

Mean five-year average 

cost of capital 

Median five-year average 

cost of capital 

Less than 10 % 9 4.90 5.40 

10 – 19.9 % 11 3.73 3.50 

20 – 49.9 % 72 4.72 5.00 

At least 50 % 240 4.41 4.50 

 

However, one-way ANOVA test finds no connection, since F-value is 1.88 and p-value 

0.1327. Kruskal-Wallis test supports the theory at a 10 per cent risk level since chi-

square is 6.90 and p-value 0.0751. Five-year average cost of capital is normally distrib-

uted, so the one-way ANOVA test result is analyzed. 
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6.2.3 The variables that influence cost of capital 

The variables that influence cost of capital and five-year average cost of capital are 

analyzed with multiple regression model. The data is filtered by demarcating cost of 

capital and five-year average cost of capital between 0.1 and 9 to exclude the outliers. 

The results of the multiple regression model of the cost of capital are presented first. 

The assumptions of the multiple regression model are reviewed, and residuals are nor-

mally distributed, linear and do not have autocorrelation. Also, there is no heterosce-

dasticity or collinearity. Results of the assumption review are presented in Appendix 5. 

In the model, the relationship between the cost of capital and several explanatory fac-

tors is estimated. The model is in its complete form as follows: 

Cost of capitalt = β1 + β2(Credit rating) + β3(Number of creditors) + β4(Family ownership) 

+ β5(Customer risk) + β6(Industry risk) + β7(Interaction of customer and industry risks) 

+ β8(Operating abroad) + β9(Currency risk)      (28) 

In the model, cost of capitalt is a firm’s cost of capital at the moment of the questionnaire 

in percentages, credit rating is marked with 1 when the rating is AAA and 15 when the 

rating is D, and number of creditors is the number of different creditors where a firm 

has applied finance from during the last year. Family ownership is a dummy variable 

where family ownership is marked as 1 and non-family ownership as 0. Customer risk 

is a dummy variable where customer risk is present and marked as 1 when a firm has 

only few large customers, and absent and marked as 0 when a firm has lots of small 

customers. Industry risk is a dummy variable where industry risk is present and marked 

as 1 when customers of a firm are from one industry, and absent and marked as 0 

when the customers are from several different industries. Interaction of customer and 

industry risks is formed by multiplying variables customer risk and industry risk, so that 

both risks are present with value 1. Operating abroad is a dummy variable where ob-

servation is marked as 1 when a firm operates in foreign markets, and as 0 when it 

does not. Currency risk is also a dummy variable where currency risk is present and 



74 
 

 

marked as 1 when a firm does business with foreign currencies and absent and marked 

as 0 if a firm only does business in euros. 

Table 10 shows the results of the regression. Only intercept term and explanatory fac-

tors credit rating and currency risk are significant at 5 per cent risk level. However, at 

10 per cent risk level family ownership and industry risk are significant explanatory var-

iables. Overall significance of the model is good since the F-value is 4.57 and p-value 

of the F-test is <.0001. All explanatory variables explain 11.71 per cent of the variation 

in variable cost of capital since R2 is 0.1171. With this low R2, the explanatory variables 

that are significant at 10 per cent risk level must be interpreted with caution. 

Table 10: Multiple regression model of the cost of capital. 

Variable 

Parameter 

Estimate t Value Pr > |t| 

Intercept 3.19457 12.12 <.0001 

Credit rating 0.16419 4.44 <.0001 

Number of creditors 0.10580 1.56 0.1199 

Family ownership -0.34219 -1.82 0.0698 

Customer risk 0.16364 0.55 0.5821 

Industry risk 0.39140 1.66 0.0977 

Interaction of customer and industry risks -0.32249 -0.83 0.4097 

Operating abroad -0.05086 -0.23 0.8147 

Currency risk 0.64493 2.48 0.0136 

 

The results indicate that when the credit rating weakens, the cost of capital rises since 

the credit rating AAA is marked with value 1 and credit rating D with value 15. The result 

is in line with theory because credit ratings are opinions about credit risk, credit quality 

and probability of default, hence they are helpful when setting an expected return for 

an investment (Guide to Credit Rating Essentials). For a firm, weaker credit rating usu-

ally means higher cost of capital which is consistent with these findings.  
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The cost of capital is notably higher when a firm does business with foreign currencies. 

The connection between internationalization and cost of capital is investigated further 

in this study. Industry risk, ergo when a firm has clients only in one industry, has a 

raising influence on cost of capital. Firms which only have clients in one industry have 

on average 0.39 per cent higher cost of capital than firms with clients in multiple indus-

tries. Also, family ownership is related to lower cost of capital. 

Second, the results of the multiple regression model of five-year average cost of capital 

are presented. The assumptions of the second regression model are reviewed and 

residuals are normally distributed, linear and do not have autocorrelation, and there is 

no heteroscedasticity or collinearity in the model. Results of the assumption review are 

presented in Appendix 6. 

In the second model, five-year average cost of capital is explained with the same vari-

ables as the cost of capital in the first model. The model is in its complete form as 

follows: 

Five-year average cost of capitalt = β1 + β2(Credit rating) + β3(Number of creditors) + 

β4(Family ownership) + β5(Customer risk) + β6(Industry risk) + β7(Interaction of cus-

tomer and industry risks) + β8(Operating abroad) + β9(Currency risk)  (29) 

where five-year average cost of capitalt is the average cost of capital of the last five 

years in per cents, and the explanatory variables are the same as in the first model. 

At 5 per cent risk level, the significant explanatory variables in the second model are 

credit rating, industry risk and currency risk. The results are shown in Table 11. Overall 

significance of the model is good since the F-value is 3.61 and p-value of the F-test is 

0.0005. All explanatory variables explain 9.47 per cent of the variation in variable five-

year average cost of capital since R2 is 0.0947. The results of the second regression 

model in Table 11 indicate that, as in the first model, the worse credit rating leads to 

higher five-year average cost of capital. Firms with clients only from one industry, and 

also firms that do business also in other currencies than euros have higher five-year 

average cost of capital. 
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Table 11: Multiple regression model of the five-year average cost of capital. 

Variable 

Parameter 

Estimate t Value Pr > |t| 

Intercept 3.53982 14.22 <.0001 

Credit rating 0.13185 3.78 0.0002 

Number of creditors 0.10211 1.59 0.1120 

Family ownership -0.11598 -0.65 0.5141 

Customer risk 0.26523 0.95 0.3452 

Industry risk 0.52242 2.35 0.0195 

Interaction of customer and industry risks -0.55493 -1.50 0.1336 

Operating abroad -0.18795 -0.92 0.3594 

Currency risk 0.48988 2.00 0.0467 

 

6.2.4 Credit rating and availability of capital of family firms 

The relation between ownership and credit rating is tested. Mean credit rating for family 

firms is 4.49 and for non-family firms 4.29. It seems that non-family firms’ credit rating 

would be a bit better than family firms’. However, the relationship is not statistically 

significant. Two-sample t-test general procedure is used since the variances are une-

qual. T-value is 1.22 and p-value 0.2245. Mann-Whitney U-test does not change the 

result since z-value is 0.81 and p-value 0.4182. 

The availability of capital is measured based on question “Has your enterprise gotten 

the finance or collateral they have applied during the last year?” As shown in Table 13, 

93.58 per cent of family firms and 95.63 per cent of non-family firms got the finance 

they applied. Data is filtered in a way that only firms which applied any finance during 

the last year are analyzed. 

 



77 
 

 

Table 12: The differences in availability of capital between family and non-family firms. 

 Family firm Non-family firm 

 Per cent N Per cent N 

Firms which did get the applied finance 93.58 204 95.63 197 

Firms which did not get the applied finance 6.42 14 4.37 9 

 

Although it seems that the non-family firms would get finance a little easier, the differ-

ence is not statistically significant. It is tested with chi-square test of independence 

which indicated that the theory is non-supported by test statistic of 0.52 and p-value of 

0.4725. 

Cole (1998) claims that the length of the firm bank relationship would not be important, 

but the scope of the relationship would, and that the centralized use of different financial 

services would increase the availability of capital. Also, Petersen and Rajan (1994) 

suggest that within small firms the most important effect on close bank ties is the in-

creased availability of finance, and that multiple financing relationships seem to in-

crease the cost and decrease the availability of credit. The length or quality of bank 

relationships cannot be analyzed with the data of this study, but the connection be-

tween the number of financial sources and the availability of capital can be analyzed. 

Therefore, there is tested whether the number of different creditors where a firm has 

applied finance or collateral has any effect on the availability of capital. The variable 

number of different creditors is outlined to less than 6 to exclude outliers. Data is also 

filtered in a way that only firms which did apply any finance during the last year are 

analyzed. As shown in Table 13, firms which have gotten the applied finance have 

applied from notably less financial institutes than the firms which did not get the applied 

finance. 

Table 13: The number of creditors whether the firm got the applied finance or not. 

 Number of creditors 

 Mean Median 

Firms which did get the applied finance 1.71 1.00 

Firms which did not get the applied finance 2.27 2.00 
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The results are in line with the studies of Cole (1998) and Petersen and Rajan (1994) 

since the association is found between the number of different creditors and availability 

of capital. It is tested with two-sample t-test general procedure since the variances are 

unequal. Test statistic is -1.88 and p-value 0.0739 hence the theory is supported at a 

10 per cent risk level. Also, the Mann-Whitney U-test statistics support the theory at 10 

per cent risk level since the z-value is 1.88 and two-sided p-value 0.0598. 

Although the association between the availability of capital and number of different fi-

nancial sources is found, there cannot be concluded that firms with smaller amount of 

bank relationships would get financed easier. The connection could be endogenous 

since it is logical that if the firm gets the finance it has applied, it will probably apply only 

from one financial institute and more, if it is harder to get finance for example because 

of lower credit rating. The connection does not tell, at least directly, about the loyal firm-

bank relationship and better availability of capital to those firms. 

6.2.5 Cost of capital and capital structure 

Modigliani and Miller (1958, 1963) argued that both the cost of equity and cost of debt 

rise when debt to equity ratio rises. Risk to equity rises and the yield demanded by 

lenders increases with leverage. The relation between capital structure and cost of cap-

ital within Finnish SMEs is investigated. Both cost of capital and five-year average cost 

of capital are used. Equity ratio, debt to equity ratio and debt to sales ratio and five-

year averages of those variables are used as capital structure variables. The data is 

delimited by both cost of capital variables getting values between 0.1 and 9, and by 

equity ratio variables being larger than or equal to 0, debt to equity ratio variables being 

between -5 and 5, and debt to sales ratio variables being between 0 and 100. Capital 

structure variables are not normally distributed therefore Spearman correlation test is 

used. Correlations and p-values are presented in Table 14. 
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Table 14: Correlations for capital structure and cost of capital. 

 Cost of capital 
Five-year average cost of 

capital 

 Correlation p-value Correlation p-value 

Equity ratio -0.11216 0.0678 -0.10278 0.0944 

Debt to equity ratio -0.05082 0.4082 -0.04059 0.5090 

Debt to sales ratio 0.01910 0.7601 -0.06674 0.2856 

Equity ratio 2009-2013 -0.22183 <.0001 -0.16035 0.0047 

Debt to equity ratio  

2009-2013 
-0.00765 0.8934 -0.01150 0.8402 

Debt to sales ratio  

2009-2013 
0.10327 0.0703 -0.00908 0.8738 

 

First, there is analyzed how cost of capital correlates with capital structure variables. At 

5 per cent risk level equity ratio 2009-2013 has a statistically significant negative cor-

relation with cost of capital, which means that when a firm has higher equity ratio cost 

of capital decreases. At 10 per cent risk level, there is a statistically significant correla-

tion also with equity ratio and debt to sales ratio 2009-2013. With equity ratio, the cor-

relation is negative. However, with debt to sales ratio the correlation is positive which 

indicates that when debt to sales ratio rises, cost of capital increases. Second, the cor-

relation between capital structure variables and five-year average cost of capital is in-

vestigated. At 5 per cent risk level, there is a statistically significant negative correlation 

with equity ratio 2009-2013 and at 10 per cent risk level with equity ratio. The findings 

are consistent with Modigliani and Miller (1958,1963): the stronger ergo higher equity 

ratio and the lower debt to sales ratio a firm has, lower is the cost of capital of the firm. 
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6.3 Internationalization of SME 

This study uses three variables to measure international activity: degree of internation-

alization and two dummy variables currency risk and operating abroad. Degree of in-

ternationalization is the proportion of sales in foreign currencies. Currency risk is a 

dummy variable where risk is present and marked with 1 when a firm does business in 

foreign currencies and absent and marked as 0 when it does not. Operating abroad is 

a dummy variable where risk is present and marked with 1 when a firm operates in 

foreign markets and absent and marked with 0 when it does not. 

6.3.1 Family firm internationalization 

Graves and Thomas (2004), Thomas and Graves (2005) and Fernandez and Nieto 

(2005) find that family firms are less likely to be internationally active than non-family 

firms. However, Zahra (2003) finds that family involvement and ownership have a pos-

itive effect on internationalization. The relationship between firm ownership and inter-

nationalization is examined. According to Table 15, family firms seem to be more inter-

nationally active than non-family firms. Degree on internationalization within family firm 

is several percentage points on average higher than within non-family firms. Also, 

higher percentage of family firms operate abroad or use foreign currencies in their busi-

ness activities. 

Table 15: International activity of family versus non-family firms. 

 Family firm Non-family firm 

 Mean Median Mean Median 

Operating abroad 0.438 0.00 0.370 0.00 

Currency risk 0.246 0.00 0.206 0.00 

Degree of internationalization 9.100 0.00 5.766 0.00 

 

The statistical significance of the differences between family and non-family firm inter-

nationalization is tested with Yates’ chi-square test for dummy variables operating 

abroad and currency risk, and two-sample t-test and Mann-Whitney U-test with variable 



81 
 

 

degree of internationalization.  With dummy variable currency risk, the difference is not 

that remarkable and Yates’ chi-square test shows that it is not statistically significant 

since x2-value is 1.71 and p-value 0.1914. However, by using degree of internationali-

zation and dummy variable operating abroad, the connection between ownership and 

international activity is found. Yates chi-square test for dummy variable operating 

abroad show a connection at 10 per cent risk level since x2-value is 3.74 and p-value 

0.0532. Two-sample t-test is used to test the connection between ownership and de-

gree of internationalization. General procedure is used since the variances are unequal. 

Test statistic is 2.29 and p-value 0.0224. Mann-Whitney U-test is used as a robustness 

check since degree of internationalization is not normally distributed with skewness of 

3.05 and kurtosis of 9.69. Mann-Whitney U-test z-value is 2.02 and p-value is 0.0431. 

Both tests show that the connection is statistically significant at 5 per cent risk level. 

The result is in line with the results of Zahra (2003), family firms are more internationally 

active than non-family firms. 

6.3.2 Family CEO and internationalization 

Liang et al. (2014) find that, at least in some extent, family involvement in management 

has a positive relation to international activity of a firm. However, Vandekerkhof et al. 

(2015) find that firm internationalization may encourage family firms to hire outside 

managers because of the competence family managers might not have. This study 

investigates if family CEO influences on firms’ international activity within Finnish 

SMEs. The data is delimited in a way that only family firms are in the data. 

Table 16: International activity of family firms with family versus non-family CEO. 

 Family CEO Non-family CEO 

 Mean Median Mean Median 

Operating abroad 0.397 0.00 0.684 1.00 

Currency risk 0.206 0.00 0.491 0.00 

Degree of internationalization 8.406 0.00 12.344 1.50 

 

By studying Table 16 it appears that family firms with outsider CEO are considerably 
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more internationalized than family firms with family CEO. With dummy variables cur-

rency risk and operating abroad, the relationship is tested with Yates’ continuity ad-

justed chi-square test for independence. For currency risk, x2-value is 19.87 and p-

value <.0001. For operating abroad, x2-value is 15.36 and p-value <.0001. With degree 

of internationalization, the relationship is tested with Mann-Whitney U-test, because 

variable degree of internationalization does not obey normal distribution with skewness 

of 2.67 and kurtosis of 6.97. Z-value is 2.37 and p-value 0.0178. At 5 per cent risk level 

and with all three internationalization variables, there is a difference in international 

activities depending on whether the family firm is managed by an outsider or a family 

member. Family firms with outsider CEO have remarkably higher tendency to interna-

tionalize, which is consistent with claim of Vanderkerkhof et al. (2015) that “firm inter-

nationalization can make family firms to hire outside non-family managers, because 

they need competence that family managers may not have”. 

The connection between family CEO and internationalization is investigated further. 

The non-family firms are taken into equation by comparing family firms with family 

CEOs to family firms with outsider CEO and non-family firms. For investigating the re-

lationship, new variable is computed. First category includes family firms with family 

CEO, and second category includes family firms with outsider CEO and non-family 

firms. Descriptive statistics are in Table 17. 

Table 17: International activity of family firms with family CEO or family firms with non-family 

CEO versus non-family firms. 

 
Family CEO in family 

firm 

Non-family CEO in  

family or non-family firm 

 Mean Median Mean Median 

Operating abroad 0.396 0.00 0.407 0.00 

Currency risk 0.206 0.00 0.240 0.00 

Degree of internationalization 8.406 0.00 6.771 0.00 

 

The relation between internationalization variables and this family CEO variable is not 

statistically significant. Yates’ continuity adjusted chi-square test is used for dummy 
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variables currency risk and operating abroad, and Mann-Whitney U-test for degree of 

internationalization. For currency risk, x2-value is 1.11 and p-value 0.2925. For operat-

ing abroad, x2-value is 0.05 and p-value 0.8163. For degree of internationalization, z-

value is 0.31 and p-value 0.7597. International activity does not differ between family 

firms with family CEO and combined value of family firms with outsider CEO and non-

family firms. 

The relation is also tested with a third variable, where family firms with family CEO are 

compared with non-family firms. Descriptive statistics are in Table 18. 

Table 18: International activity of family firms with family CEO versus non-family firms. 

 
Family CEO in family 

firm 
Non-family firm 

 Mean Median Mean Median 

Operating abroad 0.396 0.00 0.370 0.00 

Currency risk 0.206 0.00 0.206 0.00 

Degree of internationalization 8.406 0.00 5.766 0.00 

 

It appears that family firms with family CEO do not differ non-family firms in international 

activity. Dummy variables currency risk and operating abroad have somewhat same 

means in both categories. However, the relation is tested with variable degree of inter-

nationalization. Mann-Whitney U-test is used, but no significant relationship is found 

since z-value is 1.13 and p-value 0.2601. It is confirmed that family firms with family 

CEO do not differ from non-family firms in internationalization. 

The relation is also tested with variable, where family firms with outsider CEO is com-

pared to non-family firms. The results are quite interesting. 

Descriptive statistics in Table 19 show that family firms with non-family CEO are re-

markably more internationally active than non-family firms. 
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Table 19: International activity of family firms with non-family CEO versus non-family firms. 

 
Non-family CEO in  

family firm 
Non-family firm 

 Mean Median Mean Median 

Operating abroad 0.684 0.00 0.370 0.00 

Currency risk 0.491 1.00 0.206 0.00 

Degree of internationalization 12.344 1.50 5.766 0.00 

 

The relationship is tested. With dummy variables currency risk and operation abroad, 

Yates’ continuity adjusted chi-square test is used. For currency risk, x2-value is 20.94 

and p-value <.0001. For operating abroad, x2-value is 19.29 and p-value <.0001. Mann-

Whitney U-test is used to test the relation between non-family CEO and degree of in-

ternationalization. Z-value is 3.30 and p-value 0.0010. With all three internationalization 

variables, and at 5 per cent risk level, higher international activity is related to non-

family member serving as a CEO of a family firm. 

6.3.3 Family members in board and internationalization 

Pukall and Calabro (2014) find that family involvement in board has a negative effect 

on the internationalization of family firm. The relationship between the number of family 

members in board of directors and international activity is reviewed. Table 20 shows 

means of dummy variables operating abroad and currency risk, categorized by number 

of family members in board. The closer means are to 1.00, more internationally active 

the category is. With degree of internationalization Table 20 shows mean scores from 

Wilcoxon rank sum test. 

According to Table 20 there is a nonlinear, U-shaped relationship between family mem-

bers in board and international activities. 
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Table 20: Descriptive statistics of family control and international activity. 

Family members in 

board 

Operating abroad Currency risk 
Degree of 

internationalization 

Mean Mean Mean score 

None 1.00 1.00 192.6 

One 0.50 0.35 148.1 

2 - 3 0.41 0.20 119.2 

4 - 5 0.46 0.24 131.2 

More than 5 0.50 0.25 183.5 

 

The relation is tested. Chi-square test for independence is used for dummy variables 

currency risk and operating abroad. X2-value for currency risk is 20.47 and p-value 

0.0004. X2-value for operating abroad is 7.85 and p-value 0.0972. The relation between 

degree of internationalization and family members in board is tested with Kruskal-Wallis 

test. Test statistic is 14.42 and p-value 0.0061. The results of tests with currency risk 

and degree of internationalization are statistically significant at 5 per cent risk level, and 

with operating abroad at 10 per cent risk level. There is a U-shaped relation between 

international activities and the number of family members in board of directors. The 

lowest and the highest family involvement in board of directors are related to the highest 

prevalence of international activity. 

6.3.4 Profitability of internationalized firms 

The effect of internationalization on performance does not have a consistent conclusion 

in earlier research. Graves and Shan (2014) find that internationalization have a nega-

tive effect on ROA. However, Wright et al. (2007) find that internationalized SMEs have 

a stronger firm performance than their competitors. The relation between profitability 

and internationalization within is examined. 
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Table 21: Differences in firm performance categorized by international activity. 

  ROCE ROA 

  Mean Median Mean Median 

Operating abroad 
Yes 8.775 7.450 6.380 5.400 

No 10.169 8.200 7.249 6.050 

Currency risk 
Yes 8.573 6.750 5.977 5.250 

No 10.188 8.400 7.375 6.200 

  ROCE 2009-2013 ROA 2009-2013 

  Mean Median Mean Median 

Operating abroad 
Yes 9.279 8.310 6.619 6.088 

No 11.837 10.880 8.480 7.455 

Currency risk 
Yes 9.129 8.210 6.429 5.840 

No 11.443 10.600 8.206 7.280 

 

Based on Table 21, the profitability of non-internationalized SMEs is somewhat better 

than the profitability of internationalized SMEs. The connection between international 

activity and profitability is first reviewed with currency risk. Two-sample t-test pooled 

variance procedure is used for ROCE, ROA and ROA 2009-2013 and general proce-

dure for ROCE 2009-2013. For ROCE t-value is 0.87 and p-value 0.3864, for ROA t-

value is 1.15 and p-value 0.2520 and for ROCE 2009-2013 t-value is 1.31 and p-value 

0.1920. However, for ROA 2009-2013 t-value is 1.75 and p-value 0.0807. Mann-Whit-

ney U-test is used as a second test since the profitability variables’ kurtosis. Z-value is 

-1.42 and p-value 0.1567 for ROCE, z-value is -1.49 and p-value 0.1368 for ROA, z-

value is -1.68 and p-value 0.0922 for ROCE 2009-2013 and z-value is -1.73 and p-

value 0.0832 for ROA 2009-2013.  

The relationship between ROCE, ROA and currency risk is not statistically significant. 

However, the connection is found between ROCE 2009-2013 and ROA 2009-2013 and 

currency risk. With variables ROA and ROCE 2009-2013 two-sample t-test and Mann-

Whitney U-test have different results. Since the kurtosis of ROA is only 2.45, the t-test 

is analyzed. However, since the kurtosis of ROCE 2009-2013 is 5.23, result of Mann-

Whitney U-test is analyzed. Thus, there can be concluded that there is a relationship 
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between currency risk and five-year average profitability variables. Profitability of the 

firm is higher, when SME do not have sales in foreign currencies. 

With variable operating abroad, the conclusion is parallel with the one with variable 

currency risk. Five-year average profitability values are higher within firms that do not 

operate in foreign markets. The relationship is tested with two-sample t-test and Mann-

Whitney U-test. Pooled variance procedure is used for all profitability variables. For 

ROCE t-value is 0.87 and p-value 0.3827, z-value is -1.13 and p-value 0.2584. For 

ROA t-value is 0.83 and p-value 0.4075, z-value is -0.85 and p-value 0.3933. For ROCE 

2009-2013 t-value is 1.88 and p-value 0.0599, z-value is -2.45 and p-value 0.0143. For 

ROA 2009-2013 t-value is 2.14 and p-value 0.0324, z-value is -2.10 and p-value 

0.0356. Between ROCE 2009-2013 and ROA 2009-2013 and dummy variable operat-

ing abroad, there is a statistically significant relationship at 5 per cent risk level. 

The relationship between international activity and profitability is also tested with de-

gree of internationalization. The Spearman correlation test is used. P-value is 0.1379 

for ROCE, and for ROA p-value is 0.1487. For ROCE 2009-2013 p-value is 0.2473, 

and for ROA 2009-2013 p-value is 0.2611. There is no correlation between degree of 

internationalization and profitability variables.  

Measured in currency risk and operating abroad, there is a negative connection be-

tween firm performance and international activity of Finnish SMEs. The finding is con-

sistent with the study of Graves and Shan (2014). 

6.3.5 Credit rating and internationalization 

Reeb et al. (2001) find that more internationally active firms have better credit ratings, 

and that credit rating agencies do not fully include firm international activity to their 

credit rating assessment. The connection between internationalization variables and 

credit rating is studied. Credit rating is an interval scaled variable, which is marked as 

1 when the credit rating of the firm is AAA, and as 15 when the credit rating is D. Hence, 

smaller value in credit rating is better. There are few outliers in the data, but the data is 
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not demarcated. Credit rating is not normally distributed since the skewness is 1.35 and 

kurtosis 2.34, although, it is not far from normal distribution. 

According to summary statistics, there is a relationship between credit rating and cur-

rency risk. Mean credit rating for SMEs with no currency risk is 4.47, and mean credit 

rating for SMEs which do business in foreign currencies, hence do have currency risk, 

is 4.14. Two-sample t-test is used to analyze the relationship between credit rating and 

currency risk. Pooled variance procedure is used, and t-value is 1.65 and p-value 

0.1000. Mann-Whitney U-test is used a robustness check. Z-value is -1.92 and p-value 

0.0551. Test confirms that in this data of SMEs, firms that do business in foreign cur-

rencies have better credit rating than firms that do not. 

The relationship between credit rating and operating abroad is also investigated. Mean 

credit rating for firms that operate abroad is 4.19, and for the firms that only operate in 

their home country mean credit rating is 4.53. The relationship is tested with two-sam-

ple t-test pooled variance procedure, and confirmed with Mann-Whitney U-test. There 

is a relation because t-value is 1.98 and p-value 0.0478, and z-value is -3.09 and p-

value 0.0020. SMEs, which do operate in foreign countries, have better credit rating 

than domestic firms. 

The international activity and credit rating relationship is also tested with variable de-

gree of internationalization. Spearman Correlation test is used to analyze, and the re-

lationship is found also with this internationalization variable. The test shows that there 

is a negative correlation between degree of internationalization and credit rating. P-

value is 0.0329 and correlation is -0.093. When the degree of internationalization rises, 

the credit rating improves. Internationalized firms have better credit rating measured in 

all three internationalization variables, which is consistent with finding of Reeb et al. 

(2001). 

6.3.6 Cost of capital of internationalized firms 

Stulz (1999) and Singh and Nejadmalayeri (2002) find that cost of capital decreases, 

when the degree of internationalization increases. There is investigated whether the 
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internationalization influences on cost of capital. The average cost of capitals of inter-

nationalized and domestic firms are shown in Table 22. 

Table 22: Differences in cost of capital categorized by international activity. 

 
 

Cost of capital 
Five-year average cost of 

capital 

  Mean Median Mean Median 

Operating abroad 
Yes 4.293 4.500 4.435 4.600 

No 4.222 4.150 4.480 4.500 

Currency risk 
Yes 4.635 5.000 4.775 5.000 

No 4.124 4.000 4.360 4.500 

 

Measured in currency risk, internationalization has a remarkable increasing effect on 

cost of capital. The association between these two variables are tested with two-sample 

t-test, since the variable cost of capital is close enough for normal distribution with 

skewness of -0.27 and kurtosis of 0.55. Two-sample t-test pooled variance procedure 

is used, since the variances are equal. Test statistic is -2.48 and p-value 0.0137. Mann-

Whitney U-test is used as a robustness check and it confirms the result of t-test with z-

value of 2.89 and p-value of 0.0038. There is a statistically significant association be-

tween cost of capital and currency risk at 5 per cent risk level. Firms that use foreign 

currencies in their business have notably higher cost of capital than their non-interna-

tional counterparts. 

The association between five-year cost of capital and currency risk is also tested with 

two-sample t-test since the variable five-year cost of capital is close enough for normal 

distribution with skewness of -0.32 and kurtosis of 1.05. Two-sample t-test pooled var-

iance procedure is used since the variances are equal. Test statistic is -2.10 and p-

value 0.0362. Mann-Whitney U-test is used as a robustness check and it confirms the 

result of t-test with z-value of 2.61 and p-value of 0.0092. Thus, the connection between 

five-year cost of capital and currency risk is statistically significant at 5 per cent risk 

level. Firms that do not have currency risk, have notably lower five-year average cost 

of capital. 
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The result is in contradictory with the association of credit rating. Firms that are under 

currency risk, have better credit ratings. However, they also have higher cost of capital, 

which is contrarious with the result of better credit rating being associated with lower 

cost of capital. It seems that either there is some other explanatory variable for higher 

cost of capital for firms under currency risk, or the currency risk itself rises the risk seen 

by financing parties and rises the cost of capital. 

There is no statistically significant connection between operating abroad and cost of 

capital variables. Two-sample t-test for operating abroad and cost of capital uses 

pooled variance procedure and presents t-value -0.40 and p-value 0.6871 and Mann-

Whitney U-test z-value 0.88 and p-value 0.3785. For five-year cost of capital, two-sam-

ple t-test pooled variance procedure is used, and test statistic is 0.26 and p-value 

0.7917, and Mann-Whitney U-test z-value 0.28 and p-value 0.7790. 

The relationship between international activity and cost of capital variables is also 

tested with variable degree of internationalization. Spearman correlation test is used 

because of the skewness (3.04) and kurtosis (9.70) of degree of internationalization. 

For cost of capital p-value is 0.3785, and for five-year cost of capital p-value is 0.3934. 

Measured in degree of internationalization there is no correlation between international 

activity and cost of capital variables. 

The results are not in line with studies of Stulz (1999) and Singh and Nejadmalayeri 

(2002). Within Finnish SMEs, cost of capital and five-year average cost of capital in-

crease when a firm participates in international activities. 

6.3.7 Availability of capital of internationalized firms 

Firms with international activities have higher debt to equity ratios than non-internation-

alized firms. There is investigated if it has anything to do with the availability of finance. 

The relationship between international activities and whether a firm got the finance they 

applied or not, is reviewed and tested. 
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Table 23: International activity of firms that did versus did not get the applied finance. 

 Financed Non-financed 

 Mean Median Mean Median 

Operating abroad 0.421 0.000 0.362 0.000 

Currency risk 0.243 0.000 0.214 0.000 

Degree of internationalization 8.542 0.000 6.188 0.000 

 

Table 23 indicates that firms that got financed easier have more international activities 

than firms that did not get financed. Whether the relationship is statistically significant 

is tested with Yates’ continuity adjusted chi-square test and Mann-Whitney U-test. For 

dummy variable currency risk, x2-value is 0.35 and p-value 0.5566, and for dummy 

variable operating abroad, x2-value is 1.37 and p-value 0.2422. There is no statistically 

significant difference in currency risk or operating abroad between the firms that did or 

did not get financed. For degree of internationalization, z-value is -1.86 and p-value 

0.0631. The result confirms that at 10 per cent risk level, firms that did get the finance 

they applied have higher degree of internationalization than firms that did not. However, 

the causality cannot be analyzed with this data. There cannot be told whether the firm 

that do get financed easier tend to internationalize more often, or the firms with inter-

national activity get financed easier than firms that do not have international activity. 

Because higher level of internationalization increases the amount of debt and availa-

bility of finance, there is discussed whether the firms with international activities have 

more creditors than firms without international activities. 

Table 24: Differences in number of creditors categorized by international activity. 

  Number of creditors 

  Mean Median 

Operating abroad 
Yes 1.347 1.000 

No 0.976 1.000 

Currency risk 
Yes 1.446 1.000 

No 1.030 1.000 
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By studying Table 24, it is observed that firms with international activities have more 

creditors measured in both internationalization dummy variables. The connection is 

tested with two-sample t-test. General procedure is used for both internationalization 

dummy variables since the variances are unequal. T-value is -3.10 and p-value 0.0022 

for currency risk and t-value is -3.80 and p-value 0.0002 for operating abroad. Mann-

Whitney U-test is used as a robustness check since the skewness for number of cred-

itors is 1.49 and kurtosis 2.70. Z-value for currency risk is 2.43 and p-value 0.0152, and 

for operating abroad z-value is 3.12 and p-value 0.0018. The relation is also tested with 

variable degree of internationalization. With Spearman correlation test p-value is 

0.0003 and correlation is 0.15661. 

Measured in all three internationalization variables, firms with international activities 

have higher number of creditors. The results are inconsistent with the previous results 

of this study. Firms that did not get the applied finance have higher number of creditors. 

However, firms that did get finance have higher level of international activity, and firms 

with international activities have higher number of creditors. Hence, internationalization 

either adds availability of capital or increases number of creditors for some other reason 

than capital unavailability. The reasons are not analyzed further in this study. 

6.3.8 Capital structure and internationalization 

Singh and Nejadmalayeri (2002) find that the level of debt financing is higher within 

more internationally diversified firms, which leads to reduction of overall cost of capital, 

even regardless higher equity risk. The relationship between internationalization and 

capital structure is studied. Descriptive statistics are in Table 25. 

First, currency risk as internationalization variable is reviewed. Based on Table 23, 

there are only slight differences in capital structures between firms with sales in foreign 

currencies and firms without currency risk. Only debt to equity ratio values differ. The 

relation of debt to equity ratio and currency risk is tested with two-sample t-test. Pooled 

variance procedure is used, and t-value is -1.09 and p-value 0.2748. As a robustness 
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check Mann-Whitney U-test is used. Z-value is 1.14 and p-value 0.2542. There is no 

statistically significant connection between capital structure and currency risk. 

Table 25: Differences in capital structure categorized by international activity. 

  Equity ratio Debt to equity ratio Debt to sales ratio 

  Mean Median Mean Median Mean Median 

Operating 

abroad 

Yes 54.416 55.400 0.344 0.100 25.533 21.100 

No 53.607 54.350 0.207 0.000 24.690 19.600 

Currency 

risk 

Yes 53.544 54.300 0.345 0.000 24.254 20.900 

No 53.954 54.500 0.229 0.000 25.197 20.300 

 
 Equity ratio  

2009-2013 

Debt to equity ratio 

2009-2013 

Debt to sales ratio 

2009-2013 

  Mean Median Mean Median Mean Median 

Operating 

abroad 

Yes 53.317 53.040 0.364 0.120 26.743 21.700 

No 52.689 52.310 0.260 0.030 25.677 20.580 

Currency 

risk 

Yes 51.939 50.140 0.357 0.100 24.922 20.200 

No 53.113 53.180 0.290 0.060 26.490 21.240 

 

Second, the relationship between operating abroad and capital structure is studied. 

Table 23 shows that the differences are relatively small between the capital structures 

of firms that do and do not operate in foreign markets. Regardless, the connection with 

variables debt to equity ratio and debt to equity ratio 2009-2013 is tested with two-

sample t-test pooled variance procedure. For debt to equity ratio t-value is -1.49 and p-

value 0.1373. For debt to equity ratio 2009-2013 t-value is -1.14 and p-value 0.2565. 

As a robustness check, Mann-Whitney z-value is 1.74 and p-value 0.0823 for debt to 

equity ratio and z-value is 1.61 and p-value 0.1076 for debt to equity ratio 2009-2013. 

Since the tests lead to different conclusions, and because both debt to equity ratio 

variables are a bit kurtosis and a bit skew, Mann-Whitney results are analyzed. At 10 

per cent risk level, there is a statistically significant difference in debt to equity ratio 

between the firms that operate abroad and firms that do not. Debt to equity ratio is lower 

within firms that only operate in markets of their home country, which is consistent with 
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the study of Singh and Nejadmalayeri (2002). Internationalized firms use more debt 

finance than their domestic counterparts. 

Third, degree of internationalization correlation with capital structure variables is tested. 

Spearman Correlation test is used. P-value is 0.6272 for equity ratio, 0.7192 for debt 

to equity ratio, 0.7405 for debt to sales ratio, 0.6399 for equity ratio 2009-2013, 0.9673 

for debt to equity ratio 2009-2013 and 0.2125 for debt to sales ratio 2009-2013. With 

degree of internationalization variable, no correlation with capital structure variables is 

found.  
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7 CONCLUSIONS, LIMITATIONS AND FUTURE RESEARCH 

In this study, the effect of ownership structure and internationalization on the small and 

medium-sized enterprises’ capital structure, profitability and cost of capital is examined 

by means of theoretical literature review and an empirical survey. The survey of Finnish 

SMEs was collected in February 2009. It was sent to 10 148 randomly selected Finnish 

SMEs which employ at most 500 employees. Response rate was 9.7 per cent. Out of 

the 982 responding firms 862 could be matched with key financial data, such as sales, 

ROCE and ROA. The research questions that were formulated based on previous re-

search were tested with parametric and non-parametric test, as well as Spearman rank 

correlation test and multiple regression model. 

7.1 Discussion and conclusions 

The research questions for the empirical part were as follows: 1) Does family involve-

ment in business affect firm performance, cost of capital or availability of capital? 2) Do 

family firms internationalize more easily than non-family firms? 3) Does internationali-

zation lead to better firm performance, lower cost of capital or easier availability of cap-

ital? 4) Is capital structure affected by family involvement in business or internationali-

zation? The empirical part was divided into three sections. First, the different aspects 

of family ownership are reviewed. Second, the cost of capital of Finnish SMEs and the 

different variables that influence cost of capital are investigated. Third, the internation-

alization of Finnish SMEs is examined. Capital structure is included to each section 

with the necessary extent. 

This study contributes to the limited research of Finnish small and medium-sized en-

terprises. The family ownership is the most common ownership structure within SMEs 

(Heinonen, 2003), and this study helps to understand the differences between the fam-

ily and non-family firms and whether a family firm would benefit on for example hiring a 

non-family CEO or a board member, or making different decisions on capital structure. 

As Hilmersson (2014) concluded, SMEs should internationalize because a decision not 
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to internationalize could be riskier than to do so. This study reveals the different aspects 

of SME internationalization, and how the internationalization affects for example to the 

cost of capital of a firm. 

Non-family firms seem a bit more profitable than family firms measured in ROCE. Meas-

ured in ROA and other profitability variables, the difference is not found. Most family 

firms in this data are more than 75 per cent family owned and previous research 

showed that higher share of family ownership affects firm performance negatively (An-

derson and Reeb, 2003). However, no evidence to support that allegation is found 

within Finnish family SMEs since there is found no connection between the share of 

family ownership and profitability. Ownership concentration in general seems to have 

a positive effect on firm’s profitability. The higher share of ownership of the largest 

owner leads to more profitable firm. However, the higher profitability of the firm may 

lead to largest owner increasing the share of ownership. The causality cannot be ana-

lyzed with the survey data. 

Within family firms, higher profitability is related to family member serving as a CEO. 

However, the causality cannot be tested with the survey data and therefore there is no 

way of telling, whether the family member serving as a CEO leads to higher profitability, 

or the family members stay as CEOs when the profitability of the firm is higher. Even 

though, family firms with family CEO are more profitable, the non-family firms and family 

firms with non-family CEO are more efficient. Measured in profit per person and five-

year average profit per person, non-family firms and family firms with non-family CEOs 

are more efficient than family firms with family CEOs. Result is in line with Barth et al. 

(2005), family CEO seems to reduce efficiency within Finnish SMEs. 

The impact of family members in board and number of family employees on profitability 

were also investigated. No connection between number of family representatives in 

board of directors and profitability is found, hence the family control does not affect 

profitability of the firm. However, profitability increases as the number of family employ-

ees increase. Although, measured in ROCE and five-year average ROCE, profitability 

starts to decrease when more than five family members are employed. Measured in 
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ROA and five-year average value of ROA, profitability increases when number of family 

employees increases. 

Within Finnish SMEs, the cost of capital of family firms is lower than the cost of capital 

of non-family firms. Credit rating or availability of capital do not differ between family 

and non-family firms. Ownership concentration, ergo the share of the largest owner, 

does not have an influence on either cost of capital or five-year average cost of capital. 

The multiple regression analysis of the variables, that influence cost of capital and five-

year average cost of capital, had rather interesting results. The examined variables 

were credit rating, number of creditors, family ownership, customer risk, industry risk, 

interaction of customer and industry risks, and internationalization variables operating 

abroad and currency risk. The variables that influence cost of capital are credit rating, 

currency risk, family ownership and industry risk. The results indicate that when the 

credit rating weakens, the cost of capital rises, which is logical since lower credit rating 

usually means higher cost of capital for a firm. The cost of capital is notably higher 

when a firm does business with foreign currencies. Industry risk, ergo when a firm has 

clients only in one industry, has a raising influence on cost of capital. Firms which only 

have clients in one industry have on average 0.39 per cent higher cost of capital than 

firms with clients in multiple industries. Also, family ownership is related to lower cost 

of capital. 

The variables that influence five-year average cost of capital are credit rating, industry 

risk and currency risk. As with the cost of capital, worse credit rating leads to higher 

five-year average cost of capital. Firms with clients only from one industry and firms 

which do business in other currencies than only euros, have higher five-year average 

cost of capital. 

Firms with fewer bank relations have better availability of capital. Although, the associ-

ation between the availability of capital and number of different financial sources is 

found, there cannot be concluded that firms with smaller amount of bank relationships 

would get financed easier. The connection could be endogenous, since it is logical that 

if the firm gets the finance it has applied, it will probably apply only from one financial 
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institute and more, if it is harder to get finance for example because of lower credit 

rating. The connection does not tell, at least directly, does the loyal firm-bank relation-

ship lead to better availability of capital in those firms. 

Family firms are internationally more active than non-family firms measured in variables 

operating abroad and degree of internationalization. Only with currency risk, the relation 

is not found. Relation between international activity and the number of family members 

in board of directors is U-shaped. The lowest and the highest family involvement in 

board of directors are related to the highest prevalence of international activity. 

Family firms with outsider CEO have remarkably higher tendency to internationalize 

than family firms with family CEO. Vandekerkhof et al. (2015) suggested, that firm in-

ternationalization can make family firms hire outside non-family managers, because 

they need competence that family managers may not have. The effect of a firm CEO is 

investigated further. International activity does not differ between family firms with fam-

ily CEO and combined value of family firms with outsider CEO and non-family firms. 

International activity is also same between family firms with family CEO and non-family 

firms. However, family firms with non-family CEO are remarkably more internationally 

active than non-family firms. Measured in all three internationalization variables, higher 

international activity within Finnish SMEs is related to non-family member serving as a 

CEO of a family firm. However, the causality cannot be analyzed with the survey data. 

Family firms with non-family CEO may have higher tendency to internationalize, or fam-

ily firms may hire non-family CEO because they are planning to internationalize. 

Profitability of Finnish SME is higher when a firm does not have international activities. 

Currency risk and operating abroad have a connection with five-year average profita-

bility variables. However, the correlation is not found between variable degree of inter-

nationalization and profitability variables. Theory of how internationalization affects to 

profitability is controversial. This study finds a negative effect as Graves and Shan 

(2014). 

Firms with international activities have better credit rating measured in all three inter-

nationalization variables. This is consistent with finding of Reeb et al. (2001) that “more 
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internationally active firms have better credit ratings, and that credit rating agencies do 

not fully include firm’s international activity to their credit rating assessment”. Cost of 

capital variables do not have a connection with variables operating abroad and degree 

of internationalization. However, there is a statistically significant association between 

cost of capital and currency risk. Finnish SMEs, that use foreign currencies in their 

businesses, have notably higher cost of capital and five-year average cost of capital 

than their non-international counterparts. The result is in contradictory with the associ-

ation of credit rating. Firms that are under currency risk, have better credit ratings. How-

ever, they also have higher cost of capital, which is contrarious with the result of better 

credit rating being associated with lower cost of capital. It seems that either there is 

some other explanatory variable for higher cost of capital for firms under currency risk, 

or the currency risk itself rises the risk seen by financing parties and rises the cost of 

capital. Also, even if the credit rating agencies do not fully include the international 

activity to their assessment, the banks may still add premium because of the risk of 

internationalization. 

There is no statistically significant difference in currency risk or operating abroad be-

tween the firms that did or did not get financed. However, firms that did get the finance 

they applied, have higher degree of internationalization than firms that did not. The 

causality cannot be analyzed with this data. There cannot be told, whether the firm that 

do get financed easier tend to internationalize more often, or the firms with international 

activities get financed easier. 

Measured in all three internationalization variables, firms with international activity have 

higher number of creditors. The results are inconsistent with the previous results of this 

study. Firms that did not get the applied finance have higher number of creditors. How-

ever, firms that did get finance have higher level of international activity, and firms with 

international activity have higher number of creditors. Hence, internationalization either 

adds availability of capital or increases number of creditors for some other reason than 

capital unavailability. The reasons are not analyzed further in this study. 
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Romano et al. (2001) suggestion that family firms rather use debt than external equity 

financing, is in line with the results of this study. Family firms’ debt to equity ratio, and 

also equity ratio is higher than non-family firms’, which means that even if family firms 

have more equity compared to total assets they also have more liabilities with interest, 

or less cash and equivalents than non-family firms. 

Higher equity ratio decreases the cost of capital and five-year average cost of capital, 

and higher debt to sales ratio increases the cost of capital. Debt to equity ratio do not 

have an effect on either the cost of capital or five-year average cost of capital. The 

findings are consistent with Modigliani and Miller (1958,1963) which argued, that both 

the cost of equity and cost of debt rise, when debt to equity ratio rises. This is due to 

the risk to equity rising, and the yield demanded by lenders increasing with leverage. 

Debt to equity ratio is lower within firms that only operate in their home country. The 

finding is consistent with the study of Singh and Nejadmalayeri (2002) that concluded 

that internationalized firms use more debt finance than their domestic counterparts. No 

connection between capital structure and currency risk, and no correlation with degree 

of internationalization variable and capital structure variables is found. 

7.2 Limitations and future research 

Like all research, this study has some limitations that are important to discuss when 

interpreting the results. The most important limitation is that the survey data was col-

lected in year 2009, which means that it is somewhat outdated at the time of this study. 

However, the financial data used is more recent than the original questionnaire. The 

financial data used in this study is from year 2013, and average values from years 2009 

to 2013 was also calculated in addition to 2013 values. Also, the data set is rather small, 

and the sample size in some variable categories remained low.  

This study mostly settles for stating the differences between family and non-family 

firms, and between internationalized and non-internationalized firms. It would require 

further research to study the reasons of the differences deeper. Also, the models used 
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here are somewhat simplified, so it would be important to model the reasons behind 

the differences more comprehensive. 

Because of the limitations of the data, several questions were unanswered. The length 

or quality of bank relations could not be analyzed in this research. Therefore, it would 

be interesting to study whether there are any differences in the length of bank relations 

between the family and non-family firms. The quality or depth of bank relations could 

also be studied, and whether the length or quality has any effect on the cost or availa-

bility of capital. Also, considering bank relations, there could be studied whether and 

how banks include the international activity to their rates. There are several questions 

of causality which cannot be analyzed with the survey data. A longitudinal data, rather 

than the present cross-sectional one, would give a better platform to explore the causal 

relationships among the research variables. Also, a greater selection of financial varia-

bles such as productivity variables would add variation to the models. 

Two of the internationalization variables were dummy variables, and third variable de-

gree of internationalization, measured sales in foreign currencies. With these variables 

the study is left somewhat unilateral, and further analysis on the internationalization of 

Finnish SMEs is needed. Also, more recent study of the internationalization is needed, 

because of the progress in globalization that have occurred during the last eight years. 

One of the limitations is that this study focused only on Finland. It would be interesting 

to expand the research to for example Scandinavia, or larger developed countries such 

as Germany or United States. 

Despite its limitations, this study has provided more information about the Finnish small 

and medium-sized SMEs qualities, and it gives a decent basis for further investigation 

of ownership and internationalization of SMEs.  
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APPENDICES 

Appendix 1: Data questionnaire 

Ques-

tion 

number 

Question 

Q1 The industry of your enterprise. 

Q2 The number of employees. 

Q3 The company form of the business. 

Q4 The province of registered office. 

Q5 Age of your enterprise. 

Q6 The best option to describe your enterprise. 

Q7 Ownership share of the largest owner (%). 

Q8 How many owners does your enterprise have? 

Q9 Does your enterprise have private equity investors? 

Q10 How many per cents is the ownership share of private equity investors? 

Q11 Is your enterprise a family firm? 

Q12 Share of family ownership (%). 

Q13 Number of family representatives in board of directors. 

Q14 Number of family members employed. 

Q15 How many independent (outside family) representatives does your enterprise 

have in board of directors? 

Q16 How many independent (outside family) employees does your enterprise have? 

Q17 Is the chairman of the board of directors a family member? 

Q18 Is the CEO of your enterprise a family member? 

Q19 The regulations of financial statement your enterprise uses. 

Q20 If you use international regulations, have you heard of IFRS-regulations? 

Q21 The sales of your enterprise at year 2007 (or an estimate of the sales of year 

2008 if the business started in the middle of year 2007). 

Q22 The customer structure of your enterprise. 

Q23 Does your enterprise practice on the foreign markets? 

Q24 Does your enterprise do business with foreign currencies? 



 

 

Q25 The proportion of sales in foreign currencies. 

Q26 Practices of financial administration. 

Q27 How do you follow financial and price risks (risk = changes in interest, changes 

in exchange rates or prices of raw materials, and the effects of these changes to 

cash flow of the enterprise) and the changes in market price at the moment? 

Q28 How would you describe the information system of your financial administration 

(not the accounting program)? 

Q29 If you answered 1 or 2 to the question 28: when you consider the scale of the 

information system of your financial administration, do you find the costs reason-

able? 

Q30 If you answered 1 or 2 to the question 28: what would you like to add and correct 

in the information system of your financial administration so that it would support 

your work better? 

Q31 How are you reacting to the increased risk level of financial markets (interests, 

changes in exchange rates, prices of raw material)? 

Q32 If you have used financial instruments, what types of financial instruments have 

you used? 

Q33 What are your objectives in using derivatives? 

Q34 What sort of experiences do you have of your bank in the field of financial admin-

istration? 

Q35 Where do you get market information and market quotations? 

Q36 How real time is the information you use? 

Q37 Does your enterprise use investment calculations when making investment deci-

sions? 

Q38 In what kind of investments do you use investment calculations? 

Q39 What sort of investment calculations do you use when making investment deci-

sions? 

Q40 What is the most common way to define a yield for the investment in your enter-

prise? 

Q41.1 Most commonly you use as a repayment period of investment. 

Q41.2 Most commonly you use as a yield for investment. 

Q42 Does your enterprise define your cost of equity? 



 

 

Q43 How do you define cost of capital at your enterprise? 

Q44 What risk factors does your enterprise consider when estimating the risk involved 

in projects? 

Q45 Have you felt that the short-term profitability expectations of the owners have 

been controversial with the long-term goals?  

Q46 Have your enterprise abandon profitable long-term investments because of some 

of the following reasons? 

Q47 How often do you report for owners about the profits? 

Q48 If your enterprise does not seem to reach the profit goal at the end of the account-

ing period, which of the following maneuvers are probably used? 

Q49 Credit rating. 

Q50 Cost of capital. 

Q51 In what measure the following effects of financial crisis / recession hold true on 

your enterprise? 

Q52 Has your enterprise applied finance or collateral during the last year? 

Q53 Where has your enterprise applied finance? 

Q54 Has your enterprise gotten the finance or collateral they have applied during the 

last year? 

Q55 If you have applied the external finance recently, what have led to it? 

Q56 If you have not applied the external finance recently, what have led to it? 

Q57 If you have applied the finance for an investment, what type of investment is it? 

Q58 Did you have problems with getting financed? 

Q59 If you have problems with getting financed, what target’s finance or collateral the 

problems were related? 

Q60 What kind of problems did you face when getting finance or collateral? 

Q61 If you have gotten the negative finance decision, was the decision explained in 

anyhow? 

Q62 What were the reasons for negative decision (three most important)? 

Q63 In what measure the problems with getting finance have affected the following 

functions of the enterprise? 

 



 

 

Appendix 2: Description of credit rating categories (S&P Rating) 

Investment Grade AAA Extremely strong capacity to meet financial commit-

ments. Highest rating. 

 AA Very strong capacity to meet financial commitments. 

 A Strong capacity to meet financial commitments, but 

somewhat susceptible to adverse economic conditions 

and changes in circumstances. 

 BBB Adequate capacity to meet financial commitments, but 

more subject to adverse economic conditions. 

 BBB- Considered lowest investment-grade by market partici-

pants. 

Speculative Grade BB+ Considered highest speculative-grade by market par-

ticipants. 

 BB Less vulnerable in the near-term but faces major on-

going uncertainties to adverse business, financial and 

economic conditions. 

 B More vulnerable to adverse business, financial and 

economic conditions but currently has the capacity to 

meet financial commitments. 

 CCC Currently vulnerable and dependent on favorable busi-

ness, financial and economic conditions to meet finan-

cial commitments. 

 CC Highly vulnerable; default has not yet occurred, but is 

expected to be a virtual certainty. 

 C Currently highly vulnerable to non-payment, and ulti-

mate recovery is expected to be lower than that of 

higher rated obligations. 

 D Payment default on a financial commitment or breach 

of an imputed promise; also used when a bankruptcy 

petition has been filed or similar action taken. 

Ratings from ‘AA’ to ‘CCC’ may be modified by the addition of a plus (+) or minus (-) 

sign to show relative standing within the major rating categories. 

(Source: S&P Global Ratings) 



 

 

Appendix 3: Formulas of key financial ratios 

Return on capital employed % (ROCE): 

profit before extraordinary items + borrowing costs �12 months

�recent balance sheet total − non interest bearing liabilities

�previous balance sheet total − non interest bearing debt
/2

× 100 

 

Return on total assets % (ROA): 

3�456� 7854�8 89��:4��6�:�; 6�8<= + 74��4>6�? @4=�= �12 <4��ℎ=

�B:�8=� 7:B:�@8 =ℎ88� + �4�:B 7:B:�@8 =ℎ88�
/2

× 100 

 

Sales per person: 

=:B8= �12 <4��ℎ=

:C8�:?8 �D<78� 45 8<3B4;88= �D�6�? �ℎ8 56�:�@6:B ;8:�

 

 

Gross profit per person: 

?�4== 3�456� �12 <4��ℎ=

:C8�:?8 �D<78� 45 8<3B4;88= �D�6�? �ℎ8 56�:�@6:B ;8:�

 

 

Equity ratio: 

8ED6�; +  3�4C6=64�=
�4�:B 7:B:�@8 =ℎ88� − :�C:�@8= �8@86C8�

× 100 

 

 



 

 

Debt to equity ratio: 

6��8�8=� 78:�6�? B6:76B6�68= − @:=ℎ :�� =8@D�6�68=
8ED6�;

 

 

Debt to sales ratio: 

B6:76B6�68= + <:��:�4�; 3�4C6=64�= − :�C:�@8= �8@86C8�
=:B8= �12 <4��ℎ=


× 100 

 

Appendix 4: Descriptive statistics and test results of a relation between family firms 

with family CEO versus family firms with non-family CEO and non-family firms 

 Two-sample t-test Mann-Whitney U-

test 

Family firms with 

family CEO 

Family firms with 

non-family CEO 

and non-family 

firms 

 t-value p-value z-value p-value Mean Median Mean Median 

ROCE 0.01 0.9888 -0.23 0.8160 9.62 8.20 9.59 7.50 

ROCE 2009-2013 1.24 0.2160 1.30 0.1935 11.89 10.30 10.14 8.52 

ROA 0.71 0.4781 0.48 0.6292 7.23 6.10 6.43 5.30 

ROA 2009-2013 1.85 0.0647 1.87 0.0610 8.61 7.60 6.87 6.00 

Sales per person -2.18 0.0301 0.54 0.5899 216.20 146.90 293.81 148.60 

Sales per person 

2009-2013 

-2.24 0.0257 0.26 0.7951 209.90 142.20 287.33 144.55 

Gross profit per 

person 

-3.46 0.0006 -2.50 0.0125 89.56 76.60 132.28 84.40 

Gross profit per 

person 2009-2013 

-3.28 0.0011 -2.31 0.0208 88.48 73.15 127.30 79.14 

 



 

 

Appendix 5: The multiple regression model of cost of capital, assumptions 

Variable DF 

Standardized 

Estimate Tolerance 

Variance 

Inflation 

Intercept 1 0 . 0 

Credit rating 1 0.25522 0.96930 1.03167 

Number of creditors 1 0.09085 0.94340 1.06000 

Family ownership 1 -0.10595 0.94418 1.05912 

Industry risk 1 0.12121 0.60139 1.66282 

Customer risk 1 0.04901 0.40420 2.47403 

Interaction of customer and industry 

risks 

1 -0.08518 0.30056 3.32709 

Operating abroad 1 -0.01561 0.72234 1.38440 

Currency risk 1 0.16392 0.73464 1.36121 

 

Test of First and Second Mo-

ment Specification 

DF 

Chi-

Square Pr > ChiSq 

35 33.68 0.5320 

 

Durbin-Watson D 2.214 

Number of Observations 285 

1st Order Autocorrelation -0.108 
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Appendix 6: The multiple regression model of five-year average cost of capital, as-

sumptions 

Variable DF 

Standardized 

Estimate Tolerance 

Variance 

Inflation 

Intercept 1 0 . 0 

Credit rating 1 0.21977 0.96930 1.03167 

Number of creditors 1 0.09402 0.94340 1.06000 

Family ownership 1 -0.03851 0.94418 1.05912 

Industry risk 1 0.17349 0.60139 1.66282 

Customer risk 1 0.08518 0.40420 2.47403 

Interaction of customer and in-

dustry risks 

1 -0.15717 0.30056 3.32709 

Operating abroad 1 -0.06186 0.72234 1.38440 

Currency risk 1 0.13351 0.73464 1.36121 

 

Test of First and Second 

Moment Specification 

DF 

Chi-

Square Pr > ChiSq 

36 31.01 0.7046 

 

Durbin-Watson D 2.203 

Number of Observations 285 

1st Order Autocorrelation -0.102 
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