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Abstract.
Succession represents one of the most complex situations family firms face during their life-cycle. The need for financing is a frequent obstacle that hinders successful ownership succession outcomes for family businesses. By integrating concepts from the behavioral agency model and socioemotional wealth perspective, we aim to explore the heterogeneous nature of family firms in terms of governance and its impact on access to external financial resources to finance intra-family succession processes. Following the recent demand for more experimental studies in family business research, this study will explore the bank loan officers’ decisions to offer succession finance within two conjoint choice experiments.
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1. Introduction
Many family-owned organizations all over the world struggle with succession. Indeed, prior research indicates that succession represents one of the most complex situations family firms face during their life-cycle (Daspit, Holt, Chrisman, & Long, 2016). Because widespread failure of a family business succession would be disastrous for the national economies (Lambrecht & Molly, 2011),  it is essential to get insight into succession challenges family firms nowadays face. The need for financing is a frequent obstacle that hinders successful ownership succession outcomes for family businesses (De Massis, Chua, & Chrisman, 2008). Consequently, understanding what factors influence access to external financial funding is essential for managing a successful succession. 
Previous research on financing in family firms indirectly assumes that bank loans are homogeneous across different purposes and that the characteristics of individual investment projects do not matter. However, succession transactions are arguably the largest and most complex type of corporate investments and change the firm profoundly (Gao, Hua, & Khurshed, 2021).  Notwithstanding the important consequences of succession financing, such as firm survivability, it is surprising that this important decision made during the succession process has received scant empirical attention in the family business research field. Instead, several studies have investigated the impact of succession on a firm’s financial structure, only exploring differences in financial structures between founder- and descendant-controlled family firms (McConaughy, Matthews, & Fialko, 2001), neglecting succession characteristics and processes. 
Succession processes are characterized by large amounts of soft information (Coff, 1999). soft information is more difficult to encode and transmit than hard information, making loan officers’ judgment and perceptions even more important. One crucial aspect that includes evaluating this soft information is governance practices. In general, empirical evidence supports the idea that good governance in SMEs is highly valued by participants in the credit markets (Ashbaugh-Skaife, Collins, & LaFond, 2006). However, family business research has not clearly identified the role of governance characteristics in the probability and cost of obtaining succession finance. Therefore, this study will explore the bank loan officer’s evaluation of prevailing succession-related factors in terms of their governance and their access to succession finance, drawing on insights from the behavioral agency theory and SEW perspective. Because these credit evaluations largely depend on the loan officer’s judgment and perceptions, we see a need for controlled empirical tests as experimental designs are especially suited for measuring preferences and behavioral propensities (McEvily, 2011). 
2. Theoretical background
Concerning an intra-family transfer of ownership, a conventional impediment refers to financing the transition of shares (Koropp, Grichnik, & Gygax, 2013). The transfer of ownership may coincided with a large financing requirement (Sund, Melin, & Haag, 2015). One common way to deal with this financing burden is the establishment of a holding company owned by the younger generation that obtains a bank loan to pay the share price. For debt repayment, cash will stream from the family firm to the holding company. Therefore, bank loan officers evaluate the family firm in order to estimate the likelihood of debt repayment.
De la Torre, Pería, and Schmukler (2010) find for a sample of small to medium-sized firms that credit risk management is ultimately based on a loan officer’s judgment and perceptions, notwithstanding the many formal procedures to support the decision to grant credit. Research regarding access to bank financing argues that higher perceived risks to a business and levels of perceived relational trust influence credit rationing and financing conditions (Hernández-Cánovas & Martínez-Solano, 2010; Petersen & Rajan, 1994; Stiglitz & Weiss, 1981). Therefore, we first hypothesize that loan officers’ perceived risk has a direct negative influence on their willingness to provide access to succession financing (H1A) and apply favorable loan conditions (H1B) to family firms in transition. As opposed to previous research on bank financing, this study will focus on calculative trust, which occurs at the beginning of the relationship and is derived from information about the family firm's intentions and characteristics (McKnight, Cummings, & Chervany, 1998). Therefore, we next argue that the level of calculative trust of a bank loan officer has a direct positive effect on their willingness to provide access to succession financing (H2A)  and to provide favorable loan conditions (H2B) to family firms in transition. 
Most banks have noticed the importance of risk management during succession processes. However, family business research remains scant about succession related-characteristics in terms of their governance. This study aims at shedding light on whether lending officers take into consideration typical governance signals that the family firm sends through their governance decisions. We aim at examining if being a family firm, which uses different decision reference points to making governance decisions (e.g., SEW considerations), sends signals about SEW during decision-making processes to credit officers or not. Drawing from Tagiuri and Davis (1992) three-circle model, we identified three governance characteristics. 
Within the intra-family succession process, the incumbent often has to choose between multiple children with different managerial abilities. Nevertheless, no prior study on financing in family firms examined the effect differences between in work experience of family successors. The work experience of executives affects the tendency risk-taking and is, thus, an important factor in loan officers’ decision-making process (Fletcher, 1995). We argue that family successors with outside work experience may attach less importance to preserving SEW and, consequently, may have a higher appetite for risk (Gomez-Mejia, Cruz, Berrone, & De Castro, 2011). Because banks prefer firms to be conservative, we hypothesize that the outside work experience of the family successor has a direct effect on the family firm’s perceived risk (H3A) and the bank loan officer’s perceived trust (H3B).
Several studies empirically confirmed the influence of board independence during credit evaluations. However, the internal composition of the family segment included in the board has not been investigated before in relationship with bank financing. As different family branches enter the business, they have to decide how to deal with family board representation. They can choose to have fair family branch representation on the board. However, priorities among family branches might vary, which can become a source of friction (Le Breton–Miller & Miller, 2013). Therefore, Aronoff and Ward (2016) argue that it is usually more productive to name one family member representing the entire family’s best interest and build on common foundations. Based on this family unity argument, we hypothesize that the presence of the multiple family branches in the board of directors has a direct effect on the family firm’s perceived risk (H4A) and the bank loan officer’s perceived trust (H4B).
Family constitutions play an important role in the succession processes of family firms (Umans, Lybaert, Steijvers, & Voordeckers, 2020). The process of developing the family constitution forces family businesses to discuss current issues openly and to prevent future problems, which likely increases the firm’s survival (Duréndez, Madrid‐Guijarro, & Hernández‐Cánovas, 2019). Therefore, we expect family firms' constitutions to help control altruistic expropriations and management entrenchment. Therefore, controlling the opportunistic behavior of family members is a positive signal to lenders that can increase credibility when accessing bank loans (Duréndez et al., 2019). Therefore, we argue that the presence of a family constitution has a direct effect on the family firm’s perceived risk (H5A) and  the bank loan officer’s perceived trust (H5B).
3. Methodology 
This study will explore the loan officers’ decisions within two conjoint choice experiments with a hybrid design in a field setting. The collected data within experimental designs tends to be considerably less noisy in comparison to survey data (Aguinis, Boyd, Pierce, & Short, 2011), which makes it the ideal method for this dissertation. We will investigate loan applications regarding succession financing as those are typically handled with the discretion of a credit officer examining both family and business aspects. At least 100 credit officers for each experiment will be asked to evaluate a series of hypothetical private family firms and indicate the likelihood that they would support their loan application. The first experiment will test H1A, H1B, H2A, and H2B. The second experiment will test H3A, H3B, H4A, H4B, H5A, and H5B. Both experiments will be statistically evaluated by means of a hierarchical linear model (Patzelt & Shepherd, 2011).
4. Discussion
Previous literature on bank financing in family firms is mainly based on traditional finance theories such as the agency theory. However, Michiels and Molly (2017) argue that behavioral frameworks, including the SEW perspective, provide valuable insights to explain family firms’ financing structure. For that reason, this study will focus on both behavioral agency theory and SEW theory to explain theoretical arguments. In terms of practical implications, we seek to support family business practitioners in identifying governance structures that are more likely to guarantee succession survival through creating a trust for bank loan officers. Furthermore, banks can use the results of this study to compare their existing credit guidelines, which could assist them in improving their decision-making. Evaluating lending officers’ actual credit assessment through an experimental design might have some limitations. One key limitation is the use of hypothetical credit applications. Differences between the hypothetical credit scenarios and the real ones may cause validity concerns. It would be interesting for future research to combine the experimental approach with interviewing the individual lending officer concerning the rationale behind his or her assessments for each or some of the profiles.
5. References
Aguinis, H., Boyd, B. K., Pierce, C. A., & Short, J. C. (2011). Walking new avenues in management research methods and theories: Bridging micro and macro domains. In: Sage Publications Sage CA: Los Angeles, CA.
Aronoff, C., & Ward, J. (2016). Family business governance: Maximizing family and business potential: Springer.
Ashbaugh-Skaife, H., Collins, D. W., & LaFond, R. (2006). The effects of corporate governance on firms’ credit ratings. Journal of accounting and economics, 42(1-2), 203-243. 
Coff, R. W. (1999). How buyers cope with uncertainty when acquiring firms in knowledge-intensive industries: Caveat emptor. Organization Science, 10(2), 144-161. 
Daspit, J. J., Holt, D. T., Chrisman, J. J., & Long, R. G. (2016). Examining family firm succession from a social exchange perspective: A multiphase, multistakeholder review. Family Business Review, 29(1), 44-64. 
De la Torre, A., Pería, M. S. M., & Schmukler, S. L. (2010). Bank involvement with SMEs: Beyond relationship lending. Journal of Banking & Finance, 34(9), 2280-2293. 
De Massis, A., Chua, J. H., & Chrisman, J. J. (2008). Factors preventing intra‐family succession. Family Business Review, 21(2), 183-199. 
Duréndez, A., Madrid‐Guijarro, A., & Hernández‐Cánovas, G. (2019). Do family firms’ specific governance mechanisms moderate the cost of debt? Australian Accounting Review, 29(1), 49-63. 
Fletcher, M. (1995). Decision making by Scottish bank managers. International Journal of Entrepreneurial Behavior & Research. 
Gao, N., Hua, C., & Khurshed, A. (2021). Loan price in mergers and acquisitions. Journal of Corporate Finance, 67, 101754. 
Gomez-Mejia, L. R., Cruz, C., Berrone, P., & De Castro, J. (2011). The bind that ties: Socioemotional wealth preservation in family firms. Academy of Management annals, 5(1), 653-707. 
Hernández-Cánovas, G., & Martínez-Solano, P. (2010). Relationship lending and SME financing in the continental European bank-based system. Small Business Economics, 34(4), 465-482. 
Koropp, C., Grichnik, D., & Gygax, A. F. (2013). Succession financing in family firms. Small Business Economics, 41(2), 315-334. 
Lambrecht, J., & Molly, V. (2011). Het economische belang van familiebedrijven in België. 
Le Breton–Miller, I., & Miller, D. (2013). Socioemotional wealth across the family firm life cycle: A commentary on “Family Business Survival and the Role of Boards”. Entrepreneurship theory and practice, 37(6), 1391-1397. 
McConaughy, D. L., Matthews, C. H., & Fialko, A. S. (2001). Founding family controlled firms: Performance, risk, and value. Journal of Small Business Management, 39(1), 31-49. 
McEvily, B. (2011). Reorganizing the boundaries of trust: From discrete alternatives to hybrid forms. Organization Science, 22(5), 1266-1276. 
McKnight, D. H., Cummings, L. L., & Chervany, N. L. (1998). Initial trust formation in new organizational relationships. Academy of management Review, 23(3), 473-490. 
Michiels, A., & Molly, V. (2017). Financing decisions in family businesses: a review and suggestions for developing the field. Family Business Review, 30(4), 369-399. 
Patzelt, H., & Shepherd, D. A. (2011). Negative emotions of an entrepreneurial career: Self-employment and regulatory coping behaviors. Journal of business venturing, 26(2), 226-238. 
Petersen, M. A., & Rajan, R. G. (1994). The benefits of lending relationships: Evidence from small business data. The journal of finance, 49(1), 3-37. 
Stiglitz, J. E., & Weiss, A. (1981). Credit rationing in markets with imperfect information. The American economic review, 71(3), 393-410. 
Sund, L.-G., Melin, L., & Haag, K. (2015). Intergenerational ownership succession: Shifting the focus from outcome measurements to preparatory requirements. Journal of Family Business Strategy, 6(3), 166-177. 
Tagiuri, R., & Davis, J. A. (1992). On the goals of successful family companies. Family Business Review, 5(1), 43-62. 
Umans, I., Lybaert, N., Steijvers, T., & Voordeckers, W. (2020). Succession planning in family firms: Family governance practices, board of directors, and emotions. Small Business Economics, 54(1), 189-207. 



2

