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ABSTRACT

This paper examines how family businesses’ characteristics and deviation from
one-share-one-vote affect their financial leverage.

Family businesses are a special ownership structure in Taiwan. Considering family
members’ own benefits and under-diversified risk, family businesses have incentives to
adjust their financial leverage for reducing potential risk and expropriating minority
shareholders. We use three stages least squares method to solve the endogeneity problem
and investigate whether financial leverage of family businesses are different from that of
non-family businesses. Moreover, we consider the unique characteristics of family
businesses and suggest that there may be non-linear relationship between deviation and
financial leverage.

The results support the hypothesis that family businesses tend to use more debt for
reducing the potential risk and maintaining their private control benefits. Moreover, there
is a U-shape non-linear relationship between deviation and financial leverage for family
businesses. Finally, although most directors of family businesses are family members,
outside directors still can mitigate the wealth expropriation behavior in family

businesses.

Keywords: Family Business, Capital Structure Decision, Deviation, Board of Directors,
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