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How does a succession influence investment
decisions, credit financing and business performance
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Abstract
We examine the influence of succession in small and medium-sized family businesses
by focusing on investment decisions, credit financing, and business performance. Using
data on German SMEs, we find that the succession event affects investment behavior
negatively before but positively after the transfer takes place when compared to firms
without any succession intentions. With respect to performance, we show that firms’
growth rates increase after succession has taken place. Although hypothesized, we find
no empirical evidence to suggest that banks tend to reject successors more often than
they reject other business owners when deciding to extend credit to firms for invest-
ment purposes.
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Introduction

While successions are of considerable economic importance to national economies,
they are also one of the most difficult challenges to master in the lifecycle of a family
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firm (Pyromalis and Vozikis 2009; Handler 1994). The succession event is a process
(Handler 1994) during which management power and ownership is transferred step-by-
step (Le Breton-Miller et al. 2004; Block et al. 2011). Thus, such transitions are not
completed until ownership is fully transferred to the next generation of business owners
(Nordqvist et al. 2013; Handler 1994). Consequently, interpersonal dynamics render
such ownership transitions unique and critical events for predecessors as well as their
successors (Lambrecht 2005). In transitions from the first generation to the second, for
example, the decision-making processes during the succession are difficult to master
because both parties have no ex ante knowledge or experience about (one-time)
successions – as is the case with repeatable business procedures (Sonfield and Lussier
2004; Cabrera-Suarez et al. 2001). Moreover, both actors have to find their way to deal
with this specific decision-making process. Predecessors have to decide if, how, when,
and to whom they would like to transfer their family business. Potential successors
have to be willing and competent enough to take over the family business (Cabrera-
Suarez et al. 2001; McMullen and Warnick 2015). This willingness can result from
their commitment to the family and the business itself as well as the economic
condition of the family business to ensure the wealth of the family in the future
(McMullen and Warnick 2015; Le Breton-Miller and Miller 2013; DeTienne and
Chirico 2013).

As a result, business transitions involve novel management problems that the
respective business partners must solve on their own. Moreover, once made, such
business decisions are more or less irreversible and often deprive the former owner of a
role or task to which he or she has devoted his or her entire life (Molly et al. 2010; Le
Breton-Miller et al. 2004; Harvey and Evans 1995). Also, framework conditions that
accompany successions like specific laws, regulations, and taxes are perceived as an
additional burden. Mistakes during the succession process can therefore have an impact
on the future financial endowment and, consequently, will influence future opportuni-
ties of the family business. For this reason, much research in the family business field
emphasizes that early succession planning activities are of utmost importance to
optimize the outcomes of business succession (Handler and Kram 1988; Gilding
et al. 2015; Sharma et al. 2003).

Given these arguments, it is of little surprise that family business succession is one
of the most important foci in family business research (Xi et al. 2015). However, the
literature examining the effects of such transition processes is still somewhat inconclu-
sive and data about succession processes are relatively scarce (Bocatto et al. 2010). For
example, in their literature review, Nordqvist et al. (2013) noted that there is still a
pressing need to study the conditions surrounding the transfer of ownership in family
businesses and their consequences. These conditions frame the succession process in an
entrepreneurial context. From this point of view, the succession event is a process in
which new owners enter the business and add new capital and resources that have
consequences for firm processes and outcomes like growth (Nordqvist et al. 2013).

Following this line of thought, we propose that new family business owners do not
only bring in their own resources but also tap the resources of the family business
(Cabrera-Suarez et al. 2001). The perceived and evaluated resources are also an
important dimension of the decision-making process; i.e., if a takeover makes sense
from a successor’s point of view in terms of future business performance. This
perspective on succession underlines the complexity of the process and the decisions
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that need to be taken during succession planning and the realization phase (Le Breton-
Miller et al. 2004). Moreover, in our paper we respond to the call of many researchers
in this domain of research who have stressed the need for additional theoretical lenses
and empirical approaches to capture the complexity of business succession processes in
its different dimensions (Daspit et al. 2016; Madison et al. 2016; Handler 1994).
Specifically, research regarding investment behavior, credit financing, and subsequent
performance in the context of the succession event is still in its infancy and the
literature has just begun to recognize these topics to be important for research (Molly
et al. 2010; Wennberg et al. 2011; Xi et al. 2015; Hillier et al. 2018). New develop-
ments in family business research show, in particular, that agency behavior is a relevant
issue also in the family businesses context (Williams Jr et al. 2018; Schulze et al. 2003).
Indeed, distinct agency behavior can occur between family members, who plan or take
over the succession for different reasons, as well as between family businesses and
other actors involved in the succession process, such as banks, who show an early
interest in who could be a potential successor to minimize risks (Schell et al. 2018;
Schulze et al. 2003). Consequently, it makes sense to apply agency theory when
considering different parties involved in a succession event and to include them in
the analysis.

The aim of the paper is therefore to gain deeper insights into the impact of the
succession event on investment decisions, credit financing and firm performance. By
doing so, our paper seeks to answer the following research questions: How does the
succession process influence investment decisions in the pre-and post-succession-phase
(i.e., before and after the final transfer of ownership has taken place); How do
investment decisions affect subsequent firm performance; Do credit constraints play
a role in the context of succession events?

We consider it especially fruitful to explore these particular questions because of the
high number of business transfers each year all over the world and the potential losses
in productive capital and jobs that may occur when these successions fail (Habbershon
and Williams 1999; Handler 1994). Moreover, given the much discussed financial
restriction that is said to be imposed especially on new business owners (Backes-
Gellner and Werner 2007; Molly et al. 2010), the study at hand can shed more light on
the question of whether such succession decisions really affect access to debt financing.

Taking into account agency theory, we considered the succession process in family-
owned companies and also included the role of financing by banks (Akerlof 1970;
Williams Jr et al. 2018). With the use of data from the Kreditanstalt für Wiederaufbau
(German Reconstruction Loan Corporation, KfW), the only representative data source
on SMEs in Germany, we find that former business owners are less likely to invest in
their firm prior to ownership transfer as compared to companies not faced with such
takeover events (investment backlog hypothesis). However, we also show that this
investment deficit is counterbalanced by investments of the new owner as early as
within one year after the takeover has occurred (investment incentive hypothesis).
Moreover, our analysis provides evidence that, following company acquisition, the
new business owner generally seeks a new business strategy. That is, the new business
owner seems to take advantage of new growth opportunities which are reflected in
higher turnover growth rates and more optimistic turnover and return in equity forecasts
as compared to other businesses (growth impulse hypothesis). Last but not least,
although hypothesized, our analysis provides no empirical evidence to suggest that
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credit institutions reject loan applications of new business owners more often than those
of established business owners (financial restriction hypothesis).

We consider that our paper makes the following main contributions. First, to the best
of our knowledge, no previous study uses a rich dataset to test how succession
simultaneously affects investment decisions, credit financing, and business perfor-
mance in family businesses. Second, we contribute to the literature by broadening
collective knowledge about the influence of a business succession on the willingness
and ability of successors to borrow debt capital from banks (Parker 2016). Third, our
study adds to the research base by examining in detail the impact of succession on
subsequent business development (Ahrens et al. 2019).

The remainder of the paper is structured as follows. We begin by discussing the
findings of previous studies related to our research questions and outline a conceptual
framework for our empirical analysis. Then, we test several hypotheses by drawing on
representative data on SMEs in Germany. Finally, we conclude with a discussion of our
main results, limitations of our analysis, and suggestions for future research.

Conceptual framework

Studies focusing on information asymmetries among predecessors, successors, and
other stakeholders (e.g., banks) (Davis and Harveston 1999; Giambatista et al.
2005; Dehlen et al. 2014; Miller et al. 2007) point to agency problems in the
succession process that originate from family conflicts or dysfunctional altruistic
behavior (Madison et al. 2016; Schulze et al. 2003). These factors can manifest
themselves in several ways, such as risk-averse behavior of actors, a lack of
financial resources, and an overall reluctance to grow (Schulze et al. 2003; Kaye
and Hamilton 2004; Zellweger and Kammerlander 2015; Shepherd and Zacharakis
2000). In this context, a related stream of literature examines the antecedents of
succession events and their subsequent effects on performance, highlighting the
role of investment behavior (De Massis et al. 2008), changes in goals (Kotlar and
De Massis 2013; Williams Jr et al. 2018), ownership dispersion (Schulze et al.
2003), and competencies and skills (Barach and Ganitsky 1995). In the aggregate,
most studies in the extant literature have found evidence for a performance change
in family firms after an ownership transfer takes place. However, both positive and
negative effects have been identified (Diwisch et al. 2009; Molly et al. 2010;
Wennberg et al. 2011; Bennedsen et al. 2007). In what follows, we will describe a
conceptual framework via which we propose a set of hypotheses predicting
specific behavioral effects in the context of the business succession process.

Generally, a business succession involving the transformation of ownership and
management rights can be described as a handover or takeover (Le Breton-Miller et al.
2004). The depiction depends on the perspective from which the transfer of these
ownership and management rights is viewed. From an economics perspective, a
handover can be seen as the liquidation of all of the tangible assets, financial assets,
and intangible assets tied up in the business and their transfer into the private assets of
the previous business owner (divestment). From the perspective of the new business
owner, the transaction represents an investment in future earnings from entrepreneurial
activity (DeTienne 2010).
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We frame our theoretical analysis within the perspective of investment and financial
theory under uncertainty and assume that information asymmetries also exist in a
takeover process between the predecessor and the successor in the family business
context (Madison et al. 2016). In the German tax and legal system, various options for
transferring shares exist (e.g., donation, heritage, and purchase), but in every case
financial costs like bureaucracy costs and taxes occur (Felden and Pfannenschwarz
2008; Olbrich 2005). Moreover, management resources are needed to plan and realize
the ownership transfer, so an investment of tangible and intangible assets is needed
from both actors. Thus, also where the family business is transferred internally,
contracting situations with principals and agents occur (Lubatkin et al. 2005). On the
one hand we assume that the former business owner has an informational edge over the
new business owner, which will affect the purchase price of the takeover and other
contracting conditions such as pension plans, life estate, or other liabilities towards the
former generation (DeTienne 2010; Dehlen et al. 2014; Kammerlander 2016). On the
other hand, the potential successor is the one who knows best if he/she is willing to take
over the family business which is nowadays no longer self-evident because the
predecessor has a need to have a willing and competent successor (McMullen and
Warnick 2015; Zellweger et al. 2011; Williams Jr et al. 2018; De Massis et al. 2016).
Extant research shows, for example, that such principal-agent conflicts can also arise in
family businesses and there are tentative hints that they are also prevalent in the
business succession situation (Madison et al. 2016). More generally, both actors have
information which they can use to influence the contracting situation before and during
the business succession process. Consequently, following this line of thought, we
propose that agency behavior can exist in family business internal succession processes
as well as principal-principal-situations which can occur (Madison et al. 2016;
Zellweger and Kammerlander 2015; Schulze et al. 2003).

Financial theories are generally based on the assumption that individuals behave in a
rational manner; that is, with the objective of maximizing their expected utility.
Following this neoclassical postulate, former family business owners will have a strong
incentive to engage in fewer investment activities than would otherwise be the case, as
their investment planning horizon is fixed to the date of divestment; that is, the point in
time when the transfer in ownership is scheduled to take place (Le Breton-Miller et al.
2004). In a related vain, it can be argued that in the period after these investments have
taken place (but before the actual takeover event) new market information may become
available. Taking this into account may indicate that the forecasted investment payoffs
will be less favorable than expected at the time when the investment was made, thereby
reducing the profitability of the business and the price that the successor will be willing
to pay to the predecessor (Handler 1994; Kammerlander 2016; Lee et al. 2003).
Moreover, the family business has to be in good economic condition and should be
evaluated as an attractive opportunity by potential successors, because the pool of
potential internal (and external) successors is limited (Sharma and Irving 2005; Basco
and Calabrò 2017). Although internal business succession is the preferred option in
most family firms, for example because from the view of former business owners it
allows preservation of socioemotional wealth through generations (Carr et al. 2016;
Miller et al. 2003; Basco and Calabrò 2017), it is no longer self-evident that potential
successors are always willing to take over the family business (Zellweger et al. 2011).
Consequently, succession also has to be an attractive career option for internal
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candidates; that is, basis conditions like the financial strength of the firm will be
important factors in the successor’s decision-making process. In line with this argu-
ment, former family business owners may also reduce former investments because a
high stock of equity could be more attractive for potential (internal) successors than a
high stock of debt. Moreover, as already noted, a business succession process needs a
large amount of resources for handling taxes, laws, and bureaucracy (Bjuggren and
Sund 2005; Yu et al. 2012; Miller et al. 2003) and reducing investments before the
succession may be one way of providing these resources to the successor. Thus,
following this line of reasoning, it can be argued that former owners will have a strong
aversion to making long-term investment decisions shortly before transfers in owner-
ship (Chrisman and Patel 2012; Ajzen 1985; De Massis et al. 2008).

In contrast, because downsizing investments in the pre-succession phase may reduce
the value of a company, an upcoming succession could also motivate the former owner
to increase his or her investment activity to make the business more attractive to
potential successors and, consequently, to increase the perceived value of the business
(Kimhi 1997). Thus, it is conceivable that investments will increase before transition
and predominantly involve those investments that increase the value of the business in
the short run; that is, until the takeover occurs. As such, the practice of increasing the
value of a company in favor of the former owner just prior to the effective date of the
takeover could also be purely opportunistic in nature and labeled as “window dressing”.
In this case, one would have to assume that a positive relationship exists between a
forthcoming business succession and investment activities.

In sum, we therefore formulate the following two competing hypotheses:

Hypothesis 1a: Investments are lower in family firms in a pre-succession phase
compared to family firms without any succession plans (investment backlog
hypothesis).
Hypothesis 1b: Investments are higher in family firms in a pre-succession phase
compared to family firms without any succession plans (window dressing
hypothesis).

Investments are an essential prerequisite for business growth and a reduced
willingness of the predecessor to invest prior to a takeover event may have a
negative impact on a firm’s subsequent growth (Ward 2011). Consequently,
reduced investment activity by the former owner can influence the investment
behavior of the new owner after the transmission of ownership has taken place. On
the one side, the new owner has to establish conditions conducive to restructuring
the business through new investments; on the other, financial sunk costs can lower
the successor’s proclivity to take risk and investment actions after the takeover of
the business (Shepherd and Zacharakis 2000).

Nevertheless, a healthy family firm and financial conditions which offer possibilities
to “reinvent” the business should be more attractive for potential successors (Ward
2011; Jaskiewicz et al. 2016; Basco and Calabrò 2017). Moreover, the view that family
business succession is an entrepreneurial process offers fruitful insights. That is,
successors insert their own financial (as well as social and human) capital and use
the business succession process as an opportunity to promote entrepreneurial activities
(Nordqvist et al. 2013; Ahrens et al. 2019). Open investment decisions, a stock of
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equity, and financial possibilities will positively influence such entrepreneurial activi-
ties (Ahrens et al. 2019). Successors will restructure the company in line with their own
set of objectives, thereby mobilizing future business potentials and triggering a spurt in
growth (Kotlar and De Massis 2013). Therefore, the investment activity of the new
owner after the takeover can be seen as strategic, affecting performance of the business
in the longer term.

Consequently, and irrespective of the investment activities of the predecessor, the
succession event will trigger additional investment activities to promote entrepreneurial
activities after the succession event has taken place and will spur post-succession
performance.

Therefore, we hypothesize the following:

Hypothesis 2a: Investments are higher in family firms in a post-succession phase
compared to family firms without any succession plans (investment incentive
hypothesis).
Hypothesis 2b: Performance is higher in family firms in a post-succession phase
compared to family firms without any succession plans (growth impulse
hypothesis).

Finally, it can be argued from a principal-agent perspective that information
asymmetry problems between potential financiers and new business owners are
also greater compared to the case where companies have not changed hands
(Akerlof 1970). As described above, the successor is confronted with the task of
having to redirect the company, which involves considerable investments (Harvey
and Evans 1995). At the same time, outside financiers have little reliable data to
draw on as a benchmark to evaluate the quality of the new business owner as well
as his or her new business strategy - resulting in well-known adverse selection
problems and credit rationing (Stiglitz and Weiss 1981). Creditors concerned
about adverse selection may ration credit, finance only a fraction of assets and
operations, or claim high collateral (Cressy 1996; Binks and Ennew 1996). This
can lead to financing problems (i.e., a negative effect on the ability to gain access
to debt credit), which may hinder the implementation of newly planned investment
programs in the context of succession. Moreover, financial problems can also arise
because financing the business takeover may have already fully exhausted the
financing options of the new owner and his/her potential collateral, so that the new
owner themselves could be forced to postpone investments. Overall, then, we
expect in these cases that, after the takeover event has occurred, companies may
experience reduced investment activity due to financial constraints (De Massis
et al. 2008; Koropp et al. 2013). In sum, strong information asymmetries exist in
the succession context because external financiers’ (e.g., bank employees) knowl-
edge about the skills and traits of the new successor is limited (Madison et al.
2016) and the selection process vis-à-vis internal candidates in family firms is
often perceived as unprofessional, which can reinforce the feeling of existing
information asymmetries (Stewart and Hitt 2012; Jaskiewicz et al. 2013). In this
setting, banks, for example, may be less willing to provide debt capital to new
owners in the post-succession phase of a company (Barach et al. 1988; Lee et al.
2003). Therefore, we hypothesize the following:
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Hypothesis 3: The availability of debt credit is lower for family firms in the post-
succession phase compared to family firms without any succession plans (financial
restriction hypothesis).

Data and variables

Data Set The empirical component of this paper is based on the KfW (Kreditanstalt für
Wiederaufbau) SME Panel, which was made available to one of our researchers by the
KfW during a joint research project. The data sources for this study are consecutive
surveys conducted over the 2002–2006 period. The starting point for the statistical
analysis is the survey taken in the year when the succession event has occurred (ts).
From this point of origin, the wave details from other survey waves (i.e., before and
after a succession event) were linked. In addition, a sample of companies that had not
undergone succession and does not plan to do so in the near future was included for the
purpose of comparison (hereafter referred to as “reference companies”). Due to data
restrictions, the period covered by statistical analyses starts one year before and ends
two years after the takeover (ts-1 until ts + 2).

Note that the data set has both cross-sectional and time-series (panel) dimensions.
Essentially, the data consist of pooled cross sections sampled from a large population in
different years, that is, from 2002 to 2006. However, we are able to follow some of the
firms – e.g., those that had recorded a succession event – across time. Based on these,
and to test hypotheses 1a, 1b, 2a, and 2b (using turnover growth rates (in percent) for
the first and second year after succession as the dependent variable), we estimate
separate regression models in the pre- and post-succession phases. The reason for using
separate pooled cross-sectional data sets in the pre- and post-succession phase is to
increase the sample size in the regression models.

The data cover small- and medium-sized firms with turnovers of less than €50
million and less than 500 employees. Moreover, we frame the sample only in terms of
the owner-managers of SMEs, as they are perceived to be the most knowledgeable
about firms’ practices and strategic decisions (Block et al. 2011; Handler 1994). Finally,
in our analysis, we only include those business successions that are still within family
property after the succession event. Thus, as noted above, we analyze internal business
successions of family firms.

Dependent Variables To test hypotheses H1a, H1b, and H2a (i.e., investment backlog
hypothesis, window dressing hypothesis, and investment incentive hypothesis, respec-
tively), detailed information of companies investment decisions in the pre- and post-
succession phase was used. Specifically, (i) the investment probability (a binary
variable, which takes on the value of “1” if the firm has invested and “0” otherwise)
and (ii) the investment volume (in Euros) in the pre- and post-succession phase was
analyzed. To test H2b (growth impulse hypothesis), the following measures of post-
succession business performance were used. First, two subjective success indicators
that capture expected turnover and expected return. That is, after the takeover had
occurred, the new business owners were asked to estimate whether their turnover would
increase, remain the same, or decrease and whether their profitability would improve,
remain the same, or deteriorate in the following two years. Second, to capture real
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business performance, information on the turnover growth rates (in percent) for the first
and second year after succession was utilized. Finally, to test H3 (financial restriction
hypothesis), we used detailed information on specific banking lending patterns. First, to
analyze bank induced financial restrictions directly, the businesses were asked to
comment on the financing aspects of their investments. To this end, they were given
the following response options in the questionnaire: “The business did not make (and
did not plan) any investments during the period under review”; “The business made
investments during the period under review, but these investments were made without
prior negotiation or participation by banks”; “The company undertook investment
activity, yet after bank negotiation, the company did not accept the loan offer from
the bank”; “The company undertook investment activity without financing assistance
from the bank since, after negotiation, no loan offer from the bank was made”; “All
investments were made with the assistance of bank loans.” Second, to account for
investment success in the context of such bank induced financial problems, the business
owners were additionally asked whether the businesses had invested as planned or less
than planned during the period under review. In our regression models, both direct
effects and the effect of financing problems with banks on real investment success were
taken into account.

Independent Variable For our regression analysis, a “takeover” business is defined as a
business that was taken over in 2002 or later and was founded prior to 2001. In this
way, we can be suitably sure that turnover (and not start-up) effects are being analyzed.
The reference companies are defined as companies that were taken over before 1999 or,
if the year of takeover is not known, were founded before 2001 and have not been the
subject of any takeovers since. In total, we have information on up to 520 takeovers
(coded as “1” because the succession event occurred in the covered period) and around
14,000 reference companies (coded as “0” because a succession event had not occurred
in the above mentioned time frame) in the data set.

Control Variables Besides these dependent variables and the takeover variable, we
included different control variables that are important with regard to the succession
decisions of SMEs (e.g., Diwisch et al. 2009; Molly et al. 2010). That is, in the
empirical models discussed below, we regress the observed decisions of investments,
business performance, and financial constraints based on the firm’s age, the number of
its employees, its industry, the degree of its internationalization, and its location.
Although the selection of elements included in our estimation models is, in part,
data-driven, we are confident that we have included those determinants that are most
salient to the succession process from a firm-level perspective.

A description of the variables used in this process of hypotheses testing is reported in
Table 1. The means and standard deviations of all variables included in the econometric
models, as well as their bivariate correlations, are presented in Table 2.

Analytical approach

For all models with dichotomous dependent variables, we constructed Probit regres-
sions. To reiterate, these dependent variables are as follows: investment probability,
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future expectations on return and turnover, and investment success (Tables 3, 6, and 8,
respectively). Because the dependent variable for investment volume has a lower limit
of “0” (non-investing businesses), a Tobit model was used (Table 4). The dependent
variable in the model for determining credit restrictions is nominal (with the five
characteristics described above), so a multinomial response model was estimated
(Table 7). The last model with a continuous dependent variable (turnover growth rate)
was estimated using OLS with standard errors robust to heteroskedasticity (Table 5).
Estimation results (coefficients) are presented as marginal effects evaluated at the
multivariate means of the (other) independent variables.

Finally, it should also be noted that we employed a hierarchical block-building
approach with regard to the question of whether bank-induced financing problems are
responsible for a shortfall in investment in the case of takeovers (Table 8). Here, model

Table 1 Variables and operationalization

Variable Item Description

Takeover: Firm belongs to the group of takeover companies (1 = yes, 0 = no)

Investments (H1a, H1b, H2a)

Probability: Probability of investing in the pre- and post-succession phase (1 = yes,
0 = no)

Volume: Volume of investment in the pre- and post-succession phase (in Euros)

Turnover Growth Rates und Future Expectations (H2b)

Growth Rate: Growth rate turnover in the two years following succession (in percent)

On Return: Return expectations in the two years following succession (1 = better,
0 = other)

On Turnover: Turnover expectation in the two years following succession (1 = better,
0 = other)

Financing Restrictions (H3)

Credit Restrictions: Credit restrictions in the post-succession phase (1 = No investments planned /
made, 2 = Investments planned / made, but bank declined loan request,
3 = Investments planned / made but firm received no loan offer from bank,
4 = Investments made with bank loans, 5 = Investments made without ex
ante applying for a bank loan)

Credit Restrictions and
Investment Success:

Investment success in the post succession phase (1 = invested less than
planned, 0 = invested as planned)

Controls

Firm’s Age: Age of business in tn (in years)

Firm’s Size: Number of employees in tn

Location: Business location in tn (1 = East Germany, 0 =West Germany)

Degree of Internationalization: Degree of internationalization in tn (1 = ratio of exports in turnover is at least
10%, 0 = less than 10%)”

Industry Sectors: “Six indicators (manufacturing, building, retail, wholesale, services,
other = Reference)”

Survey Years: “Five indicators (2002–2006, 2005 = reference)”

tn = from one year before to two years following the takeover event; ts-1 = one year before the takeover event;
ts = takeover year; ts + 1 = one year after the takeover event; ts + 2 = two years after the takeover event

Source: KfW SME Panel
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Table 3 Probit estimation results – investment probabilities

Pre-Succession Post-Succession

Model ts-1
dF/dx1

Model ts
dF/dx1

Model ts + 1
dF/dx1

Model ts + 2
dF/dx1

• Takeover −0.288*
(−2.06)

0.122**

(4.33)
0.073
(1.09)

−0.043
(−0.57)

• Firm’s Age 0.00016
(0.59)

0.00012
(0.78)

0.00003
(0.09)

−0.00004
(−0.10)

• Firm’s Size 0.003**

(9.94)
0.003**

(18.21)
0.004**

(11.81)
0.003**

(8.13)

• Location −0.021
(−1.04)

−0.034**
(−3.06)

−0.015
(−0.74)

0.041
(1.55)

• Degree of Internationalization 0.091**

(3.48)
0.085**

(5.78)
0.132**

(4.91)
0.047
(1.30)

Constant 0.246
(1.21)

0.144
(1.19)

0.245
(1.28)

0.0868
(0.36)

LR-Chi2 Test 199.20** 745.12** 294.11** 120.93**

Pseudo R2 0.055 0.065 0.075 0.057

t-statistics in parentheses; + p < 0.10, * p < 0.05, ** p < 0.01. 1 Marginal effects. All regressions additionally
include variable controls indicating industry sector and survey years

Source: KfW SME Panel

Table 4 Tobit estimation results – investment volumes

Pre-Succession Post-Succession

Model ts-1
dF/dx1

Model ts
dF/dx1

Model ts + 1
dF/dx1

Model ts + 2
dF/dx1

• Takeover −135841*
(−2.38)

65897**
(2.67)

61,253
(1.20)

−19,604
(−0.59)

• Firm’s Age 1612**
(14.49)

2295**
(27.56)

2145**
(16.34)

1804**
(13.96)

• Firm’s Size 362*
(2.49)

214+
(1.79)

172
(0.86)

−89
(−0.47)

• Location 3224
(0.29)

−15,706+
(−1.78)

−2807
(−0.21)

−10,522
(−0.82)

• Degree of Internationalization 69713**
(4.48)

88374**
(7.21)

84476**
(4.38)

36042*
(1.96)

Constant −301,682.2*
(−2.28)

−226,389.5*
(−2.07)

−247,594.9
(−1.51)

−161,439.8
(−1.18)

LR-Chi2 Test 345.45** 1169.30** 406.24** 259.76**

Pseudo R2 0.008 0.007 0.009 0.010

t-statistics in parentheses; + p < 0.10, * p < 0.05, ** p < 0.01. 1 Marginal effects (censored). All regressions
additionally include variable controls indicating industry sector and survey years

Source: KfW SME Panel

434



International Entrepreneurship and Management Journal (2021) 17:423–446

1 includes control variables only. In model 2, we entered control variables and financial
constraint variables as moderator variables, whereas the final model 3 additionally
contains interaction terms to test if takeovers are confronted with stronger debt credit
constraints than the reference companies without a succession event. That is, if the
interaction term “Takeover * Firm declined Credit Offer” and/or “Takeover * Bank
made no Credit Offer” is positively significantly related to the outcome variable (i.e.,
firms have invested less than planned), this can be used as empirical evidence that
takeover firms experience reduced investment activity due to financial constraints.

Results

Tables 3, 4 and 5 present the results of multivariate analyses for determining investment
probabilities, investment volumes, and turnover growth rates from one year before to
two years after the takeover. The variable of interest is the takeover variable, which
takes the value of 1 if a takeover takes place during this period of time or takes the
value of 0 if this is not the case.

As noted, the coefficients of the independent variables reflect marginal effects. That
is, in the case of the takeover variable, the coefficient gives us information about how
different success indicators change when a company is taken over. In the case of
investment probabilities (Table 3), for example, the takeover coefficient is β = −.288
(p < .05) one year before the takeover and β = .122 (p < .01) in the year after the
takeover event. This means that, when controlling for the other variables, takeover
companies are associated with a negative investment probability of 28.8% one year

Table 5 OLS estimation results – turnover growth rates in the post-succession phase

Post-Succession

Model ts + 1/ts Model ts + 2/ts

• Takeover 0.145+

(1.82)
0.208+

(1.74)

• Firm’s Age −0.000453+
(−1.72)

−0.000853*
(−2.05)

• Firm’s Size 0.0000647
(0.26)

0.000645
(1.38)

• Location −0.0148
(−0.81)

−0.00585
(−0.20)

• Degree of Internationalization −0.00361
(−0.15)

0.0525
(1.33)

Constant 0.0625
(0.79)

0.0304
(0.39)

F-Test 1.85* 2.01*

R2 (adjusted) 0.007 0.014

t-statistics in parentheses; + p < 0.10, * p < 0.05, ** p < 0.01. All regressions additionally include variable
controls indicating industry sector and survey years

Source: KfW SME Panel
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before the takeover date. In contrast, takeover companies show a 12.2% higher
investment probability in the year directly following the takeover event. It is worth
bearing in mind here that the level of investment volume in the takeover year took place
after the succession event and is not distorted by the effect of the purchase price of the
company, that is, information on personal funds and company funds has not been
pooled. The coefficient of the takeover variable in the estimates one year after the
takeover, although positive, is statistically insignificant. The same holds with respect to
the coefficient estimate two years after the takeover event. In other words, there is no
difference between takeover companies and reference companies at one and two years
after the takeover in terms of investment probabilities.

Similar results can be observed when one considers investment volumes (Table 4).
Compared to the reference companies, takeover companies show, on average, a
€135,000 lower investment volume one year prior to the takeover. In the year directly
after succession, however, takeover company investment volume is about €66,000
more than that of the reference companies. Likewise, in both years after the takeover,
there is no statistical difference between the two types of companies as far as invest-
ment behaviors are concerned. Thus, in sum, hypotheses H1a (investment backlog
hypothesis) and H2a (investment compensation hypothesis) are supported while H1b
(window dressing hypothesis) can be rejected.

The econometric results in Table 5 show that, compared to the reference companies,
the takeover companies have significantly higher turnover growth rates two years
following the takeover event, compared to the reference companies. Therefore, by this
time, the takeover companies appear to have succeeded in offsetting the drop in
turnover growth rate induced by the takeover process. Table 6 shows multivariate
estimates pertaining to subjective turnover and return expectations. In both cases, a
positive coefficient can be interpreted as a probability of a positive expectation of return
and turnover in the 24 months following the succession event. The coefficients of the
takeover variable in both models are positive and statistically significant. The proba-
bility of a positive return estimate in the case of a takeover company is 6.8% higher
than that of a reference company. The probability of a positive turnover estimate in the
case of a takeover company is 7.9% higher than that of a reference company. Overall,
then, H2b (growth impulse hypothesis) is supported by our empirical analysis.

Table 7 shows the results of the multinomial analysis concerning possible direct
credit restrictions with regard to investments for the post-succession phase (i.e., the
period directly after and one year after the takeover event has occurred). As described
above, bank-induced financing problems were measured by asking the companies if
they made or planned investments under the condition that (a) after negotiating with the
bank, the company did not accept the loan offer from the bank or that (b) after
negotiation, no loan offer from the bank was made. The reference category in this
multinomial model was composed of companies with no reported bank-induced fi-
nancing problems. The results show that, both directly and one year after the takeover
event, no significant differences are revealed between takeover companies and refer-
ence firms with respect to possible bank-induced financing problems. In other words,
takeover companies are not more likely to be rejected by banks when applying for a
bank loan.

Finally, in Table 8 we analyze whether, after the succession event, the businesses
invested less than planned (“1”) compared to the situation of having invested as
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planned (“0”) and whether bank-induced financing problems, in the case of business
succession, are responsible for a possible shortfall in investment. Here, three models
were specified and in all cases, companies that had not invested at all in the period
under review (and did not plan to do so) were excluded from the analysis. Model 1 in
Table 8 shows that, compared to the reference companies, the takeover companies
invested significantly less than planned, with a 10.1% higher probability. Model 2
additionally uses information from the credit restriction equation from Table 7. That is,
the dependent variable in Table 7 was recoded in such a way that both characteristics
indicating financing problems with banks can be included in the new calculations as
independent dummy variables. Both variables now take on the value of “1” in the case
of credit restrictions, whereas problem-free bank financing is reflected by a value of
“0”. As expected, the results of the second model, which includes the credit restriction
variables, show that businesses with bank problems have a significantly higher prob-
ability of investing less than planned. Specifically, companies that have refused a loan
offer made by banks have a 15.2% higher probability of investing less than originally
planned, and companies that, despite negotiations with the bank, have received no loan
offer have a 45.2% higher probability of investing less than planned. Additionally,
compared to the reference companies, the takeover companies still show a significantly
higher probability of investing less than planned (+8.9 percentage points) – even after
controlling for bank-induced financing problems. This finding can be taken as the first
hint that problems of access to credit cannot be assumed to be responsible for a strong
tendency towards investment shortfalls by takeover companies. Moreover, this finding
is also supported by the third model specification, in which two additional interaction
terms were introduced. These interaction terms capture the joint influence of the
takeover variable and the credit restriction variables; that is, the introduction of both

Table 6 Probit estimation results – future expectations on return and turnover in the post-succession phase

Expected Return
dF/dx1

Expected Turnover
dF/dx1

• Takeover 0.068*

(2.51)
0.079**

(2.80)

• Firm’s Age −0.0006**
(−3.97)

−0. 0009**
(−6.41)

• Firm’s Size 0.0007**

(6.42)
0.001**

(10.04)

• Location −0.094**
(−9.26)

−0.076**
(−6.96)

• Degree of Internationalization 0.088**

(6.60)
0.135**

(9.45)

Constant 0.223+

(−1.81)
−0.329*
(−2.54)

LR-Chi2 Test 393.63** 734.85**

Pseudo R2 0.040 0.073

t-statistics in parentheses; + p < 0.10, * p < 0.05, ** p < 0.01. 1 Marginal effects. All regressions additionally
include variable controls indicating industry sector and survey years

Source: KfW SME Panel
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interaction terms into the model enables us to separately analyze the effect of the
takeover event with regard to credit problems. The interactions proved to be insignif-
icant, which means that, in comparison with reference companies, takeover companies

Table 7 Multinomial estimation results – credit restrictions in the post-succession phase

Reference: All investments were made with the
assistance of bank loans

Model ts
dF/dx1

Model ts + 1
dF/dx1

The company undertook investment activity without financing assistance
from the bank since, after negotiation, no loan offer from the bank was made

• Takeover −0.239 (−1.02) −0.373 (−0.46)
• Firm’s Age −0.00226 (−1.62) −0.00741+ (−1.77)
• Firm’s Size −0.00445** (−4.34) −0.00331 (−1.31)
• Location 0.474** (4.97) 0.0649 (0.24)

• Degree of Internationalization 0.198+ (1.66) −0.0431 (−0.13)
Constant −1.113** (−2.81) −1.232 (−1.42)
The company undertook investment activity, yet after bank negotiation,

the company did not accept the loan offer from the bank

• Takeover −0.409 (−1.58) −0.475 (−0.44)
• Firm’s Age −0.00216 (−1.59) −0.00951+ (−1.75)
• Firm’s Size −0.000242 (−0.30) −0.00249 (−0.86)
• Location −0.0642 (−0.63) −0.120 (−0.37)
• Degree of Internationalization 0.235* (2.00) 0.326 (0.90)

Constant −0.159 (−0.48) −0.578 (−0.74)
The business made investments during the period under review, but these

investments were made without prior negotiation or participation by the banks

• Takeover −0.757** (−4.73) −0.272 (−0.66)
• Firm’s Age −0.00166+ (−1.89) −0.00727** (−3.53)
• Firm’s Size −0.00260** (−4.52) −0.00287* (−2.39)
• Location 0.301** (4.50) 0.248 (1.64)

• Degree of Internationalization −0.0763 (−0.94) −0.204 (−1.17)
Constant 0.361 (1.25) 0.432 (0.81)

The company did not make (and did not plan) any investments
during the period under review

• Takeover −1.022** (−6.12) −0.829* (−1.99)
• Firm’s Age −0.000469 (−0.53) −0.00373+ (−1.88)
• Firm’s Size −0.0163** (−16.53) −0.0220** (−10.94)
• Location 0.340** (5.17) 0.255+ (1.71)

• Degree of Internationalization −0.368** (−4.20) −0.705** (−3.84)
Constant 0.869** (3.20) 1.178* (2.40)

LR-Chi2 Test 1169.08** 433,39**

Pseudo R2 0.047 0.070

t-statistics in parentheses; + p < 0.10, * p < 0.05, ** p < 0.01. 1 Marginal effects. All regressions additionally
include variable controls indicating industry sector and survey years

Source: KfW SME Panel
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do not invest less than planned because of greater credit restrictions imposed by banks
than other companies. Thus, in sum, H3 (financial restriction hypothesis) is not
supported by our data.

Discussion

Business succession is of considerable economic importance because of the high
number of potential such successions per year. Many family firms perceive business
succession more as a time of struggle than as a time for renewal (Ward 1988; Daspit
et al. 2016). Succession planning is therefore crucial to help maximize the chances of a
successful succession and should include planning for the transfer of management and
ownership (Ward 1988; Lee et al. 2003; Le Breton-Miller et al. 2004; Pyromalis and
Vozikis 2009). Strategic planning offers the possibility to use succession as a time for
renewal through innovation or reformulation of strategic plans, for example (Hauck and
Prügl 2015; Kotlar and De Massis 2013). Financial planning and, consequently,
investment decisions before and during business succession will impact the financial

Table 8 Probit estimation results – investment behavior in the post succession phase

1 = Businesses have invested less than planned
0 = Firms invested as planned (=Reference)

Model 1
dF/dx1

Model 2
dF/dx1

Model 3
dF/dx1

• Takeover 0.101**

(2.66)
0.089*

(2.35)
0.081+

(1.90)

• Firm’s Age −0.0004
(−1.62)

−0. 0004
(−1.57)

−0.0004
(−1.55)

• Firm’s Size −0.0004*
(−2.42)

−0.0003*
(−2.01)

−0.0003*
(−2.01)

• Location 0.028
(1.53)

0.022
(1.25)

0.022
(1.25)

• Degree of Internationalization −0.009
(−0.37)

−0.026
(−1.14)

−0.025
(−1.13)

• Firm declined Credit Offer: (1 = yes) 0.152**

(4.96)
0.151**

(4.77)

• Bank made no Credit Offer: (1 = yes) 0.452**

(11.73)
0.448**

(11.15)

• Takeover * Firm declined Credit Offer 0.018
(0.12)

• Takeover * Bank made no Credit Offer 0.050
(0.40)

Constant −0.873*
(−2.08)

−1.393**
(−3.07)

−1.406**
(−3.07)

LR-Chi2 Test 55.10** 208.79** 208.98

Pseudo R2 0.021 0.080 0.080

t-statistics in parentheses; + p < 0.10, * p < 0.05, ** p < 0.01. 1 Marginal effects. All regressions additionally
include variable controls indicating industry sector and survey years

Source: KfW SME Panel
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endowment of the family business and must therefore be viewed as an important part of
succession planning behavior. Therefore, the study at hand dealt with the investment
performance of businesses before and after a takeover by a new owner as well as with
access to financing in the wake of an ownership transfer. This article offers relevant
contributions that stand at the interface of succession, investment decisions, and
performance.

First, this study contributes to the literature concerning business succession in family
firms because there are few empirical studies currently available which have explored
SME successions and their impact on finance and performance over time (Molly et al.
2010; Dyer 2006; Koropp et al. 2013). Moreover, most extant studies which focus on
family business succession, have investigated management succession (Nordqvist et al.
2013). With our study we gain deeper insights into the transfer of ownership and its
impacts on investments and performance. We show that investment decisions before
and during the business succession process have an impact on ownership transfer and
the long-term performance of family businesses. Through this, we underline that there
is a need for future research in this domain to focus more on the ownership side of
succession.

Second, following a call in the literature for the use of more theoretical lenses to
understand family business behavior and especially the business succession situation
more comprehensively, this study uses principal-agent theory to gain deeper insights
(Madison et al. 2016; Daspit et al. 2016). With our theoretical model, and indeed some
of our empirical results, we are able to offer new hints that agency behavior exists in the
internal family business succession process. We argue that both actors are able to act as
principal and agent, thus principal-principal situations can also occur. This finding has
an impact on understandings of business succession in general. Further, if internal
succession is understood as a contracting situation in which principal and agent operate,
and with focus on ownership transfer under financial uncertainty, both actors are able to
use their role to influence the succession process and the alignment of goals during this
process can also be understood as part of the contracting situation (Kotlar and De
Massis 2013; Williams Jr et al. 2018).

Third, with our study we were able to show that a decrease in business
investment in takeover companies occurs one year before the takeover date. An
upcoming takeover causes the former owner to reduce investment activity. The
probability of investment in the year before the takeover is clearly lower in
takeover companies than in other companies. Moreover, even if we only focus
on those firms that invested, takeover companies reveal, on average, lower
investment volumes than investing reference companies one year before the
takeover event occurs. The investment backlog hypothesis (H1a) was confirmed.
This restrained investment offers the opportunity for successors to invest on their
own in, for example, innovative activities and through this they are responsible for
future business development (Hauck and Prügl 2015; Ahrens et al. 2019). Conse-
quently, the window dressing hypothesis (H1b) was not confirmed. This finding
offers insights that predecessors miss investment opportunities and following this,
investment and innovation stagnation may occur. This would hamper successful
business development after business succession and renders succession more of a
burden than an opportunity for renewal (Miller et al. 2003). Keeping this in mind,
and the fact that the data only include successful business takeovers, our results
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may give some clues as to why so many business successions actually fail. It is
possible that former business owners of firms that could not be transferred may
have neglected business investments to a greater extent than is the case with
former business owners of successful takeovers, thereby reducing the profitability
of their companies and making them unattractive to potential successors (Dehlen
et al. 2014; Kammerlander 2016).

Fourth, we were able to show that positive effects of restricted investments in
the pre-succession phase exist in the post-succession phase. The investment
incentive hypothesis (H2a) was confirmed and we found broad empirical evidence
for the growth impulse hypothesis (H2b). With the introduction of new owners,
takeover companies experience a sharp upward movement in investment activity
in the takeover year that exceeds the corresponding level of investment volumes in
reference companies. In the two years following the transference of ownership,
there is no discrepancy in the investment performance of these two types of
businesses. From these results, we conclude that the slowdown in investment
ceased within the first year of takeover. After the takeover of a business has
occurred, the new owner not only compensates for the reduced investment activity
of the former owner but also strives to give the business a new direction by
restructuring the company and triggering a spurt in growth (Ahrens et al. 2019).
This phenomenon can be observed across the entire period from which data were
gathered. While reducing their manpower, takeover companies succeed in achiev-
ing new growth potential, which is reflected in higher rates of turnover growth and
better future returns as well as turnover expectations.

Finally, we were able to show that a business transfer will not have a negative
effect on the availability of debt credit in the post-succession phase. We argue that
a takeover is not synonymous with a deterioration of financing opportunities
available via credit institutions. Although the results of our multivariate analysis
show that the changes induced by succession are partly responsible for the greater
tendency of businesses to be engaged in investment projects to a lesser extent than
planned, this effect cannot be traced back to a greater degree of rejection by banks
for loan applications from takeover companies. The long-term orientation of
family businesses and the possibility to introduce the successor over a long period
offer the possibility to transfer the contact to the bank step-by-step (Steier 2001).
Through this stepwise integration, the successor is able to free themselves from
the “founder shadow” (Davis and Harveston 1999; Cadieux 2007) and bring their
own social, human, and financial capital, which offer the opportunity to get
additional financial support by banks (Nordqvist et al. 2013). Therefore, we
conclude that reduced financial assistance for business successions due to credit
constraints would not be justified from an economics point of view.

Limitations and future research

It is possible that former business owners of firms that could not be transferred
may have neglected business investments to a greater extent than was the case
with former business owners of successful takeovers, thereby reducing the prof-
itability of their companies and making them unattractive to potential successors
(Dehlen et al. 2014; Kammerlander 2016). Therefore, although our analysis
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indicates a trend in this direction, future research should be conducted with a
stronger focus on pre-succession investment behavior and its influence on succes-
sion failure. Furthermore, due to data restrictions, we were unable to analyze to
what extent the investment slowdown may start at more than one year before the
takeover. Therefore, it could be fruitful for future research to consider longer
periods of time before the succession event.

Moreover, we also have to point out some data limitation issues which are relevant
to our empirical analysis. As noted above, the data analysis is based on pooled cross-
sections sampled from a large population in different years. Due to the fact that a
succession event is a relatively rare occurrence and because many firms refuse to
participate in subsequent interviews in the wake of such succession events, we used
pooled cross-sections across time to estimate regression models in the pre- and post-
succession phase to increase the sample size.1 Viewed negatively, the group sizes were
too low to run robust time-series regressions. This is a limitation in our paper which
future research may wish to consider. However, following Wooldridge (2003), the
statistical complications arising from using pooled cross-sections are rather minor and
such data can be an effective way of analyzing the impact of a critical event (in our case
the succession event) by drawing on separate data sets – i.e., before and after the event
– to determine the effect on economic outcomes (in our case investment decisions and
growth rates).

We frame our theoretical model in a way whereby we assume that after full
ownership transfer, the former generation is no longer involved in the family business.
We did this, because from our point of view, after full ownership transfer the manage-
ment and the ownership power lies in the hands of the next generation and the former
generation only has an informal influence (Miller et al. 2003; Davis and Harveston
1999). However, future research could explore the salience of the informal influence of
former generations, to clarify if and how this influence impacts on investment behavior
and performance during and after ownership succession.

Two additional constraints with regard to our data should be taken into account
when interpreting the results. First, the data set only includes successful business
takeovers. Therefore, analyses of the reasons for failed business successions are not
within the scope of this study. Second, personal information regarding owner-managers
in succession processes (i.e., information about the sociodemographic factors of the
predecessor and successor) as well as for example more detailed information on family
ownership proportions and family firm generations was not available in the data set.
For deeper insights on the effect of restricted investments before successions, failed
business successions should also be analyzed.

Our data also do not offer insights about succession decisions and the influence of
pre-investment decisions on the willingness of successors (Parker 2016). In our
theoretical model we propose that investment decisions of the predecessor may have
an impact on the succession decision of successors, but with our data we are not able to
analyze this in-depth. Again, this remains for future research.

1 The sample size for those firms with a recorded succession event between 2002 and 2006 in the pre-
succession phase was n = 14 (Table 3) and n = 12 (Table 4). The sample size in the post succession phase for
these firms was n = 60 and n = 45 (Table 3, model ts + 1 and ts + 2) as well as n = 54 and n = 41 (Table 4,
model ts + 1 and ts + 2).
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Managerial implications

Continuous investment before, during, and after a business succession is crucial for the
long-term survival of the family firm. Due to its specific characteristics, business
succession could represent a substantive disjoint in the life-cycle of a family firm and
hamper future innovation and development. On the one hand it is important that new
business owners have the space to take their own investment and business development
decisions. On the other hand, an interruption in investments because of an upcoming
succession can be the beginning of the end of a family business. Our results herein
show that successors are able to compensate restricted investments in the pre-
succession phase and moreover we argue that they can use it as an opportunity for
renewing the family business. Furthermore, we were also able to show that family
business successors have debt credit available in the post succession phase. This could
result from long-term succession planning, which integrates the successor in a stepwise
approach which offers the possibility to effectively transfer contacts of banks and
financiers. In sum, we underline the call in the extant literature for family business
owners thinking about succession, to adopt a long term and stepwise approach. This
also offers the opportunity to align the different goals of the predecessor and successor
and take initial investment decisions together prior to the finalization of the new
ownership arrangement.

Conclusions

This research offers new conceptual and empirical insights concerning the impacts of
business succession on financing, investment, and business performance. In light of the
economic relevance of family firms and especially the business succession process, and
the assumed importance of structured and strategic investment behavior before, during,
and after succession for long-term corporate success, our paper provides fruitful
insights for both theory and practice.
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