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EXECUTIVE SUMMARY

Family businesses generate over three quarters
of global GDP and, according to the Financial
Times (2015b), 19% of the world's largest groups
are family-controlled companies. Yet, one of the
biggest challenges for family firms is keeping
the company under family control for the next
generation in the face of competition from publicly-
traded firms with easier access to external funding
from capital markets. This is why succession is one
of the most analysed topics in the family business
literature. Although this is a worldwide problem,
family transmission rates differ significantly across
countries, irrespective of the level of economic
development of the nation: German and ltalian
family transmission rates are above 65%, while the
French rate is below 20%. So, what explains these
cross-country differences?

In this study, we put together the largest sample of
family business transmissions rates across countries
and study their determinants. Our data documents
significant variation of family transmission rates
across nations. To analyse the determinants of this
variation, we conduct a cross-sectional econometric
analysis to measure the impact of cross-country
differences in regulation, taxes, demographics,
access to capital, cultural and family values, and
other economic factors. Part of our unique data
comes from a survey we conducted in cooperation
with tax professionals in selected Deloitte member
firms (the "Data Questionnaire”). This data measures
each country’s tax environment and regulatory
stance related to the transmission of a standardised
family firm

Our results show that the tax environment is
an important explanation for the difference in
transmission rates across countries. We find that
the “Tax Premium on Transmission” has a positive
impact on family transmission rates: when capital
gains taxes due in the case of the sale of the business
to a third party are higher than the inheritance

taxes due when such a business is transferred within
the family (by donation or because of death), then
transmission rates of family businesses tend to be
higher. Furthermore, our results also show that
other potential determinants of family business
transmission do not diminish the impact of the
Tax Premium on Transmission. These findings have
implications for family firms as they set their overall
business strategy and succession plans, and also
point to a potential venue for policy makers to
establish a friendlier family business environment.
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1. INTRODUCTION

Family businesses generate 70 to 90% of global
CDP (Cross Domestic Product). According to
IMD's World Competitiveness report, 80% of
firms can be considered as being family businesses.
Indeed, family firms are present on the entire
company-size spectrum, from small firms to very
large companies. On top of that, more than 50%
of listed companies with a market capitalisation of
above $500 million are controlled by families (La
Porta, Lépez-de-Silanes and Shleifer, 1999). This
shows the importance of family businesses to the
global economy.

The biggest challenge for family businesses is
keeping the firm under family control while
competing with public companies that can get funds
from the equity and debt capital markets more
easily (Sharma, Chrisman and Chua, 2003). This is
why succession features so widely in family business
literature (Ward, 2004; Sharma, 2004). Beckhard
and Dyer (1983) published a paper in 1983 about
managing continuity in US family businesses. They
found that US family firms went out of business too
often, only three out of ten (33%) being transmitted
to the second generation. In their study of French
family firms, Grégoir and Lépez-de-Silanes (2015)
found that only a quarter of the firms in their sample
were controlled by the second generation, while
only one in six were controlled by the third or later
generations. Ward (2004) argues that only about
20% of family business last beyond 60 years in the
same family. However, the Transregio study (2005)
proved that succession rates differ significantly
across seven European countries, which leads us to
believe that there could be meaningful differences
between countries on a larger scale.

An EDHEC Business School Publication — Family Business Center

The challenge of family business transmission
is also often stressed in the financial press and
professional literature. For instance, the Financial
Times (2015b) mentions that according to business
experts, succession is the biggest threat to the
existence of family businesses. In an interview in
Le Nouvel Economiste (2015), Philippe d'Ornano,
co-president of the Movement of middle-sized
companies in France (Mouvement des Entreprises
de Taille Intermédiaire), explains that transmission
is a crucial moment for these firms since taxation
is an obstacle for CEOs in France who seek to
organise their succession, which thus led to a high
number of sales in the 90s. In its yearly report about
family businesses in Europe in 2015, KPMG (2015)
reported that 9% of family firm CEOs plan to sell
their business in the future, which is much higher
than the previous year. However, this proportion
is lower for big family firms and firms run by the
second (and subsequent) generations. This picture
is not restricted to Europe alone. The Wall Street
Journal (2015b) reports an increase in the sale of
family-controlled companies. The reasons listed in
the article are numerous: some owners think they
expanded the business all they could and have a
fear of stagnation; some families prefer to diversify
their assets rather than having their entire capital
invested in one business; some fear an increase in
the capital gains taxes and prefer to sell the business
before; and others fear that with the advances in
technology their business might become obsolete.
Other obstacles for transmission are stressed in the
press: fear of conflicts within the family (Les Echos
Business.fr, 2015); potential increase in succession
tax rates (Les Echos, 2015); the heroic aura of the
predecessor (Financial Times, 2015a); or the fear
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owners have of preparing their succession because
it gives than the impression they are facing their
own death (Wall Street Journal, 2015a).

According to the European Commission (2011),
on average, about 450,000 business transfers take
place every year within the European Union. Due
to inefficient and unsuccessful business transfers,
around 150,000 viable European smalland medium
enterprises (SMEs), including family businesses, are
at risk of failing every year, and this could potentially
affect 600,000 employees. This is why the European
Commission recommended that Member States
simplify business transfers. The recommendations
included facilitating family business transfers by
ensuring that transfer-related taxes do not threaten
the continued existence of these very family
businesses (European Commission, 2011).

There are two opposing views regarding succession
taxes. The first view suggests that succession taxes
should be lowered because they represent a high
financial burden for family firms, leading to liquidity
problems that can drive them out of the market or
make themless competitive compared to non-family
corporations (Tsoutsoura, 2015). The opposing
view suggests that succession taxes should be raised
asinherited family businesses tend to underperform
(Perez-Gonzalez, 2006; Grossmann and  Strulik,
2010) and to be less well managed (Bloom, 2006),
and also because inheritance is socially unfair and
leads to a higher wealth concentration (Aaron
and Munell, 1992). A study by Tsoutsoura (2015)
suggests that succession taxes have a significant
impact on both the investment and performance
of family businesses. She also shows that succession
taxes affect the decision on whether to inherit the
business or sell it to outsiders. However, other
studies have also shown that there are further

components that can act as obstacles to family
business succession (De Massis, Chua and Chrisman,
2008). These authors developed a model and
identified potential factors preventing intra-family
succession. These factors pertain to the inability to
find or train a successor, a lack of preparation for
succession, conflicts (between family members or
between incumbent/potential successor and non-
family members), taxes, lack of financial resources,
financial difficulties of the company, etc. In his book,
Ward (2004) also proposed several explanations
for the "short life” of family business within a family:
failure in recognising changing market needs that
leads to obsolescence, taxes, insufficiently prepared
or motivated successors, conflicts among family
members, the creation of problems by a generation
that cannot be solved by the following one.

Regarding family business transmission rates, we
discovered a vacuum in the literature. While
numerous studies exist on family business
transmission and its hurdles within single countries,
we were not able to find a cross-country analysis.
Our paper tries to fill up this void. Firstly, we built
a cross-country sample of family transmission rates
and show large differences in such rates between
the countries analysed. We then designed a
questionnaire that we requested tax professionals
from a number of Deloitte member firms to
complete (the “Data Questionnaire”). Finally, we
perform a cross-sectional analysis of the factors
that may impact the transmission of businesses
within the family. We classify these factors into
several categories, including regulation, taxes,
demographics, access to capital, cultural and
family values, and macro-economic conditions.
Legal and fiscal systems can be used to influence
family transmission (Arrondel and Laferre, 2001)
therefore, empirically establishing their influence
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in the variation in succession rates across countries
could help governments adjust their family business
policies and also help family firms achieve their
objectives more easily.

The rest of the paper is organised as follows. Section
2 presents the literature review on family business
transmissions. Section 3 details the construction
of the database, provides descriptive statistics
and presents the methodology. Sections 4 and 5
present the results of the analyses and Section 6
concludes.

An EDHEC Business School Publication — Family Business Center 8



2.LITERATURE REVIEW




POSITION PAPER — THE TRANSMISSION CHALLENGE: WHAT DETERMINES FAMILY BUSINESS TRANSMISSION? — JUNE 2016

2. LITERATURE REVIEW

While family business succession has attracted a
lot of attention among family business researchers,
our review of existing literature indicated that
very little systematic attention has been given to
cross-country transmission rates. Transregio (2005),
a study that was carried out in seven different
European countries, showed how different family
transmission rates can be: in Italy the rate was 80%;
in Lithuania it was 8%. However, such studies are
not widespread and are only descriptive. On the
other hand, most academic studies only focus
on a single country when analysing obstacles to
succession.

De Massis, Chua and Chrisman (2008) conducted
a literature review to systematically model factors
that prevent management succession within the
family. These factors are divided into five non-
mutually exclusive categories, namely individual
(linked to the successor(s) or the incumbent),
relational (conflicts, lack of trust or commitment of
family members or non-family members), financial
(taxes, lack of financial resources), environmental
(linked to performance, customers or suppliers)
and process (absence of good actions or presence
of bad actions in the process) factors. Some of
these factors were very transaction-specific and
are therefore not testable.

Pyromalis et al. (2006) also present a literature
review of factors that affect the succession process
in family businesses (such as preparation of
successor, incumbent’s propensity to step aside,
previous successful successions, communication,
size of the firm, etc.).

An EDHEC Business School Publication — Family Business Center

Relying on the literature, we derived four
categories of obstacles that may prevent a family
business from being transmitted within the family.

2.1. TAXES

According to Aaron and Munell (1992), bequests
and inheritances enlarge wealth concentration
and are a significant factor for the growing gap
between the rich and the poor. Wealth transfer
taxes represent less than 1% of industrialised
countries’ income which are therefore not too
dependent on this revenue stream.

According to Arrondel and Laferre (2001),
changes in tax policies have a strong effect on
family succession. They found that after a law was
passed in France in 1992, which made inter vivos
gifts partly tax-free, the conferring of gifts increased
significantly. They identified tax reduction and a 10
year tax exemption as advantages of passing on a
business before the incumbent’s death. Tsoutsoura
(2015) showed that after Greek legislation
substantially reduced the tax on inter-family
transfers of businesses in 2002, the succession rate
radically increased from 45% to 74%.

Succession tax is perhaps not the only tax rate
that could impact the transmission of a family
firm. Djankov et al. (2010), in a paper discussing
the effect of corporate taxes on investment and
entrepreneurship, demonstrated that effective
corporate tax rates had a negative impact
on investment, foreign direct investment and
entrepreneurship and hence, in our view, maybe
also on succession.



POSITION PAPER — THE TRANSMISSION CHALLENGE: WHAT DETERMINES FAMILY BUSINESS TRANSMISSION? — JUNE 2016

2.2. LEGAL

Another factor frequently mentioned in the
literature is the impact of laws and regulations
on family business succession. Ellul, Pagano and
Panunzi (2010) discuss the impact of inheritance
law on investment in family firms and how in some
countries forced heirship rules exist, meaning that
entrepreneurs are legally obliged to transfer shares
to non-controlling heirs. The paper demonstrates
how stricter inheritance rules lower investment
in family businesses post-succession. It, however,
does not mention the legal impact on family firm
transmissions but it is likely that these kinds of
rules have an impact on the decision of whether
to transmit a business to the next generation or
to outsiders.

The legal tradition of the country might also have
an impact on the transmission rates of family
businesses. Instead of referring to a specific
legal rule such as forced heirship, one can also
distinguish between Civil and Common Law
countries. This is the way adopted by La Porta
et al. (2000), who studies agency problems and
dividend policies in a cross-country analysis.

2.3. CULTURE AND FAMILY

There are additional factors, which are not linked
to taxes or the legal environment, which could
influence the transmission of family businesses.
Several papers took a cultural and demographic
approach to study transmission rates. For instance,
Joseph (2014) focused her paper on one
metropolis (Jos in Nigeria) and did a binomial
logistic regression in order to prove that culture
(such as inheritance traditions or education)
had an impact on the success of family business
transmissions.

On top of culture, family structures can have an
impact on the strategy of family businesses (\Ward,
1987). According to a study about family firm
succession in Denmark (Bennedsen et al. 2007),
family structure plays an important role in the
management of succession in family businesses.
It was found that succession increases with the
number of children up to child number three
and then declines when the number of children is
equal to or exceeds four. The increase in succession
is associated with a growing quality manager pool,
while the decline is linked to higher conflict and
rivalry potential as the family becomes too large.
Additionally, a high ratio of female children,
divorce and remarriage with additional children
all negatively impact family succession.

Dascher and Jens (1999) also discuss the
incumbent-successor dimension of the transmission
of a family business. They believe that there are
three obstacles to transmission, two of them are
linked to the members of the family involved? the
current leader must desire to transfer the business,
and the proposed successor must be inclined to
accept the offer.

Other studies are focused on the gender-bias in
family business transmission. Using a conceptual
framework, Pyromalis et al. (2006) argue that
regarding potential overall success of a succession,
women and men are equal. So a potential bias
against women is not founded. However, that does
not seem to be the case in Greece and Denmark.
Indeed, Tsoutsoura (2015) demonstrated that
there was a relation between family succession
and the gender of the first-born child. Before the
succession tax reform, when the departing owner’s
first-born was male, there was a 17.7% higher
probability of the firm staying in the family than

2 - The third one is the ability to transfer the business which can be linked to inheritance taxes
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if the first-born was female. This figure dropped
to 15.2% post-reform. In Denmark, the gender of
the departing CEO's first-born child does have
an impact on the decision to nominate a family
CEO. It happens in 29% of the cases when the
child is female and 39% of the cases when the
CEQ’s first-born child is a male (Bennedsen et al,,
2007)

On the same subject, Garcfa- Alvarez, Lépez-
Sintas and Gonzalvo (2002) showed that
founders of family businesses prefer to create a
team of successors comprised of their sons and
their daughters rather than having to follow the
primogeniture rule. The founders justified this as
being a result of their children all inheriting the
same number of shares and therefore it would
be better for the firm if the children cooperated
among themselves. Although, once prompted
about leadership, founders did say that they
would rather have their eldest son take up the
leadership role. So, although founders intend
to share ownership equally between their
children regardless of their gender, a gender-
bias is nonetheless involved when it comes to
leadership.

Another obstacle to family business transmission
is human capital. The preparation and training
of potential successors is an important issue.
The owner might be better off selling the firm
to a third party rather than entrusting it into the
hands of relatives who may not be properly
equipped to lead the firm. For instance, Ward
(2004) mentions the founders’ successors’ bad
preparation or absence of motivation as one of
the factors underlying the failures in family firm
successions. Also, De Massis, Chua and Chrisman
(2008) mention problems of trust between the
current leader and its potential successors as a
potential obstacle.

An EDHEC Business School Publication — Family Business Center

2.4. SUCCESSION PLANNING

It is also important to keep in mind that succession
is a process and not a one-time event. Indeed,
researchers have pointed out that succession
takes place in stages and that it has an effect
on the firm's stakeholders (Mazzola, Marchisio
and Astrachan, 2006). The logical solution to a
successful transmission would be to plan for it
(Ward, 1987). However, some researchers have
pointed out that planning does not always lead
to successful transmission. According to Murray
(2003), the practical aspects of succession planning
(such as the development of a successor) are not
always the key to a successful transmission. She
believes that an exploration period for the people
involved in the transmission of the business needs
to take place in order for them to have enough
time and space to help find a solution that fits
their own needs, without which the succession
could fall apart.

Joseph (2014) showed in her paper that culture
had a significant impact on good succession
planning. In her model, succession planning was
the dependent variable and was used as a proxy
for family transmission, while extended family,
inheritance law, age and education were used
as independent variables. Succession planning
in this paper was the act of integrating the next
generation in the firm and grooming a child for
leadership.

Sharma, Chrisman and Chua (2003) analysed the
determinants of satisfaction with the succession
process which, according to them, is one of the
factors that makes a family business transmission
successful. The results showed that succession
planning has a positive impact on the succession
satisfaction for both incumbents and successors.
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3. DATA

3.1. STANDARDISED CASE OF

FAMILY TRANSMISSION; THE DATA
QUESTIONNAIRE

To better understand the different hurdles of
family business transmission, the Family Business
Centre of EDHEC Business School developed
a questionnaire to collect data from tax
professionals at selected Deloitte member firms
(the "Data Questionnaire”). The objective of this
questionnaire was to benchmark regulations and
tax burdens around family business transmission
worldwide.

Tax professionals from 35 jurisdictions were given
the same description of a standardised family
business and a questionnaire requesting them to
provide data from their countries’ legal and fiscal
system regarding family firms succession as well as
other variables pertaining to family firms.?

In order to ensure comparability across countries,
the standardised family business had the following
characteristics:

® FAMILYCO operates in the most populous city
in the country, produces ceramic flowerpots and
sells them at retail shops in the domestic market.
It has 300 employees, gross assets amounting
to USD 65 million and a turnover of USD 130
million. It is neither a predominantly real estate
company nor a pure finance company and has a
fair market value of USD 130 million with a net
equity of USD 40 million. FAMILYCO s subject
to tax in its residence state and does not benefit
from any specific / favourable tax regime;

e Mr. PARENT owns 100% of FAMILYCO. His
wife did not own any share in FAMILYCO and

passed away 10 years ago. Mr. PARENT is the
President and CEO of FAMILYCO. He derives
his professional income from his function as
CEO solely. His taxable income amounts to USD
260,000. Mr. PARENT has three children aged 22,
25 and 27. The first child has a taxable income of
USD 80,000, the second has a taxable income of
USD 100,000, and the third one a taxable income
of USD 130,000:

® Mr. PARENT founded the company 30 years
ago and the tax basis in the share is not significant
and will be deemed to be 0 USD for capital gains
tax purposes. Mr. Parent is 60 and he can retire.
He has access to good financial advice and his
advisors have identified and recommended the
most favourable treatment. Shares of FAMILYCO
are freely transferable;

® The transaction took place in 2014 and the
rates and rules relevant for that year applied with
no retroactive change.

The respondents based their answers on the
standardised case and the correspondinglaws and
regulations in their country. To facilitate like-for-
like comparisons respondents were specifically
instructed not to apply any special regimes
that might be available in their jurisdiction. In
addition, they were asked to provide comments
and sources of information.

The standardised case was followed by a
questionnaire. This questionnaire analysed the
transmission of a family business in three potential
ways: by way of sale to a third party, a gift or the
inheritance within the family, or the transfer of the
business as part of a wealth transfer to the family.

3 - The countries participating were: Australia, Austria, Belgium, Brazil, Canada, China, Czech Republic, Denmark, Finland, France, Germany, Greece, India, Ireland, Italy, Japan,
Luxembourg, Malta, Mexico, Poland, Portugal, Singapore, Slovak Republic, Slovenia, South Africa, South Korea, Spain, Sweden, Switzerland, Taiwan, the Netherlands, the United Arab

Emirates, Ukraine, the United Kingdom and the United States of America.
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The questionnaire also included questions about
potential obstacles to a transmission within the
family.

From the answers provided in the Data
Questionnaire, we derive the explanatory
variables that pertain to various potential barriers
to a family businesses transmission. There are
three main domains of potential obstacles to
a transmission within the family: (1) the legal
regulatory environment; (2) the tax regulatory
and (3)

environment; other family-related

obstacles.*

The first set of potential obstacles relates to the
legal environment of the country. We asked
five different questions in this area: (1) whether
forced heirship is a regulatory restriction in place
for transfer of businesses to family members;® (2)
whether family transmission required previous
government authorisations; (3) whether other
regulatory restrictions to a family transmission
existed; (4) if there were legal constraints to the
transfer of shares; and (5) whether there were
legal constraints to the transfer of functions
(ie. mandatory retirement) in the country.
Aggregating these variables we created sub-
indices of regulatory restrictions and legal
constraints to a family business transmission and
an overall index of these two concepts.

We analyse the tax environment applicable to the
different forms of transmission in each country
collecting two different sets of variables. First,
we look at the various tax rates that would be
applied in the country surveyed. We collect three
different tax rates: (1) capital gains tax, which is
the anticipated tax rate used in the standardised
case of family business if Mr. PARENT decides to

4 - All the variables within each of these categories are described in detail in Appendix 2.

sell the business to a third party; (2) inheritance
tax, which corresponds to the anticipated
marginal tax rate used in the standardised case of
family business when the business is transmitted
to heirs as inheritance or gift; and (3) wealth
transfer tax, which represents the anticipated
marginal tax rate used in the standardised case
of family business when Mr. PARENT decides to
transfer the business as part of the family wealth
transmission. With these three rates, we calculate
two variables that capture the differences in tax
treatment of a sale to a third party and a family
business transmission. Our fist variable is called
"Capital Gain-Inheritance” and is calculated as the
anticipated difference between the capital gains
tax and the inheritance tax. This measure is what
we also call in the paper the “Tax Premium on
Transmission” Our second variable is called
‘Capital Gain-Wealth," which is the anticipated
difference between the capital gains tax and
the wealth tax applicable to the firm of our
standardise case in the Data Questionnaire. We
also refer to this measure as the “Tax Premium on
Wealth Transfer”

In addition to actual tax rates applicable to the
sale or transmission of the firm, we have collected
three additional measures that try to capture
other aspects of the tax environment around the
transaction. These variables are: (1) Capital Gain
Rebates — This variable indicates if it is possible to
get any rebate on Capital Gain Tax depending on
aminimum holding period of shares before selling
them for profit; (2) Capital Gain Several Years —
This variable indicates if Capital Gain Taxes can be

paid over several years in the country surveyed;
and (3) an opinion on how prohibitive is the tax
burden associated with the transmission of family
wealth in the country. Aggregating the first two

5 - When forced heirship laws exist, a person cannot decide freely who will inherit its estate as there may be “protected heirs;" usually blood relatives, to whom a part or the totality

of the estate of the deceased person is to be transmitted.
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objective measures we create a variable called
‘Index Rebates Several Years'

Finally, as an alternative measure to see if tax

environment is more favourable to sell the
business to a third party or to keep it within the
family, we create the “Index Tax Environment”
by aggregating the existence of rebates on
capital gains taxes, the possibility that capital
gains taxes are paid over several years, and a
dummy variable equal to one if the there is no
Tax Premium of Transmission (ie, capital gains
taxes minus inheritance tax is zero or negative).
This index helps us illustrate to what extent the
tax environment of the country surveyed is
unfavourable to family transmissions. The higher
this index, the less favourable it is to transmit the
family business to members of the family.

Table 1 - Data Questionnaire Results

The third and final set of obstacles to a family
transmission
families and outside of the legal and tax
environment. As mentioned in the literature
review section, members of the family themselves
can be obstacles to the transmission of the
business. To cover this area we collected three
opinion measures: (1) lack of interest, which
captures to what extent the lack of interest of the
potential heirs can be a primary obstacle to the
transmission of Mr. PARENT's company; (2) lack
of planning, showing to what extent the lack of
planning by Mr. PARENT regarding its succession
can be a primary obstacle to the transmission of
its company to the heirs; and (3)_lack of training,
showing the extent to which the lack of training or
experience of Mr. PARENT s potential successors
can be a primary obstacle to the transmission of
its company to the heirs.

looks at other obstacles within

This table presents the results of the Data Questionnaire on family firm.

Regulatory and Legal Environment regarding Family Business Transmission

N Yes No

Existence of forced Heirship Laws 34 19 15

Need for Government Prior Authorisations 34 0 34

Existence of Legal Constraints to transfer shares 34 9 25

Existence of Legal Constraints to transfer functions 34 2 32

Attractiveness of Legal Environment N very attractive attractive prohibitive very

prohibitive

35 " 22 1 1

Tax Environment regarding Family Business Transmission

|

Simplicity of Tax Environment very simple simple complex very complex
35 6 21 7 1
Business Friendliness of Tax Environment very friendly friendly unfriendly very
unfriendly
35 13 12 8 2
Disadvantageous Tax Environment vs non-family no few some a lot of
transmission disadvantage. | disadvantages | disadvantages | disadvantages
35 28 3 4 0
Taxation is a primary obstacle to a successful family no obstacle | some obstacle moderate big obstacle
business transmission? obstacle
35 17 12 5 1
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Tax Rates (MTR = Marginal Tax Rate)

Gift/Inheritance N Mean Median Min Max

MTR assuming no favourable regime applies 33 13.7% 8.0% 0% 50%

MTR if a relief/special regime applies 28 5.3% 0.1% 0% 30%

MTR in an ideal case 27 1.7% 0.0% 0% 25%

Capital Gains

MTR in case of sale to a third party 35 21.5% 23.0% 0% 45%

MTR in case of sale to one or several children 35 20.1% 20.0% 0% 45%
N Yes No

Rebates after a minimum holding period 35 10 25

Possibility to spread capital gains tax over several years 35 9 26

Existence of easy strategies to monitor the tax burden 32 14 18

Wealth Tax N Mean Median Min Max

MTR of a family wealth transmission 35 16.6% 10% 0% 55%

Capital Gains MTR in case of sale to a third party - MTR in case of gift/inheritance assuming to favourable regime

MTR 3rd party - MRT no fav.regime 33 8.0% 7.0% -29% 39%
N no obstacle | small obstacle moder. big obstacle

obstacle

Lack of interest within the family 35 4 n 14 6

Lack of planning by Mr. PARENT 35 3 n 7 14

Lack of appropriate training or experience 35 5 " 14 5

3.2. ANALYSIS OF THE ANSWERS TO THE
DATA QUESTIONNAIRE

Descriptive statistics of the answers provided in
the Data Questionnaire can be found in Table
1. Figures 1 to 10 present the answers from
respondents in a graphical way. We derive some
of our explanatory variables from the answers to
this Data Questionnaire.

As Figure 1 shows, out of the 35 countries
participating in the Data Questionnaire, 33
countries perceive their legal environment
with respect to family business transmission as

attractive against only two countries that perceive
it as prohibitive. Regarding regulatory restrictions,
in 56% of the countries forced heirship exists
in no country government prior
authorisations are needed for a family business
transmission. Accordingly, this last variable has not
been kept for future analyses. Legal constraints to
transfer shares and to transfer functions exist in
26% and 6% of the countries respectively.

whereas

The picture looks different for the tax
environment. For about 20% and 30% of the
countries respectively, the tax environment is
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Figures 1 and 2: Selected Data Questionnaire Results — Regulatory and Legal Environment

These figures show the distribution of answers to the regulatory and legal environment section of the Data Questionnaire.
Forced heirship represents the proportion of countries for which forced heirship is a regulatory restriction in place for transfers
of companies to family members. Government prior authorisations indicates whether an authorisation from the government is
necessary before transferring a company to a family member. Legal constraints to transfer shares is a variable that shows whether
legal constraints exist in the country when one tries to transfer shares in a family business. Legal constraints to transfer functions is
a variable that shows whether legal constraints exist in the country when one tries to transfer a function in a family business. Finally,
Figure 2 presents the attractiveness of the regulatory and legal environment of the country for transmission of family businesses

based on the Data Questionnaire responses.

Forced heirship

Legal constraints to
transfer shares

=Yes

mYes

Government prior
authorisations

0%

"Yes
=No

Legal constraints to
transfer functions

6%

= Yes

Attractiveness of regulatory
and legal environment

63%
31%
Very attractivel Attractive | Prohibitive IVery prohibitive

perceived as complex and unfriendly; and for
51% of the countries, it is seen as an obstacle
for the family transmission. The average marginal
succession tax rate (gift and inheritance) assuming
no favourable regime is 13.7% ranging from 0%
in countries like Malta, Sweden or the Ukraine to
50% in Ireland. In the cases when measures are
taken to manage such taxes, the average goes
down to 5.3% for the general case and 1.7% for
the ideal case. Our hypothesis is that the lower is

An EDHEC Business School Publication — Family Business Center - LegalEdhec

the marginal tax rate in case of gift/inheritance, the
higher the transmission rate should be.

Regarding transfer of ownership through sale
to a third party or to children, the picture is
the following. Capital gain tax rates for the sale
of the business to a third party are on average
21.5% compared to 20.1% for the sale to a child.
As a consequence, it seems that there are only
few advantages to succession. Rebates after a
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minimum holding period exist in 29% of the
countries, the possibility to pay capital gains tax
over several years in 26% and easy strategies to
monitor the tax burden in 44%. These factors
have in common that they reduce the cost of a
sale to a third party and therefore should have
a negative impact on succession and ownership
concentration.

The average marginal tax rate of transferring family
wealth (variable Wealth Tax in Table 1) is 16.6%,
which is very similar to the marginal tax rate of
inheritance/gift. It ranges from zero in countries
like Malta to 55% in Japan.

Figures 3 and 4: Selected Data Questionnaire Results — Tax Environment and Tax Rates

These figures present the distribution of answers to the tax environment and rates section of the Data Questionnaire. Figure 3
shows the results of the Data Questionnaire on the simplicity and attractiveness of the tax environment of the country regarding
family business transmissions. Figure 4 presents the distribution of marginal tax rates in family wealth transmissions across countries

according to the Data Questionnaire.
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Figures 5, 6 and 7: Selected Data Questionnaire Results — Tax Rates
These figures present the answers of the Data Questionnaire pertaining to tax rates in the various countries included.

Inheritance marginal tax rate

50%

Capital gains marginal tax rate in case of a sale to a third party

45%
339 43% 7 1%

25% 25%
25%
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Capital gain tax minus inheritance tax
39% 350,
25% e 29%

Taking into account the opportunity cost of
succession we also have a look at the difference
between selling the business to a third party -
hence the capital gains tax - and keeping it within
the family, hence inheritance tax. The higher the
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difference, the more unfavourable it would be
to sell the family business to a third party since it
means that capital gains tax would be much higher
than inheritance tax. While the mean and median
are respectively 8 and 7% (so relatively low) we
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observe a noteworthy range from -29 to 39%.
As expected, countries with low succession rates
like Sweden or ltaly tend to show high positive
differences. On the other hand for countries with
high succession rates like France, UK and the US
the differences tend to be close zero or negative.
As a consequence, we expect this variable to
have a positive impact on transmission rates and
proxies.

Other obstacles concerning family business
succession are lack of interest within the family,

Figures 8,9 and 10: Selected Data Questionnaire Results — Other Obstacles

lack of planning by Mr. PARENT and lack of
appropriate training and experience. While all
of them are on average seen as obstacles, lack of
planning by Mr. PARENT is perceived as being
the biggest obstacle. Answers to this question
might be very subjective however they give us
a first insight of what is seen as clear obstacles
to transmission of family businesses to family
members and are in line with previous literature
and press articles identifying lack of interest, lack
of planning and lack of appropriate training or
experience as significant obstacles.

These figures present the distribution of answers to the other potential obstacles to transmission section of the Data Questionnaire. These obstacles are a lack of interest of the
potential successors for the family business (Figure 8), a lack of planning for its succession from the current owner (Figure 9) and a lack of training or experience of the potential

successors to run a family business (Figure 10).

Lack of interest

40%
31%
17%
- .
Not an obstacle ~ Small obstacle Moderate obstacle  Big obstacle
Lack of planning
40%
31%
20%
- .
Not an obstacle ~ Small obstacle Moderate obstacle  Big obstacle
Lack of traning/experience
40%
31%
14% 14%
Not an obstacle ~ Small obstacle Moderate obstacle  Big obstacle
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3.3. OUTCOME VARIABLES:
TRANSMISSION RATES AND OTHER
PROXIES

3.3.1.ldentification of family businesses
According to a literature review by Lépez-de-
Silanes and Waxin (2014), an important drawback
in the current family business literature is that close
to 90% of studies lack a clear definition of what a
family business is, and therefore most study results
are not strictly comparable. The most commonly
used way to define a business as being a family
firm is looking at ownership. Astrachan and
Shanker (2003) gave three different definitions of
what types of companies can be considered to be
family businesses. The least restrictive definition
says that the family needs to retain voting control
over the firm. The second definition says that, on
top of retaining voting control, the family needs
to be involved in day-to-day operations. The
most restrictive definition says that the firm is a
family firm if the family has voting control and if
multiple generations of the family are involved in
the daily affairs of the company.

Since we are looking at ownership transmission
we believe ownership to be the right variable for
our family business definition. La Porta, Lopez-de-
Silanesand Shleifer (1999)found a high correlation
between family control and management and set
the level of ownership to a minimum of 20% for
family’s stake to be sufficiently important in order
to qualify the firm as being a family enterprise.
We therefore define family business as a business
that is held by a family or individual with a stake
higher than 20%

3.3.2. Transmission Rates
The cornerstone of our analysis was to compute
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transmission rates over different countries. We
decided to concentrate our research on OECD
countries while addingafewnon-OECD countries.
We define the Transmission Rate for a country as
the ratio of transmissions within the family to the
total amount of family firm transmissions (either to
a family member or an outsider).

We used the Orbis database provided by Bureau
van Dijk in order to obtain the data we needed
for our analysis. The Orbis database covers public
and private company data from multiple countries
and allows users to focus their search on specific
criteria. In order to get data that matched closely
the characteristics of the family firm used in the
standardised case of the Data Questionnaire, we
used the following filters for our data extraction:
(1) the company must have an operating revenue
between USD 50 million and USD 500 million; (2)
the number of employees in the company must
be between 100 and 1000; and (3) the company
must be located in one of the countries covered
by our analyses.

The total number of firms in the sample consisted
of 92,248 companies. Within this sample, we
identified the family-owned companies. It is
important to note that, as explained in Section
3.3.1, we classify family firms based on the
ownership by the family, and not on the potential
control by the family through other means
different than ownership. These two variables are
different, the former being defined by the family
share ownership of the company whereas the
latter could be defined by family-management of
the company, for example (Casson, 2000).

For each country, we used the current and
historical ownership structures of each company
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to identify the family-owned ones. We relied on
the family names of the shareholders in order
to determine if a company was indeed a family-
owned business and if it still was. If the stakes of
multiple members of the same family added up
to at least 20% then this company was identified
as a family business. If a single person owned
at least 20% of the company, this company was
considered family-owned as well.

To compute transmission rates per country, we
considered changes in ownership in family firms
over the period 2002 — 2014. If at least a 5%
stake in total was transferred from one family
member to another or to other family members,
we considered this change in the ownership
structure of the company as a family transmission.
For large family firms, we consider that an
ownership transfer of 5% is a significant transfer
and probably a first move toward a succession.
We also relied on family names to identify these
family transmissions. This methodology might
have impacted our computation of the family
transmissions in the case of married female
members of the family who no longer use their
birth name. If the owner decided to transfer
his shares to a woman from the family who had
a different family name, this transfer would not
be considered as a family transmission. This
might seem to be a serious drawback in our
methodology however we believe that we did
everything in order to get the cleanest possible
data. Indeed, when a woman was the buyer,
we checked all her available names since in
relatively big family companies, women keep
their birth name in general or at least keep it as a
second name. So we think the proportion of
transaction that could be misclassified is not
significant.

23

Since the shareholders of a firm can be
industrial or financial companies that are held
by families (La Porta, Lopez-de-Silanes and
Shleifer, 1999), in Orbis we also looked into
these holding companies as far as we could to
see whether there was a family behind. In cases
where shareholder structure seemed to lack
transparency, we excluded them from our sample.
In the Netherlands we encountered the problem
that most companies were held by a holding
company and we could not find the ultimate
owners. This is why we excluded the Netherlands

from our Orbis results.

Since we defined family firms as companies for
which members of one unique family owned
at least 20% of the shares, we classified the
ownership changes reported in Orbis as sales if
the family owned less than 20% of the shares after
completion of the transaction.

Finally, for each country in our sample, we
computed the Transmission Rate as the ratio
of family transmissions over the sum of all the
retained ownership changes (family transmissions
+ sales).

Although we wanted to get transmission rates for
all OECD countries, this was not possible by using
Orbis alone. Orbis allowed us to obtain sufficient
data for Australia, Austria, France, Germany,
ltaly, Spain and the UK. We verified our results
by comparing them to the Transregio (2005)
study of succession rates. Transregio (2005) is a
survey about company transmissions in Germany,
Austria, France, ltaly, Lithuania, Poland and
Slovenia conducted during the first semester
of 2005. The transmission rates presented here
have been computed as the percentage of
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Figure 11: Transmission Rates — Orbis Data versus Transregio Survey

This figure presents the transmission rates computed using the Orbis database over the period from 2002 to 2014. These rates are

compared to those presented in the Transregio Survey for the countries with available data.
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Figure 12: Transmission Rates — Orbis Data and other Sources
This figure presents the transmission rates of family businesses over 25 countries. The data come from diverse sources, notably the
rates computed by ourselves using the Orbis database, the Transregio survey (2005), Tsoutsoura (2015) and Mellerio (2009). All
the sources are listed in Appendix 1.
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company owners who obtained or acquired
succession rates for Lithuania,
Slovenia.

the shares of their company to their parents or
other members of their family. We found that our
rates were very similar to Transregio (see Figure

are also confident when using the Transregio
Poland and

An EDHEC Business School Publication — Family Business Center - LegalEdhec

11). We conclude that our Orbis methodology
works and should give us good results for
Australia, Spain and the UK. Furthermore we
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In order to further extend our sample size, we
decided to look for existing transmission rates
from academic articles and surveys. By doing
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so, we were able to find transmission rates for
Belgium, Canada, China, Denmark, Finland,
Creece, Hong Kong, Ireland, Luxembourg, Malta,
Singapore, Sweden, Switzerland, Taiwan, The
Netherlands and the US (see Appendix 1 for
rates and sources). This brought our sample from
7 to 26 countries.

Figure 12 shows our sample of succession rates
across countries. The average rate is equal to
46.1%. Rates go from 8% in Lithuania to 88% in
Sweden and seem to differ significantly across
countries with standard deviation of 0.23. As for
OECD countries, France (12%) and UK (21%) have
the lowest rates whereas in countries with similar
CDP per capita like Austria (59%), Germany (65%)
and Italy (76%) the majority of family businesses
are transferred to a family member.

3.3.3. Proxies for Transmission Rates

- Family Control and Ownership
Concentration

To measure the robustness of our findings and
to expand the analysis to a larger sample, we
use other potential outcome variables that seem
logical proxies for family transmission rates. The
first measure we use is "family control” and comes
from La Porta, Lopez-De-Silanes and Shleifer
(1999). This variable indicates the proportion
of middle-sized publicly-traded companies that
are controlled by a family with at least 20% of
the votes. It seems reasonable to believe that a
higher proportion of family controlled firms in
the stock market is correlated to a higher family
transmission rate. The second proxy we use is
“‘ownership concentration, which is calculated
as the percentage of the shares of the 10 largest
privately-held companies trading in the stock
market of each country that are owned by its top-
three shareholders (La Porta et al, 1998). Again,

Figure 13: Comparison of Transmission Rates, Family Control and Ownership Concentration

This figure presents the transmission rates of family businesses across countries (collected using various sources listed in Appendix
1) as well as two proxies for transmission rates: Family Control and Ownership Concentration. Family Control is the proportion of
companies that are controlled by one individual by at least 20%. Ownership Concentration is the average percentage of shares of
the ten largest privately-held companies which are owned by their top-three shareholders.
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a higher proportion of shares in the hands a few  (Panel A, the sample of countries for which we
shareholders suggests that large shareholders/ received answers to the Data Questionnaire, see
families have been able to keep the control/  Section 3.1) and the expanded sample (Panel B,
ownership of the firm. We expect both variables  the sample in which we expanded the number of
to be positively correlated to succession rates. countries). It suggests that transmission rates move

in the same direction with both proxy variables.
Figure 13 presents a comparison of transmission  Furthermore, ownership concentration and family
rates, family control rate and ownership control are significantly positively correlated
concentration rate. at the 5 percent significance level in Panel A

and at the 1 percent level in Panel B. In Panel A,
According to Figure 13 our proxy variables Transmission Rates are not significantly correlated
and transmission rates are very similar in some  with the proxy variables at an acceptable level.
countries (Denmark and Canada) but seem to In Panel B, Transmission Rates and Family Control
differ significantly in other countries. For instance,  are significantly correlated at the 10 percent level.
in the US transmission rates are much higher than ~ One of the reasons for the low significance of the
family control whereas in France transmission correlations between transmission rates and our
rates are much lower than Family Control and proxy variables in Panel A and B could be the
Ownership Concentration. relatively small sample size.

Table 2 presents the correlations of the three
outcome variables for the Data Questionnaire

Table 2: Correlation of Outcome Variables (Data Questionnaire)

This table shows the correlations of the three outcome variables for the Data Questionnaire (ie. the sample of countries for which
we received answers to the Data Questionnaire) in Panel A and for the Expanded sample in Panel B. The outcome variables are
Transmission Rate (defined as the percentage of transfers of shares within a family across all transfers of shares in family firms), Family
Control (defined as the proportion of firms in a given country which are owned by one individual by at least 20%) and Ownership
Concentration (defined as the average percentage of shares of the 10 largest privately-held companies of a country owned by
their top-three shareholders).

Panel A: Data Questionnaire Sample

Transmission Rate Family Control Ownership Concentration
Transmission Rate 1
Family Control 0.3527 1
Ownership Concentration 0.3002 0.5003™ 1
Transmission Rate Family Control Ownership Concentration
Transmission Rate 1
Family Control 0.4080" 1
Ownership Concentration 0.3301 0.5317"* 1

** Significant at 1% level
**Significant at 5% level
*Significant at 10% level
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3.4. CONTROL VARIABLES

Since we are specifically interested in the impact
of the legal, regulatory and tax environment we
need to control for other factors that might have
an effect on our outcome variables. The control
variables are defined in Appendix 2.

First, the quality of institutions might have an
effect on Family business transmission so we
control for lagged GDP per capita (GDP per
capita in 2013). According to La Porter, Lépez-
de-Silanes and Shleifer (1999), countries with high
investor protection, usually countries with a high
GDP, have lower ownership concentration. As a
consequence, we think that GDP per capita might
have a negative impact on transmission rates (as
well as on the two other proxy variables).

Second, the opportunity cost of inheriting and
the access to capital is controlled for by using
Common Law, Anti-Director and Anti-Self-
Dealing variables which represent the level of
protection of minority shareholders. La Porta et
al. (1997) showed that Common Law countries
have more developed capital markets easing the
access to capital. They also show that countries
with poorer investor protections have smaller and
narrower capital markets. Therefore in Common
Law countries and in countries where investor
protections exist, we expect Transmission Rate
(and our two other proxy variables) to be lower
since the ease of access to capital might help
owners of family businesses to find investors to
buy the company at a fair price.

Third, we control for family structure differences
across countries by using the birth rates and
divorce-to-marriage ratios. Since the number of
children and family conflicts have an impact on
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the ease of transmitting a family business, we think
that these demographic figures might have a
significant impact on our outcome variables.

Fourth, differences in cultural and family values are
controlled for using variables depicting countries
with more Traditional Values, more Masculinity,
with a Long-term Orientation and concerned
by the well-being of children as well as two trust
variables concerning trust within the family and
toward strangers. All these cultural and family
values might have an impact on the Transmission
Rate of Family Businesses. For instance, in countries
with more traditional values that emphasize
parent-child ties, the desire of owners of family
businesses to transmit it to their children should
be stronger.
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4. RESULTS

4.1. CORRELATIONS

In this part, we presents the results obtained by
calculating the correlations between our three
dependent variables (Transmission Rate, Family
Control and Ownership Concentration) and
the three sets of exploratory variables of the
Data Questionnaire Sample: regulatory and legal
restrictions in Table 3, Taxes and rebates in Table
4 and 5, and the other obstacles identified in
Table 6. However, it is important to keep in mind
that the data provided by Deloitte was based
on the specific scenario presented and without
the benefit of applying any special reliefs or
regimes. In this part, we concentrate our attention

on the Data Questionnaire Sample of 35
countries.®

Table 3 shows no significant relationship between
our outcome variables and the regulatory and
legal restriction variables” This gives a first
indication that the regulatory environment might
not explain the differences in transmission rates
across countries.

Table 4 suggests that transmission rates and the
two proxies for family transmission correlate
highly with tax rates and differences in tax rates.
The Marginal Tax Rate of Inheritance correlates

Table 3 - Correlation of Outcome, Legal and Regulatory Variables
This table presents the correlation between the three outcome variables (Transmission Rate, Family Control and Ownership
Concentration) and the legal and regulatory variables. All variables are defined in Appendix 2.

Transmission Rate

Index RR and LC

Forced Heirship

| Legal Constraints (LC)

Reg. Restrictions (RR)

Transmission Rate 1

Forced Heirship 0.3636* 1

Reg. Restrictions (RR) 0.3238 0.8052*** 1

Legal Constraints (LC) 0.0624 0.4938"* 0.5892"** 1

Index RR and LC 0.2382 0.7604™* 0.9183™* 0.8609™* 1

Family Control

Forced Heirship

Reg. Restrictions (RR)

Legal Constraints (LC)

Index RR and LC

Family Control

Forced Heirship 0.3011 1

Reg. Restrictions (RR) 0.0487 0.8052*** 1

Legal Constraints (LC) -0.1034 0.4938"* 0.5892"** 1

Index RR and LC -0.0231 0.7604™* 0.9183™* 0.8609™* 1

Own. Concentration

Own. Concentration

Forced Heirship

Reg. Restrictions (RR)

Legal Constraints (LC)

Index RR and LC

Forced Heirship 0.1867 1

Reg. Restrictions (RR) 0.0696 0.8052*** 1

Legal Constraints (LC) 0.3188 0.4938"* 0.5892"* 1

Index RR and LC 0.2305 0.7604™* 0.9183™* 0.8609™* 1

***Significant at 1% level
**Significant at 5% level
*Significant at 10% level

6 - The number of countries might vary across tables since no question in the survey was mandatory implying missing data for some variables.
7 - Except a positive correlation between Transmission Rate and the existence of Forced Heirship significant at the 10% level.
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negatively with Transmission Rates at the 5%
significance level and with Family Control and
Ownership Concentration at the 10 and 5%
level respectively as expected. The Marginal
Capital Gain Tax of Selling to a Third Party is
positively correlated with the succession rates
though not significant. The difference between
Capital Gain Tax and Inheritance Tax (the Tax
Premium on Transmission) is positively and
significantly correlated with Transmission Rates at

the 5% level which is in line with our hypothesis.
This correlation is also significant for our proxy
variables. The Wealth Transfer Tax correlates
significantly and negatively with the two proxy
variables for transmission while the difference
between Capital Gain Tax and Wealth Transfer
Tax (the Tax Premium on Wealth Transfer)
correlates significantly and positively with these
variables as expected.

Table 4 - Correlation of Outcome Variables and Tax Rates
This table presents the correlation between the three outcome variables (Transmission Rate, Family Control and Ownership
Concentration) and tax variables. All variables are defined in Appendix 2.

Transmission

Inheritance

Capital Gain Wealth

Capital Gain

Capital Gain
- Wealth

Wealth Tax
Prohibitive

Transmission Rate

Rate
1

Tax

Tax Transfer Tax

- Inheritance

Inheritance Tax -0.4536™ 1

Capital Gain Tax 0.0093 0.3139" 1

Wealth Transfer Tax -0.3421 0.8484™* 0.2278 1

Capital Gain - Inheritance 0.4893™ -0.7143™ 0.4403™ -0.6148™* 1

Capital Gain - Wealth 0.3430 -0.5525™* 0.4478™* -0.7686™* 0.8703"* 1

Wealth Tax Prohibitive -0.2006 0.4744™ 0.1102 0.5029™* -0.3605™ -0.3818™ 1

Family

Inheritance

Capital Gain

Capital Gain

Capital Gain

Wealth Tax

Family Control

Control

1

Tax

‘ Wealth

Tax Transfer Tax

- Inheritance

- Wealth

Prohibitive

Inheritance Tax -0.4174* 1

Capital Gain Tax 0.0360 0.3139" 1

Wealth Transfer Tax -0.4563™ 0.8484™ 0.2278 1

Capital Gain - Inheritance 0.4123* -0.7143"* 0.4403™ -0.6148™* 1

Capital Gain - Wealth 0.4254™ -0.5525"* 0.4478™ -0.7686™ 0.8703"* 1

Wealth Tax Prohibitive -0.3780" 0.4744™ 0.1102 0.5029"* -0.3605™ -0.3818™ 1

Own.
Concentration

Inheritance
Tax

Capital Gain

Wealth
Tax

Transfer Tax

Capital Gain
- Inheritance

Capital Gain
- Wealth

Wealth Tax
Prohibitive

Own. Concentration

1

Inheritance Tax -0.4369™ 1

Capital Gain Tax 0.0782 0.3139" 1

Wealth Transfer Tax -0.6049"* 0.8484™* 0.2278 1

Capital Gain - Inheritance 0,4675" -0.7143™ 0.4403* -0.6148"* 1

Capital Gain - Wealth 0.5965"* -0.5525"* 0.4478™* -0.7686™ 0.8703** 1

Wealth Tax Prohibitive -0.4911 0.4744™ 0.1102 0.5029™* -0.3605" -0.3818™ 1
***Significant at 1% level
**Significant at 5% level
*Significant at 10% level
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Correlations between succession variables and
tax environment variables are presented in table
5. The existence of capital gain rebates and the
possibility to pay capital gains tax over several
years reduce the opportunity cost of selling the
business and then should lower the attractiveness
of inheritance or gifts. As expected these
correlations are negative and the correlation
between the variables Transmission Rate and
Capital Gain Rebates is significant at the 1%
level. When looking at the correlation between
Transmission Rate and the variable Index Tax
Environment (illustrating how unfavourable the
tax environment is to inheritance), the coefficient
is negative and significant at the 1% level. The

less favourable is the tax environment the lower
is the transmission rate. Index Tax Environment
correlates also negatively but significantly at the
10% level only with the two proxies for family
business transmission.

In Table 6 we can observe that the other
obstacles lack of interest, lack of planning and lack
of training are not significantly correlated with our
outcome variables. This may be due to the nature
of the data collected and/or by the small size of
the studied sample.

Table 5 - Correlation of Outcome and Tax Environment Variables
This table presents the correlation between the three outcome variables (Transmission Rate, Family Control and Ownership
Concentration) and tax environment variables. All variables are defined in Appendix 2.

Transmission Rate

Capital Gain Rebates

Capital Gain
Several Years

Index Rebates
Several Years

Index Tax
Environment

Transmission Rate

1

Capital Gain Rebates -0.5901™ 1

Capital Gain Several Years -0.3298 0.0620 1

Index Rebates Several Years -0.5995™* 0.7393"* 0.7180"* 1

Index Tax Environment -0.6484™* 0.6326™ 0.6528* 0.8547*** 1

Family Control

Capital Gain Rebates

Capital Gain Several
Years

Index Rebates Seve-
EIRGELS

Index Tax
Environment

Family Control

1

Capital Gain Rebates -0.1341 1

Capital Gain Several Years -0.4056" 0.0620 1

Index Rebates Several Years -0.3546 0.7393" 0.7180™* 1

Index Tax Environment -0.3947* 0.6326™ 0.6528"™* 0.8547" 1

Own. Concentration

Capital Gain Rebates

Capital Gain Several
Years

Index Rebates Seve-
ral Years

Index Tax
Environment

Own. Concentration

1

Capital Gain Rebates -0.2199 1

Capital Gain Several Years -0.0951 0.0620 1

Index Rebates Several Years -0.2231 0.7393** 0.7180"* 1

Index Tax Environment -0.3890" 0.6326™ 0.6528™* 0.8547"* 1
***Significant at 1% level
**Significant at 5% level
*Significant at 10% level
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Table 6 - Correlation of Outcome and Other Obstacle Variables
This table presents the correlation between the three outcome variables (Transmission Rate, Family Control and Ownership
Concentration) and other obstacle variables. All variables are defined in Appendix 2.

Transmission Rate

Lack of Interest

Lack of Planning

Lack of Training

Index Other
Obstacles

Transmission Rate 1

Lack of Interest 0.2056 1

Lack of Planning 0.0781 0.0469 1

Lack of Training -0.2329 0.3538™ 0.3120* 1

Index Other Obstacles 0.0200 0.6388™* 0.6831* 0.7792"** 1

Family Control

Lack of Interest

Lack of Planning

Lack of Training

Index Other
Obstacles

Family Control

Lack of Interest 0.0957 1

Lack of Planning 0.0517 0.0469 1

Lack of Training -0.2660 0.3538™ 0.3120" 1

Index Other Obstacles -0.0632 0.6388"* 0.6831** 0.7792** 1
Concentration Lack of Interest Lack of Planning Lack of Training Index Other

Obstacles

Own. Concentration 1

Lack of Interest 0.3544* 1

Lack of Planning -0.0568 0.0469 1

Lack of Training -0.0498 0.3538™ 0.3120" 1

Index Other Obstacles 0.1017 0.6388™* 0.6831™* 0.7792"** 1

***Significant at 1% level
**Significant at 5% level
*Significant at 10% level

4.2. MULTIVARIATE ANALYSIS - DATA
QUESTIONNAIRE SAMPLE

In a first step, we carry out our analyses on the
sample of countries for which we received
answers to our survey from Deloitte experts.
We run OLS regressions controlling for GDP to
determine the significance of the potential impact
of our explanatory variables on transmission of
family businesses. Results of the regression of our
primary outcome variable Transmission Rate on
the different explanatory variables presented in
Section 3.1 are shown in Table 7.

They suggest that transmission rates are not
significantly affected by the legal and regulatory
environment. Looking at tax rates, we find that

33

marginal tax rates of inheritance have a significant
negative impact on family business transmission
rates at the 5% level as expected. The higher
is the marginal tax rate of inheritance, the less
family firms owners are inclined to transmit their
company by way of inheritance or gift. Capital
gains and wealth tax rates have the expected
sign but do not show any significant impact.
Looking at the Tax Premium on Transmission, we
find a significant positive relationship between
Transmission Rates and the variable Capital
Gain — Inheritance at the 5% level. In the same
way, the variable Capital Gain — Wealth (the
Tax Premium on Wealth Transfer) has a positive,
though not significant, impact on transmission
rate of family businesses. The intuition behind this
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is that the higher the capital gains tax relative to
the succession tax, the more expensive it is for
the owner to sell the company to a third party
as opposed to keeping it within the family, hence
the higher the transmission rate.

which  the
concerning a family wealth transmission is
considered to some extent prohibitive show
lower though not significant transmission rates.
When we look at other variables depicting the
tax environment of the country, we find that the
coefhicients of the regressions are negative and
significant as expected, indicating that when a
country has a tax environment favourable to the
sale of companies, the Transmission Rate of Family
Businesses is negatively impacted.

Countries  in tax environment

The variables depicting other obstacles to family
transmission (lack of interest of the successors, lack
of planning by the incumbent and lack of training
and experience of the successors) do not show
any significant explanatory power.

The models that do the best in explaining the
variation are those involving the Inheritance Tax
Rate (Inheritance Tax, Capital Gain — Inheritance
Index Tax Environment) and the one
involving the variable Capital Gain Rebates
(Capital Gain Rebates, Index Rebates Several
Years and Index Tax Environment). The R-squared
for these regressions vary from 0.21 to 0.44 and
the coefficients of the variables of interest are
highly significant. As expected, the higher the
Tax Premium on Transmission, the higher the
Transmission Rate, and the more unfavourable
the Tax Environment, the lower the Transmission
Rate.

and

Since the Index Tax Environment is computed
using the Tax Premium on Transmission, among
others,and since the following tables will show that
the effect of the Tax Environment variables is less
marked on the other two dependent variables,
we think that the Tax Premium on Transmission is
the main factor impacting the transmission rate of
family businesses.

In terms of marginal effect of the Tax Premium
on Transmission on the Transmission Rate, when
the Tax Premium on Transmission increases by
one standard deviation®, the Transmission rate
would increase by 10.8 percentage points. With
the mean Transmission Rate across the countries
of our sample being 48.52%, this means that,
evaluated at the mean, the Transmission Rate
would increase by almost 25%.

Tables 8 and 9 present the same regressions
as in Table 7 but taking as dependent variable
the two proxies we computed for Transmission
Rate: Family Control (Table 8) and Ownership
Concentration (Table 9).

As for transmission rates, Table 8 suggests that
legal and regulatory environment as well as other
obstacles have no impact on family control. The
marginal tax rates of both inheritance and family
wealth transfer significantly lower Family Control
at the 5% level. The opportunity to pay capital
gain tax over several years also significantly lowers
Family Control at the 5% level as expected.

The model taking into account the Tax Premium
on Transmission again is of one of the models
with the highest R-squared (R-squared is 0.50
in this regression) and the variable as a positive
and significant impact on Family Control at the

8 - The standard deviation of the Tax Premium on Transmission is 0.1600 (not reported in the tables).
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Table 7: Regressions — Data Questionnaire Transmission Rates Controlled for GDP per Capita

This Table presents the results of the regressions of Transmission Rate over the explanatory variables collected via the Data

Questionnaire controlling for GDP per Capita. Variables definition can be found in Appendix 2. Standard errors are presented in

brackets below the regression coefficients. a indicates significance ata 1% level, b indicates significance at a 5% level and c indlicates

significance at a 10% level.
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significance at a 10% level.

This Table presents the results of the regressions of the variable Family Control over the explanatory variables collected via the Data

Table 8: Regressions — Data Questionnaire Family Control Controlled for GDP per Capita
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presented in brackets below the regression coefficients. a indicates significance at a 1% level, b indicates significance at a 5% level

via the Data Questionnaire controlling for GDP per Capita. Variables definition can be found in Appendix 2. Standard errors are
and c indicates significance at a 10% level.

This Table presents the results of the regressions of the variable Ownership Concentration over the explanatory variables collected

Table 9: Regressions — Data Questionnaire Ownership Concentration Controlled for GDP per Capita
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10% level; reinforcing our conclusions of Table 7.
The model with the highest R-squared is the one
considering the variable Inheritance Tax.

In addition, GDP per Capita is highly significant in
almost all regressions at the 1% level negatively
influencing Family Control. This is in line with the
theory that in countries with a more sophisticated
institutional set up, higher income and good
financial markets family business owners are
more willing to sell their companies and reduce
control. Hence, results do not defer greatly to the
regressions presented in Table 7.

Similar to Transmission Rates and Family Control,
Ownership Concentration is not affected by
legal and regulatory environment as well as
other obstacles. The Marginal Tax Rate of Wealth
Transfer and the Tax Premium on Wealth Transfer
(variable Capital Gain — Wealth) seem to be the
best explanatory variables with an R-squared of
0.38 for each regression but the Tax Premium on
Transmission keeps a high level of significance
and one of the highest R-squared (0.28). Similar
to the regression with Family Control, GDP per
Capita has a negative effect on Ownership
Concentration though not significant in almost all
regressions.

In conclusion from the Data Questionnaire,
we find that taxes unfavourable to family
transmissions or more favourable to sale of
family businesses are significant in explaining the
variation in transmission rates and in our proxy
variables and particularly the Tax Premium on
Transmission (which has a significant impact
on each explanatory variable). It indicates that
governments which want to keep or increase
the number of family businesses in the country
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should study carefully the tax rates of inheritance
and of wealth transfer within members of a same
family to make sure they are not prohibitive.

Figures 14 to 16 present the AV Plots of the
regressions of our three outcome variables over
the variable that seems to have the most significant
impact: the Tax Premium on Transmission.

Appendixes 3 to 6 present the AV Plots of the
regressions of our three outcome variables over
the variables of Forced Heirship and Index RR
and LC which do not show any significant impact
on one hand and over the variables Wealth Tax
Prohibitive and Index Tax Environment which
showed a significant negative impact on the other
hand to illustrate the repartition of countries
around the plot.

In the following part of the paper, we will analyse
an expanded sample keeping only the Tax
Premium on Transmission among the variables
used in Section 4. This variable seem to us the
best variable in explaining the variations in
transmission rates across countries and the one
that has the most stable effect across regressions
since its coefficient is significant in the regressions
of Table 7, 8 and 9 and the R-squared of the
regressions was one of the highest in all three
tables. Other variables with a high explanatory
power were Index Tax Environment in Table 7,
Inheritance Tax in Table 8 and Wealth Transfer
Tax and Capital Gain — Wealth (the Tax Premium
on Wealth Transfer) in Table 9 however these
variables were less significant or had less
explanatory power in the other tables than the
Tax Premium on Transmission.
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Figures 14, 15 and 16: Partial Regression Plots

Outcome Variables vs. Capital Gain minus Inheritance Tax
These figures show the partial regression plots of the regression of each of the three outcome variables, Transmission Rate (here
transrate), Family Control (here fam_20) and Ownership Concentration (here concentr), over the variable Capital Gain — Inheritance
(here cg3in) for the countries in the Data Questionnaire sample. The regressions are shown in Tables 7 to 9.
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5. EXPANDED SAMPLE AND OTHER
DETERMINANTS OF TRANSMISSION RATES

To analyse the extent of our tax results on a larger
sample of countries and to test for alternative
theories explaining differences in transmission
rates, we expanded the sample of countries by
collecting additional tax rates for other countries
that were not part of the Data Questionnaire but
for which we had collected transmission rates or
any of the other two proxies. The new data tax
rates were obtained from tax publication sources
and other consulting firms that publish such
data’

As a result of this exercise, we were able to
increase the sample size for the regressions
concerning the Tax Premium on Transmission in
previous tables, and to test for alternative theories
with data from more countries. Analysing the
impact on transmission rates of measures that
proxy for alternative theories has two objectives.
First, we want to test if these additional control
variables, described in Section 3.4, actually have
a significant impact on transmission rates and the
other two proxies. And second, to test whether
the relationship between the Tax Premium on
Transmission and transmission rates is robust to
the inclusion of these alternative determinants
keeping its sign and significance when adding
these controls.™

5.1. DIFFERENCE IN TAX RATES IN THE
EXPANDED SAMPLE

In Table 10 we present the regression results of the
Tax Premium on Transmission controlling for Gross

Domestic Product in the Expanded Sample. The
table shows that the Tax Premium on Transmission
still significantly impacts the three outcome
variables (ie. Transmission Rate, Family Control and
Ownership Concentration). As before, the higher
the difference in tax rates is, the relatively more
onerous it will be for the owner of a family firm
to sell it to a third party as opposed to keeping
it within the family and, consequently, the higher
the transmission rate will be. To get an idea of the
economic magnitude of the effect, if we look at
the marginal effect of increasing the Tax Premium
on Transmission by one standard deviation in the
regression with Transmission Rate as dependent
variable,'" the Transmission Rate would increase by
10.3 percentage points. This means that, evaluated
at the mean,'” family transmission rates would
increase by more than 20%.

Figures 17 to 19 present the partial regression
plots (AV Plots of our three outcome variables:
Transmission Rate, Family Control and Ownership
Concentration) and the Tax Premium on
Transmission controlling for GDP per capita.

5.2. ACCESS TO CAPITAL

The first set of control variables we analyse
pertains to access to capital. If the access to
outside capital is difficult, family business owners
will find it more difficult to sell their firm to
third parties for a good price. Therefore, they
will rather transfer their shares to relatives. As a
consequence, difficulty in access to capital may

9 - A potential concern may be that the data collected from these sources do not pertain to the specific standardise case that we used in the Data Questionnaire. For this reason,
we restricted our data collection to the simple tax rates that apply to capital gains and inheritance and did not collect any other variable. We also verified that these rates were the

same for the sample of countries that did participate in the Data Questionnaire.
10 - The correlations of the control variables are presented in Appendix 7.

11 - The standard deviation of the Tax Premium on Transmission is 0.1551 in the sample of countries used for the regressions taking the Transmission Rate as dependent variable

(not reported in the tables).
12 - The mean of Transmission Rate in the sample of countries of Table 10 is 47.75%.
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Table 10: Difference in Tax rates controlling for GDP per capita (Expanded Sample)

This table presents the results of the regressions of the three outcome variables (Transmission Rate, Family Control and Ownership
Concentration) on the logarithm of the GDP of the country in 2013 and the difference in marginal tax rates between selling a family
business to a third party and keeping it within the family. For each outcome variable, the first regression only includes the logarithm
of the GDP of the country in 2013 and the second regression includes the two explanatory variables. Below each coefficient,
standard errors are presented in brackets. a indicates significance at a 1% level, b indicates significance at a 5% level and c indicates
significance at a 10% level.

VARIABLES Transmission Rate

Ownership Concentration

Family Control

Capital Gain - Inheritance 0.6652b 0.5162b 0.3371a
[0.282] [0.226] [0.124]
Log GDP pc 2013 0.0085 0.0442 -0.6645a -0.6220a -0.1089a -0.1029a
[0.183] [0.168] [0.192] [0.179] [0.033] [0.031]
Constant 0.4387 0.2168 3.5165a 3.2832a 0.9317a 0.8846a
[0.840] [0.776] [0.888] [0.827] [0.141] [0.134]
Observations 26 26 27 27 49 49
R-squared 0.00 0.19 0.32 0.44 0.19 0.30

Figures 17, 18 and 19: Partial Regression Plots

Outcome Variables vs. Capital Gain minus Inheritance Tax

These figures show the partial regression plots of the regression of each of the three outcome variables, Transmission Rate
(here transrate), Family Control (here fam_20) and Ownership Concentration (here concentr), over the variable Capital Gain —
Inheritance (here cg3in) for the countries in the Expanded sample. The regressions are shown in Table 10.
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Concentration vs Capital
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coef=.33711054, se = 12438244, t=271

lead to an increase in Transmission Rate, Family
Control and Ownership Concentration. In order
to control for this, we analysed the impact of legal
origin, Anti-Self-Dealing and Anti-Director on
our outcome variables (the descriptions of the
variables Common Law, Anti Self-Dealing and Anti
Director are given in Appendix 2). Since these
variables depict countries in which the access to
capital is easier, we expect them to have a negative
impact on our three outcome variables. Table 11
presents the results of these regressions.

We can notice that both the Common Law, Anti-
Self-Dealing and Anti-Director variables have a
negative impact on our main dependent variable
Transmission Rate controlling for GDP when taken
alone in the regression (significant for Anti-Director

only).

When adding the Tax Premium on Transmission
to the regressions, our main explanatory variable
keeps its significance at the 5% level in most of them
and becomes insignificant in only two regressions
(Transmission Rate controlling for Anti-Director
and GDP; and Transmission Rate controlling for
Anti Self-Dealing and GDP). No access to capital
variable has a significant impact on Transmission
Rate. The sign of their coefficient is almost always
negative though in line with our hypothesis

0
CGIN

that when access to capital is easier, it might be
easier for owners of family businesses to sell their
company to a third party for a fair price lowering
their incentive to transmit the company to their
heirs. The variable Anti-Director has a negative
and significant impact on the variable Ownership
Concentration at the 1% level suggesting the same
explanation. But the Tax Premium on Transmission
still seems to be the main factor impacting our
outcome variables suggesting it is really the main
obstacle to family transmission of family businesses.

5.3. DEMOGRAPHICS

As the number of children within a family and
family conflicts may have an impact on family
business transmission we decided to use both
Country Birth Rates 1980 and Divorce-to-Marriage
ratios as control variables. This last one is the ratio
of the number of divorces and the number of
marriages in a given country and a given year.
Although the crude marriage rate and the crude
divorce rate are not very comparable as they use
two different populations: those who can marry
(even young children) and those who can divorce
(does not take into account the young children).
We did not want to use this variable as a proof of
how stable relationships were in a given country.
We used this variable to show the progression/
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This table presents the results of the regressions of the three outcome variables over the difference between capital gain taxes and
inheritance taxes and access to capital control variables controlling for GDP per Capita. Variables definition can be found in Appendix

2. Standard errors are presented in brackets below the regression coefficients. a indicates significance at a 1% level, b indicates

Table 11: Log of GDP per capita and access to capital control variables without difference in tax rates and with difference in tax rates
significance at a 5% level and c indicates significance at a 10% level.
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regression of marriage, which we deemed to be
important as it shows if there is an increase in the
number of spouses (who can be concerned in
family transmissions).

Results are presented in Table 12. They show
that none of the demographic control variables
presents a significant impact on the outcome
variables. In all the regressions, the Tax Premium
on Transmission keeps its sign and significance.

5.4. CULTURAL VARIABLES

Culture might also have an impact on the
transmission of family businesses. For instance,
we use the variable Traditional Values indicating
how traditional is the society in which operates
the company. According to R. Inglehart and C.
Welzel,» one of the major dimensions of cross
cultural variation is Traditional values vs. secular-
rational values: “Traditional values emphasize the
importance of religion, parent-child ties, deference
to authority and traditional family values. People
who embrace these values also reject divorce,
abortion, euthanasia and suicide. These societies
have high levels of national pride and a nationalistic
outlook. Secular-rational values have the opposite
preferences to the traditional values!” So we think
that the more traditional is the environment of a
family firm, the more the owner will be prone to
keep it in the family. Other cultural variables we
use are the masculinity of the society and the trust
people have in others in general in the country.
These variables are defined in Appendix 2.

Table 13 present the results of these regressions.
It appears that cultural variables do not have
a significant impact on our outcome variables
in general (except for the variable Ownership

Concentration which has a lower value in an
environment with traditional values and when
people’s trust is high). In all the regressions, the Tax
Premium on Transmission keeps its significance.'

5.5. FAMILY VALUES VARIABLES

Finally, we think that the family values might have
an impact on the Transmission Rate of Family
Businesses. For instance, the variable Children
expresses how much in the country parents try to
do the best for their children. This variable may
have a positive impact on our three outcome
variables. The other two variables used are
described in Appendix 2.

Table 14 shows that none of the family values
variables have animpact on our outcome variables
(except Long-Term Orientation on Ownership
Concentration at the 10% level). The impact of
our main explanatory variable remains positive
and significant in all regressions.'

5.6. MULTIVARIATE ANALYSIS WITH ALL
CONTROL VARIABLES

We conducted one last regression analysis with
our main explanatory variable Tax Premium on
Transmission and all possible control variables.
To proxy access to capital, we kept the Anti Self-
Dealing variable because it is the most complex
index taking into account corporate governance
as well as company and securities law and civil
proceedings. To represent demographics, we
kept the birth rate in 1980 since the information
was available for a greater number of countries.
For cultural and family values variables, it was not
possible to select one unique variable for a valid
reason so we run one regression per variable.

13 - The creators of the Inglehart-Welzel cultural map of the world based on the World Values Surveys.

Source: http:/Awwwworldvaluessurvey.org/WVSContents jsp? CMSID=Findings

14 - As a matter of illustration, the AV Plots of the regressions of the three outcome variables over the Tax Premium on Transmission controlling for cultural values are presented in

Appendix 8 to 10.

15 - As a matter of illustration, the AV Plots of the regressions of the three outcome variables over the Tax Premium on Transmission controlling for family values are presented in

Appendix 8 to 10.
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Table 12: Log of GDP per capita and demographic control variables without difference in tax rates and with difference in tax rates
This table presents the results of the regressions of the three outcome variables over the difference between capital gain taxes
and inheritance taxes and demographic control variables controlling for GDP per Capita. Variables definition can be found in
Appendix 2. Standard errors are presented in brackets below the regression coefficients. a indicates significance at a 1% level, b
indicates significance at a 5% level and c indicates significance at a 10% level.
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Table 13: Log of GDP per capita and cultural control variables without difference in tax rates and with difference in tax rates

This table presents the results of the regressions of the three outcome variables over the difference between capital gain taxes

and inheritance taxes and cultural control variables controlling for GDP per Capita. Variables definition can be found in Appendix

2. Standard errors are presented in brackets below the regression coefhicients. a indicates significance at a 1% level, b indicates

significance at a 5% level and ¢ indicates significance at a 10% level.
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Table 14: Log of GDP per capita and family values control variables without difference in tax rates and with difference in tax rates

This table presents the results of the regressions of the three outcome variables over the difference between capital gain taxes and

inheritance taxes and family values control variables controlling for GDP per Capita. Variables definition can be found in Appendix

2. Standard errors are presented in brackets below the regression coefhicients. a indicates significance at a 1% level, b indicates

significance at a 5% level and ¢ indicates significance at a 10% level.
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The results of these multivariate regressions are
presented in Table 15. The Tax Premium on
Transmission keeps its positive and significant
impact on almost all regressions. The loss of
significance in some regressions might be due
to the very small sample size or to noise in the
expanded sample of transmission rates. The results
of this table confirm our previous results that the
Tax Premium on Transmission is the main obstacle to
family transmission of family businesses. Regarding
marginal effects, if the Tax Premium on Transmission
increased by one standard deviation,'® the
Transmission Rate would increase by 18.1
percentage points."” It means that, evaluated at
the mean,'® the Transmission Rate would increase
by more than a third.

The other control variables do not show great
significance. Interestingly, Anti-Self-Dealing
presents a negative coefficient in almost all
regressions explaining transmission rates (though
significant in only two regressions). It is coherent
with the idea that when Anti-Self-Dealing measures
are in place, minority shareholders are more
protected, it is a proxy for better functioning
financial markets (La Porta et al, 1997). In this
case, the option to sell the family business to a
third party for a reasonable price may be more
plausible, negatively impacting the transmission
rates.

16 - The standard deviation of the Tax Premium on Transmission is 0.1668 in the sample of countries used for the regressions taking the Transmission Rate as dependent variable
(not reported in the tables).

17 - We took the regression involving Trust in Family to make this computation.

18 - The mean of Transmission Rate in the sample of countries of Table 15 is 45.79%.
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Table 15: Multivariate Regressions controlled for GDP per Capita, Access To Capital, Demographics and Cultural and Family Values
This table presents the results of the regressions of the three outcome variables over the difference between capital gain taxes
and inheritance taxes controlling for GDP per Capita, Anti-Self-Dealing, 1980's Birth Rate and several Cultural and Family value
variables. Variables definition can be found in Appendix 2. Standard errors are presented in brackets below the regression
coefficients. a indicates significance at a 1% level, b indicates significance at a 5% level and c indicates significance at a 10% level.
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6. CONCLUSION

Family businesses play a fundamental role in
the worldwide economy. One of the biggest
challenges they face is the time for transmission
when the family needs to decide whether to
sell the business or transmit it to heirs. This issue
attracted the attention of researchers and many
articles pertain to the transmission of family
businesses. However, the literature lacks empirical
evidence as to which factors have an impact on
family business transmission. In this paper, we
attempt to fill in this void by analysing several
categories of factors: legal and regulatory, tax
rates, lack of interest or lack of training of the
heirs, lack of planning by the incumbent, etc. In
addition, most of the papers in the literature
about family business transmission focus their
attention on one single country. Our study is a
cross-country analysis, we collect transmission
rates for more than 20 countries and put in place
a Data Questionnaire that enables us to evaluate
the legal, regulatory and tax environment of the
countries.

First, our data highlight the fact that transmission
rates significantly vary from one country to
another. In our first sample of seven countries,
transmission rates are computed using the Orbis
database of Bureau van Dijk. These transmission
rates vary from 12% in France to 76% in Italy.
Furthermore, we use various sources to expand
our sample to 26 countries, with transmission
rates varying from 8% for Lithuania to 88% for
Sweden.

Secondly, we use data from the Data
Questionnaire to analyse legal and regulatory
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obstacles, tax rates and the other aforementioned
potential obstacles to family business transmission
over a sample of 20 to 26 countries (with the
exact number of countries depending on the
number of answers received and of the outcome
variable analysed). The results show that legal and
regulatory obstacles as well as a lack of training,
planning and interest do not have any significant
impact on the transmission rates of family
businesses (nor on the two proxies used, namely
Family Control and Ownership Concentration).
On the other hand, the tax environment seems
to have a huge impact on transmission rates (and
the two proxies), particularly when it comes to
the level of inheritance taxes and when the tax
environment is favourable to sales to a third
party (when capital gains taxes are lower than
inheritance or wealth transfer taxes and when
capital gains tax rebates exist). The variable that
seems to have the most significant impact is the
Tax Premium on Transmission (i.e. the difference
between capital gains tax and inheritance tax). This
variable has a positive impact on transmission rates
which means that, coherent with our expectations,
the higher the capital gains tax s in relation to the
inheritance tax rate, the higher the transmission
rate of businesses within the family. This variable is
the one we keep for our last set of analyses where
we test the impact of other potential determinants
of family business transmission.

In our final set of analysis, we examine a set of
control variables which, according to the literature,
might also impact the transmission rates of family
businesses on an expanded sample of countries.
These variables are first tested alone and then
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in conjunction with our main variable of interest:
the Tax Premium on Transmission, expressing
the difference in tax rates between selling the
business to a third party and keeping it within
the family. These variables pertain to GDP, access
to capital, demographics, cultural values and
family values. It appears that only some variables
expressing access to capital have a significant
negative impact on transmission rates and the two
proxies. We explain this finding through the fact
that in countries with better functioning markets,
it might be easier for a business owner to find a
third party proposing a fair price for the company,
consequently lowering the transmission rate of
businesses within families.

The most striking fact is that Tax Premium on
Transmission almost always keeps its positive
sign and significance even when adding all the
control variables. Moreover, the marginal effect
of this variable on the Transmission Rate of Family
Businesses within families is significant.

For governments that want to maintain or increase
the number of family businesses in their country,
a solution might be to carefully study the taxes
levied on family businesses when making a
decision as to whether they should sell the
company to a third party or keep it within the
family in order to ensure more favourable taxes for
family transmission. On the family business owner
side, this study suggests that they should prepare
their succession or sale early on. The taxes they
will be subject to are certainly one of the main
factors impacting their decision. Equally, it is clear
that there are reliefs and special regimes available
that can reduce the tax burden of transmission
(from an average marginal tax rate of 13.7% in the
case of gifts/inheritance to 5.3% if applied). The
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tax rates faced in the different scenario should also
be carefully studied before taking the decision.
As a conclusion, this paper demonstrates the
major importance of the level of taxes when
business owners have to decide whether they will
transmit their company to heirs or not. This finding
will be of interest for governments who want
to avoid the sale of too many family businesses
and for business owners who are faced with the
succession decision.
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Appendix1: Family Transmission Rates

Country ‘ Transmission Rate ‘ Source
AUSTRALIA 35% Orbis

AUSTRIA 59% Orbis

BELGIUM 70.7% Colot, 2011
CANADA 33% Family Business Institute?
CHINA 33% Xianggian, 2010%'
DENMARK 33% European Commission
FINLAND 53% Varamaki, Tall & Viljamaa?
FRANCE 12% Orbis
GERMANY 65% Orbis

GREECE 74% Tsoutsoura; 2015
HONG KONG 69% Bennedsen et al. 2015%
IRELAND 30% BDO*

ITALY 76% Orbis
LITHUANIA 8% Mellerio, 20097
LUXEMBOURG 30% European Commission
MALTA 81% PWC, 2012%
POLAND 64% Mellerio, 2009
SINGAPORE 36% Bennedsen et al. 2015
SLOVENIA 24% Mellerio, 2009
SPAIN 31% Orbis

SWEDEN 88% Sund and Bjuggren; 2013%
SWITZERLAND 40% Credit Suisse; St. Gallen?
TAIWAN 74% Bennedsen et al. 2015
THE NETHERLANDS 72% Mellerio, 2009
UNITED KINGDOM 21% Orbis

UNITED STATES 30% Beckhard and Dyer, 1983%

19 - Colot, ©.(2011). La Transmission des PME Familiales Belges : Une Etude Statistique. Université de Mons, Documents d'économie et de gestion, Working paper : 2011/2, Centre
de Recherche Warocqué.

20 - http://www.abbynews.com/business/19108983 1.htm!

21 - Xianggjian, Y. (2010). Analysis of the Challenges and Countermeasures in Family Business of Succession during Economic Transition Period: An Empirical Study in Zhejiang
Province of China. 7th International Conference on Innovation & Management

22 - http://www.ranseo-association.eu/uploads/Academic%20Awards/2013-2014/Varamaki.pdf

23 - Bennedsen, M, Fan, J, Jian, M., & Yeh, Y-H. (2015). The Family Business Map: Framework, Selective Survey, and Evidence from Chinese Family Firm Successions. Journal of
Corporate Finance 33,212 - 226.

24 - hitp://www.bdo.e/files/pdf/pubs/fos/bdo-family-business-v3-web.pdf

25 - Mellerio, O. (2009). Transmission de I'Entreprise Familiale. Rapport a Hervé Novell, Secrétaire d'Etat chargé du Commerce, de I'Artisanat, des Petites et Moyennes Entreprises,
du Tourisme, des Services et de la Consommation

26 - hitps://www.pwe.com/mt/en/publications/assets/family_business_survey_2012_malta.pdf

27 - Sund, L-G. & Bjuggren, P-O. (2013). No Gift and Inheritance Tax: No Problems Left for Succession of Family-Owned businesses? European Business Law Review 24, 149 — 159.
28 - hitps://www.credit-suisse com/media/production/pb/docs/unternehmen/kmugrossunternehmen/kmu-erfolgsfaktoren-2013-en.pdf

29 - Beckhard, R, & Dyer, W. G. (1983). Managing Continuity in the Family-Owned Business. Organizational Dynamics, 5-12.
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Appendix 2: Variable Definitions

Variable Name

Source

Definition

Explanatory variables - Legal Environment

Forced Heirship

Data Questionnaire

This variable is a dummy variable indicating if forced heirship is a regulatory restriction in place
in the country surveyed for transfer of businesses to family members

Reg. Restrictions
(RR)

Data Questionnaire

This variable indicates if regulatory restrictions affect the transfer of family firms including prior
government authorization or other restrictions (it ranges from 0 to 2)

Legal Constraints
(L0

Data Questionnaire

This variable indicates if legal constraints to the transfer of shares or of functions affect the
transfer of family firms (it ranges from 0 to 2)

Index RR and LC

Data Questionnaire

This variable aggregates the variables RR and LC, indicating the presence of more Regulatory
Restrictions and/or Legal Constrains (it ranges from 0 to 4)

Explanatory varia

bles - Tax Rates

Inheritance Tax

Data Questionnaire
and other sources

This variable is the marginal tax rate in place in the country when a family transmission takes
place for free, as a gift, when there is no favorable regime that applies. This variable is expressed
in percentage

Capital Gain Tax

Data Questionnaire
and other sources

This variable is the marginal tax rate incurred on capital gains when Mr. PARENT sells his
company to a third party for a profit. This variable is expressed in percentage

Wealth Transfer
Tax

Data Questionnaire
and other sources

This variable is the marginal tax rate applied in case of a family wealth transmission, assuming no
favorable regime. This variable is expressed in percentage

Capital Gain - Data Questionnaire; | This variable is the difference between the variables Capital Gain Tax and Inheritance Tax. The
Inheritance and other sources variable is also called the Tax Premium on Transmission.

Capital Gain - Data Questionnaire | This variable is the difference between the variables Capital Gain Tax and Wealth Transfer Tax.
Wealth and other sources This variable is also called the Tax Premium on Wealth Transfer.

Explanatory varia

bles - Tax Environment

Wealth Tax Data Questionnaire | This variable depicts answers from the Data Questionnaire to the question: Is the tax concerning

Prohibitive a family wealth transmission prohibitive? Rescaled to range from 0 (not prohibitive) to 1 (very
prohibitive).

Capital Gain Data Questionnaire | This variable shows if there are any rebates depending on a minimum holding period when shares

Rebates are sold for a profit. It is a dummy variable taking the value 0 (no rebates) or 1 (rebates)

Capital Gain Data Questionnaire | This variable shows if there is the possibility to pay for capital gain taxes over several years when

Several Years

shares are sold for a profit. It is a dummy variable taking the value 0 (not possible to pay capital
gain taxes due over several years) or 1 (possible to pay capital gain taxes due over several years).

Index Rebates
Several Years

Data Questionnaire

This variable indicates if the tax environment is attractive (i.e. if capital gain tax rebates exist and
if capital gain taxes can be paid over several years. It is the combination of the dummy variables
Capital Gain Rebates and Capital Gain Several Years and ranges from 0 to 2.

Index Tax
Environment

Data Questionnaire

This variable illustrates to what extent the tax environment is unfavorable to family
transmissions. It is a scale variable taking the value of O (favorable) to 3 (unfavorable). It is the
sum of three dummy variables: Capital Gain Rebates, Capital Gain Several Years and a variable
taking the value of 1 if Capital Gain - Inheritance is zero or negative.

Explanatory varia

bles - Other Obstacles

Lack of Interest

Data Questionnaire

This variable is a variable indicating whether the lack of interest of the descendant is a primary
obstacle for a family business transmission. It takes values from 0 (not an obstacle) to 1 (a major
obstacle).

Lack of Planning

Data Questionnaire

This variable is a variable indicating whether the lack of planning by Mr. Parent is a primary
obstacle for a family business transmission. It takes values from 0 (not an obstacle) to 1 (a major
obstacle).

Lack of Training

Data Questionnaire

This variable is a variable indicating whether a lack of training of the descendant is a primary
obstacle for a family business transmission. It takes values from 0 (not an obstacle) to 1 (a major
obstacle).

Index Other
Obstacles

Data Questionnaire

This variable is the sum of the three above variables rescaled from O to 1.
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Variable Name

Outcome Variables

| Source

| Definition

Transmission
Rate

Orbis and other
Surveys/Articles

This variable represents the proportion of family businesses which stay in the hand of the family
after an ownership transfer among all ownership transfers within family firms. This variable is
expressed in percentage.

Family Control

La Porta, Lopez-De-
Silanes and Shleifer
(1999)

This variable indicates the proportion of companies for which an individual owns at least 20% of
the shares. This variable is expressed in percentage.

Ownership
Concentration

La Porta, Lopez-de-
Silanes, Shleifer and

This variable shows what average percerntage of shares of the 10 largest privately-held
companies that are owned by their top-three shareholders and therefore gives us an

Vishny (1998) approximation of ownership concentration

Control Variables

Log GDP pc 2013 | World Bank Log of Gross Domestic Product per Capita in 2013.

Masculinity Hofstede Centre This variable indicates the degree of masculinity of a country where masculinity is defined as
"driven by competition and success" and feminity is defined as “caring for others and quality of
life". This variable ranges from 0 (feminine) to 100 (masculine)

Long-Term Hofstede Centre This variable indicates the extent to which each society maintains links to its past when dealing

Orientation with present and future issues. This variable ranges from 0 (normative society: prefers to maintain
traditions and views change suspiciously) to 100 (pragmatic society: encourages thrift and efforts
in education to prepare for the future)

Civil Law La Porta, Lopez-de- | This variable indicates if a country's commercial law is based on the English common law. This

Silanes, Shleifer and
Vishny (1998)

variable is a dummy variable taking the value O (civil law: French, German or Scandinavian) or 1
(common law).

Anti-Self-Dealing

Djankoy, La Porta,
Lopez-de-Silanes
and Shleifer (2008)

This variable is dummy variable indicating whether systems are in place in the surveyed country
to avoid controlling shareholders from expropriating the rights of minority shareholders. It takes
the value 0 (no process in place to stop self-dealing from the controlling shareholder) or 1
(process(es) in place to stop self-dealing from the controlling shareholder).

Anti-Director

Djankoy, La Porta,
Lopez-de-Silanes
and Shleifer (2008)

This variable is a scale variable indicating to what extent minority shareholders in the surveyed
country are protected in the corporate decision making process. It takes into account if: i) vote
can be mailed ii) there are obstacles to voting iii) minority shareholders can be represented in
the board of directors by cumulating their votes iv) a mechanism is in place to restore minority
shareholders when they have been expropriated v) preemptive rights for new share issuances
by the firm exist vi) there is a possibility to ask for a special shareholder meeting. This variable
ranges from O (minority shareholders are not protected) to 6 (minority shareholders are well
protected)

Birth Rate 1980

World Bank

This variable indicates the number of births per 1,000 people in 1980.

Divorce-Marriage
Ratio

United Nations
Statistical Division
and Eurostat

This variable compares the number of divorces to the number of marriages in a given year.

Children

La Porta, Lopez-de-
Silanes and Shleifer
(2008)

This variable is expressed in percentage and shows if parents must do the best for their children

Traditional Values

World Value Survey

This variable is a scale variable indicating to what extent the values of a society are traditional.
"Traditional values emphasize the importance of religion, parent-child ties, deference to authority
and traditional family values. Secular-rational values have the opposite preferences to the
traditional values. These societies place less emphasis on religion, traditional family values and
authority Values range from -2 (secular-rational values) to +2 (traditional values).

Trust Family World Value Survey | This variable is a scale variable indicating to what extent people from a given country trust their
families. It ranges from 0 (no trust) to 4 (trust).
Trust Mix World Value Survey | This variable indicates the extent to which people from a given country trust people in general

(family, strangers, neighbors, etc.) . This variable is expressed in percentage, a low percentage
representing low trust and high percentage representing a high level of trust.
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Appendix 3: Data Questionnaire — Legal and Regulatory Environment

These figures show the partial regression plots of the regression of each of the three outcome variables, Transmission Rate (here
transrate), Family Control (here fam_20) and Ownership Concentration (here concentr), over the variable Index RR and LC (here
index_rr_lc) for the countries in the Data Questionnaire sample. The regressions are shown in Tables 7 to 9.
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Appendix 4: Data Questionnaire — Forced Heirship

These figures show the partial regression plots of the the regression of each of the three outcome variables, Transmission Rate
(here transrate), Family Control (here fam_20) and Ownership Concentration (here concentr), over the variable Forced Heirship
(here rr_fh) for the countries in the Data Questionnaire sample. The regressions are shown in Tables 7 to 9.
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Appendix 5: Data Questionnaire — Wealth Tax Prohibitive
These figures show the partial regression plots of the regression of e
(here transrate), Family Control (here fam_20) and Ownership Conce

ach of the three outcome variables, Transmission Rate
ntration (here concentr), over the variable Wealth Tax

Prohibitive (here wtprohib) for the countries in the Data Questionnaire sample. The regressions are shown in Tables 7 to 9.
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Appendix 6: Data Questionnaire — Unfavorable Tax Environment

These regressions show the partial regression plots of the regression of each of the three outcome variables, Transmission
Rate (here transrate), Family Control (here fam_20) and Ownership Concentration (here concentr), over the variable Index Tax
Environment (here index_unfa) for the countries in the Data Questionnaire sample. The regressions are shown in Tables 7 to 9.
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This table presents the correlations between the control variables analyzed in Section 4.2. The definitions of these variables can

Appendix 7: Correlation of Control Variables
be found in Appendix 2.
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Appendix 8: Expanded Sample — Transmission Rate
Partial regression plots of multivariate regressions shown in Tables 13 and 14. Transmission Rate is the dependent variable
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Appendix 9: Expanded Sample — Family Control

Partial regression plots of multivariate regressions shown in Tables 13 and 14. Family Control is the dependent variable.
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Appendix 10: Expanded Sample — Ownership Concentration
Partial regression plots of multivariate regressions shown in Tables 13 and 14. Ownership Concentration is the dependent variable.
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