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Tax planning is critical for companies and has at-
tracted growing interest from researchers, practitioners 
and policy-makers (Minnick & Noga, 2010; Shackelford 
& Shevlin, 2001). Taxes represent an important cost for 
the company since they result in a potential lower cash-
flow for the shareholders (Chen et al., 2010), and influence 
company long-term growth and investment (Sánchez et al., 
2016). Tax avoidance, which is a specific form of tax plan-
ning that seeks to reduce the tax payments owing and thus 
increase net income (Frank, Lynch and Rego; 2009), has 
also captured the attention of researchers and public insti-
tutions (Desai & Dharmapala, 2008; Hanlon & Heitzman, 
2010; OECD, 2013; OECD, 2015). In line with Chen et al. 
(2010), in our study, tax aggressiveness refers to “down-
grade management of taxable income through tax planning 
activities”. Alternatively, we could use the expression tax 
management. Following the suggestion of several authors 
to focus on the understudied area of family firm research 
(Mazzi, 2011; Sánchez et al., 2016; Steijvers & Niskanen, 
2014) our interest is in determining whether tax aggressive-

ness varies depending on the influence of different family 
generations, by analysing the effect of a reduction in interest 
deductibility on the capital structure of family firms.

Although business control and ownership structure are 
determinants of tax aggressiveness, this topic has not been 
widely explored (Hanlon & Heitzman, 2010; Shackelford 
& Shevlin, 2001). Family firms differ from other companies 
in terms of specific intrinsic factors; they thus represent a 
unique framework within which to examine the influence 
of ownership structure on tax aggressiveness (Chen et al., 
2010). Family control of the business is one important 
factor (Ferramosca & Ghio, 2018), or more specifically, 
intergenerational transfer of family control (Anderson et 
al., 2003; Miller & Le Breton-Miller, 2006). The impor-
tance of family control of the business relies on being part 
of the unique framework that family firms represent. It is 
a non-economic goals that, in view of SEW, affect family 
firm decisions (Gómez‐Mejía et al., 2007) and sometimes 
against economic benefits (Gallo et al., 2004).  Another dif-
ferential is the importance of family reputation (Carcello et 
al., 2002; Gedajlovic & Carney, 2010; Naldi et al., 2013). 

There is a lack of empirical research about the level of 
active tax management or tax aggressiveness of family firms 
(Desai & Dharmapala, 2006; Scholes et al., 2009); more-
over, the literature reports contradictory results. Whereas 
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there are studies showing a positive relationship between 
family firm status and tax aggressiveness (Gaaya et al., 
2017; Koverman & Wendt, 2019; López et al., 2019; Maf-
rolla & D’Amico, 2016;), the opposite relationship has also 
been found (Bauweraerts & Vandernoot, 2019; Brune et al., 
2019; Chen et al., 2010; Sánchez et al., 2016; Steijvers & 
Niskanen, 2014). In addition, while a large body of liter-
ature has focused on the comparison between family and 
non-family firms, private and public firms, or large and small 
private firms, few studies have analysed the extent to which 
the well-known heterogeneity of family firms (Brigham et 
al., 2019; Chua et al., 2012; Stanley et al., 2019) may affect 
their tax decisions and thus influence the differences in be-
haviour compared to non-family firms. Brune et al. (2019) 
found family involvement in firm management has a posi-
tive effect on active tax avoidance, compared to non-family 
firms. Kovermann and Wendt (2019) showed that tax avoid-
ance is positively related to the percentage of family own-
ership. Sánchez et al. (2016) found that the first generation 
is less active in terms of tax avoidance than the second and 
subsequent generations, whereas the family ownership had 
a negative relationship with tax management. Bauweraerts 
and Vandernoot (2019)  and Steijvers and Niskanen (2014) 
demonstrated that family firms with a lower CEO owner-
ship share show greater tax aggressiveness.

Another interesting issue which is worth mentioning 
is that most of the related literature on tax avoidance is fo-
cused on public or large companies. More detailed research 
is needed on family-owned small and medium-sized enter-
prises (SMEs) due to their unique features. In family SMEs, 
certain specific traits take on special relevance, such as the 
greater importance of socioemotional issues (for instance, 
reputation) and the effects of family heterogeneity (for in-
stance, family values, family generations, different man-
agement experience and professionalization). This results 
in a unique attitude towards tax decisions, a fact which be-
comes increasingly relevant with the presence of successive 
family generations (Sánchez et al, 2016). In addition to the 
above, there are certain specific influences.  For instance, 
family SMEs are under less pressure from the financial 
markets and are less exposed to information asymmetries 
(Kovermann & Wendt, 2019). The fact that they are under 
less pressure from financial markets may also positively 
affect their dividends policy (Michaely & Roberts, 2012). 
Moreover, family SMEs often face the challenge of limited 
strategic planning (Zehrer & Haslwanter, 2010). Finally, a 
better understanding of tax management attitudes in family 
firms can be gained by studying family SMEs as they are 
the predominant type of family firm (Sánchez et al., 2016; 
Steijvers & Niskanen, 2014).

It is particularly noteworthy that the abovementioned 

branch of the literature has followed the same empirical 
strategy to study tax avoidance in family firms; namely the 
use of different measures of the effective tax rate (Manzon 
& Plesko; 2002) as a variable for tax aggressiveness. Not-
withstanding the sometimes contradictory empirical ev-
idence (Fama, 2011), since Modigliani and Miller (1963) 
first proposed the tax advantages of financial debt for firm 
value, it has been accepted that corporate taxes have an ef-
fect on corporate indebtedness decisions (Feld et al., 2013). 
This advantage is due to the asymmetric tax treatment of 
equity and debt financing, since interest expenses from debt 
are deductible from the taxable income, reducing the tax 
liability. In order to address this asymmetry, governments 
have attempted to reduce or limit the abovementioned tax 
deduction by enforcing so-called thin capitalization rules 
(Dourado & de la Feria, 2008; Gouthière, 2005). Thus, this 
reduction in the deductibility of interest expenses (which 
means an increase in the tax liability) leads to a decrease 
in debt ratios (Clemente & Sogorb, 2016; Mardan, 2017; 
Overesch & Wamser, 2010). In this context, companies that 
engage in tax planning, or are inclined towards tax aggres-
siveness, will lower their leverage ratios when they are af-
fected by the thin capitalization rule.

The importance of the tourism industry worldwide 
(Mariz-Pérez, & García-Álvarez, 2009; Su & Lin, 2014), 
and in Spain in particular (Camisón et al., 2016; Vacas & 
Landeta, 2009), is beyond doubt. Thus, the tourism industry 
needs access to more extensive knowledge about the fac-
tors affecting it (Andrew et al., 2007; Seguí et al., 2019); 
in particular, more research is needed regarding corporate 
governance factors in this industry (Al-Najjar, 2014; Chen 
et al., 2005), government fiscal policy changes (Chen et al., 
2009), and specifically about firm ownership and control 
characteristics (Mazzi, 2011). As for family firms and the 
intergenerational transfer process, reputation plays a criti-
cal role (Gedajlovic & Carney, 2010; Steijvers & Niskanen, 
2014). In the same vein, reputation is a key factor in the 
tourism industry (Camisón et al., 2016; Correia & Kasten-
holz, 2011; Singal, 2015).

Accordingly, this paper aims to shed light on the ef-
fect of family firm heterogeneity, in terms of the controlling 
generation, on tax management in family SMEs. Analysing 
this factor can provide a better understanding of their man-
agerial behaviour (Brune et al., 2019). More specifically, 
using a sample of 128 family SMEs in the Spanish tour-
ism industry, we analyse whether the first and subsequent 
generations show different levels of tax aggressiveness. We 
expect that, in family SMEs affected by the 2012 fiscal re-
form, the founder and successive generations show different 
reductions in their levels of indebtedness.

This study contributes to the literature on the relation-
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ship between family firm heterogeneity and tax aggressive-
ness in family firms in several ways. First, we focus on tax 
aggressiveness in a family firm context taking into account 
the heterogeneous behaviour of the different generations in 
control (Chirico et al., 2011), as family firms should not be 
analysed as a homogeneous entity (Westhead & Howorth, 
2007). We go beyond most of the existing research that 
studies the difference between private and public family 
firms (Brune et al., 2019), private family firms and private 
non-family firms (Koverman & Wendt, 2019; Monterry & 
Sánchez, 2010), or public family firms and public non-fam-
ily firms (Gaaya et al., 2017). It is worth noting that gen-
erational transition is one of the most sensitive processes 
in family firms (Miller et al., 2003; Molly et al., 2010); as 
such, further research is needed on this topic. Second, to 
examine the influence of the different controlling genera-
tions in the family firm on tax aggressiveness, we use the 
2012 Spanish fiscal reform that limited the tax deductibility 
of interest expenses as a quasi-natural experiment (Clem-
ente & Sogorb, 2016; Liu et al., 2019; Overesch & Wamser, 
2010). As far as we know, this is the first empirical study 
to use such an approach in the family firm context. Third, 
we focus on SMEs for several reasons: they represent 99% 
of all companies in Europe and approximately two-thirds 
of the total turnover and employment (Molly et al., 2010) 
meaning they are of enormous economic importance; most 
SMEs are family firms are SMEs (Burgstaller & Wagner, 
2015); and family SMEs tend to be concerned with keeping 
family control of the company, which may result in differ-
ent financial decisions (Van Caneghem & Van Campenhout, 
2012) and different tax policies (Bjuggren & Sund, 2002). 
Fourth, the implications of our findings could be extended 
to the European framework since Spain is among the so-
called high tax alignment countries (where financial state-
ments are used as the reference for taxation, meaning there 
is a strong relationship between financial and tax reporting) 
such as Belgium, Finland and France (Van Tendeloo & 
Vanstraelen, 2008). Additionally, the existing literature on 
tax aggressiveness is predominantly US based (which is a 
low tax alignment country) and does not necessarily trans-
late to high tax alignment countries such as Spain (Steijvers 
& Niskanen, 2014).

The rest of this article proceeds as follows. In the next 
section, we discuss the existing literature and develop the 
hypotheses. We then present the tax context for our re-
search. The ‘Data and Variables’ section sets out the data 
used in this research, while the ‘Methodology’ section ex-
plains the main model and methodology applied. The ‘Em-
pirical results’ section presents our results together with ro-
bustness tests, and the ‘Discussion and Conclusion’ section 
highlights the main conclusions and implications.

Theoretical Framework and Hypotheses

Tax aggressiveness can be understood as tax manage-
ment aimed at reducing taxable income through tax plan-
ning decisions (Koverman & Wendt, 2019). This manage-
ment yields the benefit of a tax saving or lower tax payment. 
However, opting for tax aggressiveness is a risky decision 
for the firm (Amstrong et al., 2015) involving important 
costs (Rego & Wilson, 2012; Stiglitz, 1985). The manage-
ment of this tax planning is complex and thus needs time 
(Steijvers & Niskanen, 2014), which could be a potential 
opportunity cost. Due to said complexity, tax aggressive-
ness may increase future transaction costs (Klein & Leffler, 
1981), such as the cost of hiring external experts in this area 
(Sholes et al., 2009). It could also lead to future penalties 
from fiscal authorities and may imply a price discount on 
firm shares (Steijvers & Niskanen, 2014). Finally, firm and 
family reputation could also be affected (Hanlon & Heitz-
man, 2010), and shareholders may perceive tax aggressive-
ness as a signal of dishonesty (Hanlon & Slemrod, 2009). 

Founder and descendants contribute actively in the 
governance and management of the family firm company, 
with generational transfer being a key concern (Basu et al., 
2009). The effects of the generation in control are one of the 
main sources of heterogeneity in family firms (Sciascia et 
al., 2014), since goals in family firms are likely to change 
with the shift in the controlling generation (Michiels & 
Molly, 2017) thus influencing managerial decisions (Cruz 
& Nordqvist, 2012). 

Agency theory (Jensen & Meckling, 1976) has been 
the classical approach used to study tax aggressiveness in 
the family firm context, but the literature shows contradic-
tory results. Whereas there is empirical evidence of a neg-
ative relationship between family firms and tax avoidance 
(Landry et al., 2013), because the family firm owner weighs 
costs over benefits thus engaging in less tax avoidance, there 
is also evidence showing the opposite (Kalm, Gómez-Me-
jía, 2016). In line with some authors who highlight the po-
tential narrowness of agency theory (Brune et al., 2019; 
Sánchez et al., 2016; Steijvers & Niskanen, 2014), we seek 
broader explanations for the effect of the family generation 
on tax aggressiveness.

The concept of socioemotional wealth (SEW) rep-
resents the non-economic parameters in the family firm de-
cision-making process (Gómez‐Mejía et al., 2007). Family 
firms generally seek to preserve family values over a long-
term horizon, where the family firm’s continuance over fu-
ture generations (Steijvers & Niskanen, 2014) and its repu-
tation (Gedajlovic & Carney, 2010) are the main concerns, 
even at the expense of financial goals (Gallo et al., 2004; 
Mishra & McConaughy, 1999), such as reducing its tax li-
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ability. The preservation of the family’s SEW could help 
to explain why family firms’ behaviour may be different 
(Stockmanset al., 2010). We postulate that there are several 
ways in which the commitment to preserving SEW and its 
evolution over generations may weigh differently the bene-
fits and risks of tax avoidance in family firms.

First, having a long-term framework and the desire to 
maintain the firm for future generations maintaining future 
generations are determinants of SEW (Berrone et al., 2012). 
The founder’s concern with keeping control of the firm 
(Ferramosca & Ghio, 2018) may mean that he/she is more 
risk-adverse and shows more conservative behaviour than 
his/her successors (Cabrera-Suárez et al., 2001; González, 
Guzmán et al., 2013). Despite the short-term benefits of tax 
aggressiveness, family firm founders may be reluctant to 
accept its potential costs, since they could negatively affect 
the SEW. Specifically, there is a clear connection between 
a firm’s concern about its reputation and tax aggressiveness 
(Hanlon & Slemrod, 2009; Gallemore et al., 2014), which is 
particularly important in the context of family SMEs (Sán-
chez et al., 2016). In addition, in their early stages, family 
SMEs may not have the knowledge and experience to en-
gage in tax aggressive policies (Steijvers & Niskanen, 2014), 
which is especially relevant because family SMEs usually 
lack a strategic attitude (Zehrer & Haslwanter, 2010). As a 
consequence, family founders may rule out tax aggressive 
policies because of the adverse effect on their SEW. 

Second, the heterogeneity of family SMEs reflected 
in family generations may result in different attitudes to 
tax avoidance (Chua et al., 2012).  Subsequent generations 
coming after the founder are less likely to be influenced by 
socioemotional issues, with financial factors becoming more 
relevant (Schulze et al., 2003b; Chen et al., 2010; Sciascia et 
al., 2014). As the family firm passes down through succes-
sive generations, the influence of SEW decreases (Gómez‐
Mejía et al., 2007), thus the controlling family’s motivations 
become more balanced between family and business goals 
(Steijvers & Niskanen, 2014). In this line, another factor 
explaining a possible positive relationship between gen-
erations beyond the founder and tax aggressiveness is the 
growing concern about dividends (Molly et al., 2010) due 
to the presence of a larger number of shareholders in the fol-
lowing generations and less pressure from financial markets 
(Kovermann & Wendt, 2019). This makes tax savings more 
appealing (Koverman & Wendt, 2019). Thus, in contrast 
to the founder, successive generations may tend more to-
wards tax aggressiveness. Another influential factor in fam-
ily SMEs’ tax policies is management professionalization. 
As successive generations are more experienced, setting tax 
policy becomes a central activity, requiring the allocation 
of time and resources (Carlock & Ward, 2001; Duran et al., 

2016; Sánchez et al., 2016). 
In view of the two abovementioned examples of con-

trasting behaviour shown by founder and descendant, we 
propose the following hypothesis:

H1. The generation in control of the family SME has a 
positive relationship with tax aggressiveness. As control of 
the family SME passes down through the different genera-
tions, the leverage ratio decreases.

The first hypothesis does not necessary imply that first 
and second generation are tax aggressive, but less than sub-
sequent generations, which result in all generations being 
tax aggressive but at different levels. To clarify the specific 
tax attitude of the different generations, we need to formu-
late the additional hypotheses. 

In spite of Hypothesis 1, the level of tax aggressive-
ness does not remain steady over the different generations in 
family SMEs (Molly et al., 2010). The concept of “genera-
tional shadow” was first introduced by Davis and Harveston 
(1988, 1999) and relates to the influence of the founder on 
the subsequent generations, which results in an incomplete 
succession. This effect is especially evident in the transi-
tion from the founder to the second generation, meaning 
that conservative management behaviour will prevail in 
second generation family firms (Molly et al, 2010) even 
though they may be expected to evolve towards a more ag-
gressive stage. On the contrary, third and later generations 
show a clear risk appetite (Schulze et al., 2003b) due to the 
higher dispersion of ownership and the fact that concerns 
about reputation and the preservation of SEW are on a level 
with concerns with economic goals (Steijvers & Niskanen, 
2014). So, from the third generation onwards, tax aggres-
siveness is clearly present. Consistent with the above, we 
hypothesize the following:

H2a. In the second generation, tax aggressiveness is simi-
lar to that of the founders (conservative). The second gen-
eration will show a similar debt response to the founder.

H2b: The third and subsequent generations show clear tax 
aggressiveness, strongly decreasing their leverage ratio.

Tax Setting

Under Spanish corporate taxation laws, (corporate tax-
ation is regulated by the Consolidated Text of the Corporate 
Income Tax Law, Legislative Royal Decree 4/2004 of  5th 
March, and in the Corporate Income Tax Regulation, Royal 
Decree 1777/2004 of 30th July), corporate taxes are calcu-
lated as the statutory tax rate times the corporate taxable 
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income, which in turn is determined by revenues in the tax 
period minus expenses in the same period. Traditionally, in-
terest payments have been treated as expenses from a fiscal 
point of view, and thus considered deductible. 

This tax bias in favour of the use of financial debt may 
affect the indebtedness level in some companies. In the 
OECD context, (two alternative reforms implemented in 
OECD countries are ACE - Allowance for Corporate Equi-
ty, which allows companies to deduct a return on equity as 
well as interest expenses, and CBIT - Comprehensive Busi-
ness Income Tax, which fully eliminates interest deductibil-
ity), most countries have implemented policies in order to 
address the potential debt bias, setting limits on the deduct-
ibility of interest expenses (OECD, 2013; OECD, 2015) 
through the implementation of the so-called thin capitaliza-
tion rule. One of the most widespread approaches is to limit 
tax deductibility if net interest expenses exceed a specific 
fraction of EBITDA (earnings before interest, taxes, depre-
ciation and amortization). The ultimate aim of such policies 
is to reduce the existing debt bias, thereby decreasing the 
use of financial debt. This effect of thin capitalization rules 
is reported in the empirical literature (Buettner et al., 2012; 
Clemente & Sogorb, 2016; Haufler & Runker, 2012; Hong 
& Smart, 2010; Mardan, 2017; Overesch & Wamser, 2010; 
Sorensen, 2017; Wamser, 2014).

In 2012, the Spanish Government introduced a mod-
ification to the deductibility of financial expenses (Royal 
Decree-Law 12/2012 of 30th March, and Resolution 16th 
July 16/2012, of the General Directorate of Taxes, in re-
lation to the limitation on the deductibility of financial ex-
penses in the Corporation Tax)  with effect from 1st January 
2012. From that date on, all net interest expenses (interest 
expenses in excess of financial income) that exceed 30% of 
the company’s annual operating profits, (namely, EBITDA) 
are not deductible for corporate tax purposes. Nevertheless, 
the first million Euros of net interest expenses are deduct-
ible. Accordingly, net interest expenses below or equal to 1 
million Euros are tax deductible regardless of the compa-
ny’s operating profits in any year. This measure indirectly 
favours business capitalization and corresponds to the cur-
rent tax treatment of financial expenses on the international 
stage.

With the thin capitalization rule, the tax base increas-
es and then not all the interest expenses can be deducted 
for fiscal purposes (Mardan, 2017). So, affected companies, 
with a tax aggressive attitude, will lower their leverage ra-
tios to optimize the tax bill and maximize the performance 
(Moore et al., 2017). Accordingly, they will adapt the lever-
age ratio to the new deductibility limit imposed by the thin 
capitalization rule.

Method

Data and Variables

Databases

The database used in this research comes from a pri-
mary study on the Spanish tourism industry. The economic 
activities considered to fall within the scope of tourism are 
those established by the Institute of Tourism Studies (Insti-
tuto de Estudios Turísticos, 2009) in the Active Population 
Survey (Encuesta de Población Activa, EPA) on employ-
ment in tourism activities. This delimitation follows the 
recommendations of international organizations such as the 
World Tourism Organization (UNWTO) and the United Na-
tions Statistical Commission in the document Tourism Sat-
ellite Account: Methodological References (United Nations, 
2000). As of 2009, the selected branches of activity corre-
spond to those in the National Classification of Economic 
Activities (Clasificación Nacional de Actividades Económi-
cas, CNAE, 2009). The sample selection was based on the 
universe of Spanish tourism companies listed by the Cen-
tral Business Directory (Directorio Central de Empresas, 
DIRCE, 2009),  in its 2009 update. The initial sample of 
8,148 companies was selected by a stratified random proce-
dure with allocation proportional to the representativeness 
of the universe by activity (considering four groups), size 
(taking the number of employees as a measure of the size 
of the company) and location. The final result of the field 
work, after different data cleaning processes (contacts not 
achieved, no activity), was 1,019 companies, representing a 
95% confidence level and an error interval of ± 3.1%. This 
final sample reflects a response rate of 25.6%.

The data was obtained using a questionnaire which 
was administered in 2009 through personal interviews with 
the CEOs or General Managers. In order to correct the prob-
lems that tend to affect surveys as a method of obtaining 
data, and in order to improve the response rate and the qual-
ity of the information, a set of recommended procedures for 
questionnaire-based research was used, involving a modi-
fied version of the Dillman’s Total Design Method (1978), 
which is widely accepted in the area of strategy research 
(Conant et al., 1990). The field work was conducted during 
the months of December 2009 to March 2010. 

Although the family firm information refers to 2009, 
and only to one time period, this does not restrict our re-
search. We only use this information to classify companies 
as family firms or non-family firms and to control for the 
generation. As the literature highlight, the ownership struc-
ture of family firm tends to be stable over time (Andrés, 
2008; Miller et al., 2011; Pindado, Requejo, & de la Torre, 
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2015; Zhou, 2001).
The time trend extrapolation test suggested by Arm-

strong and Overton (1977) was used to check for the possi-
ble existence of non-response bias. This test is based on the 
comparison of the first and last respondents. It assumes that 
the last respondents more closely resemble the non-respon-
dents, as they would have been non-respondents if they had 
not completed the second questionnaire. The results show 
that there are no significant differences in any of the explan-
atory or dependent variables.

Using this primary source, we classified the compa-
nies in the sample as either family or non-family businesses. 
From the total sample, 271 were non-family firms and 748 
were family firms. We classify a company as a family firm 
if the founder and/or their descendants hold majority own-
ership and control the strategic decisions (Handler, 1989; 
Shanker & Astrachan, 1996). With the aim of shed light on 
the conceptual ambiguity of the definition of family firm, 
Handler (1989) identified family participation in ownership 
as the first dimension underlying most definitions. Based 
on this approach, Shanker and Astracham (1996) elaborat-
ed a typology of definitions of family firm. They select the 
dimension ownership structure as the broader definition of 
family firm. This definition stands for “family firm” the one 
whose majority ownership and control of strategic deci-
sions are in the hands of the founder or his/her descendants. 
This concept requires: (a) that there be family capital in the 
capital stock; (b) that the capital with the right to vote in the 
hands of the family is sufficient to grant it a majority polit-
ical power on the board of directors. The minimum weight 
of the family has been set at 51% in privately held firms 
(criterion established by the European Group of Family En-
terprises and the Board of Family Business Network) (vid. 
Camisón & Monfort (eds., 2011: 59). Following Shanker 
and Astracham (1996), we do not refer just to the founder, 
but to the family capital, which has the majority political 
power in the capital stock. 

Additionally, we incorporated data from Sistema de 
Análisis de Balances Ibéricos (SABI), a database managed 
by Bureau Van Dijk and Informa D&B, S.A., in order to 
complete the financial information from 2009 to 2016. The 
SABI database compiles the economic-financial informa-
tion annually submitted by Spanish companies in the Com-
mercial Registry. The data on dependent and control vari-
ables were sourced from this database.

Due to the fact that SABI does not provide complete 
financial information for all the companies interviewed, 
we eventually obtained a database with 543 companies, of 
which 165 are non-family companies and 378 are family 
companies. The next step was to exclude companies with 
negative book equity, yielding a total of 401 companies, of 

which 122 are non-family companies and 279 are family 
companies. Then, following the European Union criteria 
for classifying SMEs, we applied the definitions of micro, 
small and medium-sized enterprises established in Com-
mission Recommendation 2003/361/EC of 6th May 2003, 
and separated the sample into the three different types. The 
criteria used are the following. For Micro companies: (i) 
Fewer than 10 employees and (ii) sales below 2 million 
Euros or (iii) total assets under 2 million Euros. For Small 
companies: (i) Fewer than 50 employees and (ii) sales be-
low 10 million Euros or (iii) total assets under 10 million 
Euros. For Medium-sized companies: (i) Fewer than 250 
employees and (ii) sales below 50 million Euros or (iii) total 
assets under 43 million Euros. The final result is shown in 
Table 1. 

Table 1
Final number of companies

Micro Small Medium Large Total
Non-Family 45 31 19 27 122
Family 116 102 26 35 279

TOTAL 161 133 45 62 401
Source: Own elaboration.

Table 2
Tourist activity

Variables Companies Observations
Accommodation 69 552
Catering 24 192
Intermediary 13 104
Transport 11 88
Complementary 
Offer

11 88

TOTAL 128 1,024
Source: Own elaboration

We focus on family SMEs and more specifically on 
small and medium-sized companies (102 and 26, respec-
tively, giving a total of 128 companies), due to the fact that 
micro companies are not likely to be affected by the 2012 
thin capitalization rule, given their low volume of sales and 
assets and thus financial debt.

In order to mitigate the effect of outliers, all the vari-
ables are winsorized at 0.5% in each tail of the distribu-
tion. Finally, our sample contains five sub-sectors of tourist 
activity: accommodation, catering, intermediary, transport 
and complementary offer (Table 2).
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Variables       

In this Section, we describe the independent and de-
pendent variables used in our model analysing leverage and 
its determinants in family firms with different controlling 
generations.  

Dependent Variable

Leverage (LEV). Our leverage variable, LEV, is the 
ratio of long-term plus short-term financial debt (exclud-
ing trade credit and other non-debt liabilities) to total as-
sets (Castro et al., 2016; Cole, 2013; López-Gracia, & Sán-
chez-Andújar, 2007; Miller et al., 2007; Molly et al., 2010; 
Öztekin, 2015; Psillaki & Eleftheriou, 2015; Van Caneghem 
& Van Campenhout, 2010). Additionally, as a robustness 
check, we use an alternative leverage variable: total debt to 
capital employed.

The concept of “capital structure” or “financial struc-
ture” relates to financing issues. In line with the related lit-
erature (Friend & Lang, 1988; Kassi et al., 2019; Lin et al., 
2008), we exclude trade credit for several reasons. First, 
we focus on financial leverage given that it produces debt 
interest and its tax deductibility is affected by the thin cap-
italization rule studied in this paper (Ampenberguer et al., 
2013; Clemente & Sogorb, 2016). Second, trade credit is 
used for operating activities rather than financing aims (Ra-
jan & Zingales, 1995; Tse & Rodgers, 2011). 

The aim of the thin capitalization rule implemented in 
2012 was to reduce the asymmetric treatment of equity and 
financial debt in corporate taxation. A lower deductibility 
allowance increases the tax base (Mardan, 2017). Thus, 
companies affected by this new rule should lower their debt 
ratios. 

Independent Variables

Treatment (TREAT). We divide our sample into a 
treatment group (companies affected by the new thin cap-
italization rule, limiting the tax deductibility of their inter-
est expenses) and a control group (companies not affected 
by it). The variable Treatment (TREAT) is equal to 1 if the 
company belongs to the treatment group and 0 otherwise.

In order to classify a company into the treatment group 
we apply the following criteria as of the year 2012 (Roy-
al Decree-Law 12/2012, of 30th March, which introduces 
various tax and administrative measures aimed at reducing 
the public deficit. Resolution of 16thJuly 2012, of the Gen-
eral Directorate of Taxes, in relation to the limitation on the 
deductibility of financial expenses in the Corporation Tax. 
Law 27/2014, of 27th November, on Corporation Tax):

•	 Net interest expenses above one million Euros

•	 Net interest expenses exceed thirty percent (30%) 
of Earnings before interest, taxes, depreciation and 
amortization (EBITDA). 

Tax Reform (REFORM). Tax Reform (REFORM) is 
a time period dummy variable that takes the value 1 from 
year 2012 on, when the thin capitalization rule entered into 
force, and 0 otherwise.

Generation (GEN). Generation (GEN) represents the 
generation which is currently in control or has more power. 
This variables takes values from 1 to 4, where 1 indicates 
that the generation in control is the first (founders), and 4 in-
dicates the fourth generation and beyond (Artega & Menén-
dez, 2017; Chirico et al., 2011; Chirico & Salvato, 2014 
Kellermanns & Eddleston, 2007; Le Breton et al., 2011).

Control Variables

We include the following control variables: profit-
ability (PROF), which is the ratio of Earnings before in-
terest and taxes, EBIT, to total assets (Keasey et al., 2015; 
López-Gracia, & Sánchez-Andújar, 2007; Schmid, 2013); 
growth (GROWTH) is growth in total assets (Burgstaller 
& Wagner, 2015; Castro et al., 2016; Molly et al., 2010), 
calculated as current total assets less total assets lagged by 
one period divided by total assets lagged by one period; 
size (SIZE), which is measured as the natural logarithm of 
sales (González & González, 2008; López-Gracia, & Sán-
chez-Andújar, 2007); tangibility (TANG) is the ratio of fixed 
assets to total assets (Ampenberget et al., 2013; Burgstall-
er & Wagner, 2015; González et al., 2013; Öztekin, 2015); 
and non-debt tax shields (NDTS) is the ratio of deprecia-
tion expenses to total assets (Clemente & Sogorb, 2016; 
López-Gracia, & Sánchez-Andújar, 2007; MacKie-Mason, 
1990).

Descriptive Statistics

Table 3 shows the descriptive statistics. The mean 
leverage is 34.8%, which is in line with the average indebt-
edness in the tourism sector in Spain during the period an-
alysed (Bank of Spain, 2018).. However, it is worth noting 
that the 75% percentile of the sample had a leverage ratio 
of 51.72%, which indicates that these companies are likely 
to be affected by the limitation on the tax deductibility of 
financial expenses. 
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Table 4 shows the correlation matrix. There is a posi-
tive and significant correlation between the companies’ size 
and the likelihood of them being affected by the tax lim-
itation. High levels of indebtedness are usually associated 
with firm size. The negative correlation between non-debt 
tax shields and the TREAT variable may be explained by 
the fact that companies using tax shields other than interest 
expenses are unlikely to use financial debt for tax purposes, 
and are thus less leveraged. Overall, the low levels of cor-
relation indicates the suitability of our data.

We conduct a multicollinearity test using the Variance 
Inflation Factor (VIF). The low VIF values suggest that 
there is no collinearity among the variables of our study. 

Table 3
Descriptive statistics
Variables Obs. Mean S.D. Minimum Maximum
LEV 661 0.34 0.22 0.00 0.92
TREAT 1,024 0.04 0.19 0 1
REFORM 1,024 0.63 0.48 0 1
GEN 744 1.80 0.71 1 4
PROF 899 0.04 0.08 -0.31 0.55
GROWTH 880 0.04 0.21 -0.66 2.40
SIZE 880 14.77 1.12 8.58 18.75
TANG 889 0.48 0.31 0.00 0.98
NDTS 886 0.04 0.04 0.00 0.26
Source: Own elaboration.

Table 4
Correlation matrix and variance inflation factors*

LEV TREAT REFORM GEN PROF GROW-
TH SIZE TANG NTDS

LEV 1.000
TREAT 0.16 (0.00) 1.000
REFORM -0.05(0.15) 0.00(1.00) 1.000
GEN -0.03(0.43) 0.08(1.11) 0.00(1.00) 1.000
PROF -0.08(0.02) -0.03(0.27) 0.02(0.38) 0.00(0.99) 1.000
GROWTH 0.11(0.00) -0.02(0.55) 0.00(0.99) -0.06(0.12) 0.12(0.00) 1.000
SIZE -0.03(0.38) 0.28(0.00) -0.00(0.84) 0.03(0.36) 0.16(0.00) 0.02(0.39) 1.000
TANG 0.14(0.00) -0.09(0.00) 0.00(0.91) -0.05(0.15) -0.06(0.06) -0.10(0.00) -0.23(0.00) 1.000
NDTS -0.02(0.60) -0.15(0.00) -0.03(0.25) 0.06(0.08) 0.11(0.00) -0.13(0.00) -0.07(0.03) 0.31(0.00) 1.000
VIF 1.23 1.01 1.03 1.12 1.06 1.24 1.22 1.16
*Significance levels in brackets.
Source: Own elaboration.

In order to assess whether the different generations 
in family companies have different tax policies, in partic-
ular, different reactions to the thin capitalization rule, we 
estimate panel regressions for the period 2009 to 2016 with 
firm fixed effects as well as control variables. We use ro-
bust standard errors, based on the Huber-White sandwich 
variance estimator. Specifically, we estimate the following 
triple difference-in-differences (DID) model (Angrist & 
Pischke, 2009: 243):

where the dependent, independent and control variables are 
as described in Section 2. iη  represents the unobservable 
firm-specific fixed effects of the company “i”, and  itε  is 
the residual term. We include time dummies to capture con-
text-specific factors which are common to all the compa-
nies (such as macroeconomic factors), vary over time and 
may affect indebtedness decisions (López-Gracia, & Sán-
chez-Andújar, 2007).

4β  captures the effect of the fiscal reform (treatment 
effect) and equals the triple DID estimate (Chetty et al., 
2009). It represents the DID estimation of the treatment 
effect, that is, whether the generation in control modifies 
the effect of the treatment (tax reform) on the variation in 
the family firm leverage ratio. Specifically, we compare the 
leverage ratio of family firms with different generations in 

Equation (1)
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control, across the treatment companies, before and after 
the fiscal reform. According to our hypothesis, we expect a 
negative sign, which means that the debt ratio of the treat-
ed companies becomes smaller as the generation in power 
moves further away from the founder or first generation. 

DID is robust approach to deal with potential endog-
eneity problems (Abadie, 2005; Cerulli, 2015; Donald & 
Lang, 2007). The technique is based on a source of exoge-
nous variation (Roberts & Whited, 2013); as such, DID is 
suitable when evaluating contexts where observations for 
treated (affected) and untreated (unaffected) companies are 
available both before and after treatment (in this case, the 
thin capitalization rule). 

The triple DID framework allow us to examine how 
the successive generations in control react differently to the 
new law (Hoque & Mu, 2019; Liu et al., 2019). It enables a 
better understanding of this effect than the traditional DID 
approach, which only analyses differences by time and 
treatment. 

Results

Main Results

Before estimating Equation (1) we check the DID trend 
assumption using a placebo test. We want to test whether 
there was a parallel trend of the dependent variable between 
treatment and control groups before the tax reform (before 
the year 2012). We limit our time period to 2009-2011 and 
set as a placebo an artificial tax reform in the year 2011 
(Almeida et al., 2011; Clemente & Sogorb, 2016). 

Table 5 shows the results from the triple DID fixed 
effect regression and the placebo test. The coefficients for 
Models I and III are from Equation (1) without control vari-
ables, whereas the coefficients for Models II and IV include 
control variables. Our coefficient of interest barely changes 
when these controls are included (Khandker et al., 2010: 
191; Oosterbeek et al., 2010). Models III and IV represent 
our placebo test. In the estimation of the fixed effect mod-
el of Equation (1), the GEN and TREATED time-invariant 
variables are not identified.

Table 5
Estimation results

Explanatory Variables Model I Model II Model III Model IV
TAXREFORM -0.061(0.049) -0.044(0.046) -0.021(0.026) -0.001(0.027)
TREATED*TAXREFORM 0.375***(0.096) 0.398***(0.147) -0.006(0.029) -0.051(0.043)
TAXREFORM*GEN 0.017(0.024) 0.005(0.020) 0.010(0.011) 0.002(0.011)
TREATED*TAXREFORM*GEN -0.164***(0.038) -0.167***(0.055) 0.005(0.012) 0.024(0.017)
PROF -0.319***(0.088) -0.375**(0.157)
GROWTH 0.224***(0.041) 0.067*(0.034)
SIZE 0.001(0.013) -0.024(0.023)
TANG 0.246***(0.093) 0.018**(0.072)
NDTS
Constant 0.360***(0.008)

-0.210(0.289)
0.228(0.213)

-1.012*(0.519)
0.670*(0.364)

Time dummies
Observations
R-Squared (within)
F-test (p-value)

Yes
482
0.05

8.69(0.000)

Yes
459
0.31

6.89(0.000)

Yes
199
0.01

2.45(0.053)

Yes
191
0.23

3.37(0.001)
Notes: triple DID fixed effects panel regression coefficients estimated with robust standard errors in brackets. LEV is 
the dependent variable, long-term plus short-term financial debt to total assets. TAXREFORM is a time period dummy 
that takes the value 1 from year 2012, when the thin capitalization rule entered into force. TREAT is equal to 1 if the 
company belongs to the treatment group and 0 otherwise. GEN takes values from 1 to 4, where the number indicates the 
generation in control. PROF is the ratio of Earnings before interest and taxes, EBIT, to total assets. GROWTH is growth 
in total assets. SIZE is measured as the natural logarithm of sales. TANG is the ratio of fixed assets to total assets. NDTS 
is the ratio of depreciation expense to total assets. Year dummies included but not reported. Superscript asterisks indicate 
statistical significance at 0.01(***), 0.05(**) and 0.10(*) levels.
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The coefficient of the interaction TREATED*TAXRE-
FORM*GEN captures the extent to which companies in 
the treatment group modify their leverage ratio when they 
are affected by the tax reform of 2012, depending on which 
generation is in control. This coefficient is negative (-0.164 
and -0.167) and statistically significant at the 1% level, with 
or without control variables. In addition, the hierarchical 
variable entry test (Hayes, 2018) yields the same signifi-
cance as the triple interaction (p=0.003). This negative coef-
ficient suggests that the leverage ratio of companies affected 
by the tax reform will decrease more as the generation in 
control moves further away from the founder. In short, later 
generations are likely to react more aggressively. This find-
ing confirms our first hypothesis.

In Models III and IV the treatment effect is not sta-
tistically significant. This means that the difference in debt 

ratios between control and treatment groups is not signifi-
cant for any generation before the tax reform of 2012. That 
indicates that there is a parallel trend before the year 2012.

As a way to visually test the first hypothesis, we graph 
the triple interaction showing the difference in the leverage 
ratio for each generation before and after the fiscal reform. 
Figure 1 depicts how the different generations react after the 
fiscal reform, that is, their different tax aggressiveness. It can 
be seen that tax aggressiveness increases as the generation 
in control moves further away from the founder. Whereas 
the founder and second generations are not aggressive (they 
do not decrease the leverage ratio), the third and fourth gen-
erations are notably tax aggressive, clearly decreasing the 
company’s leverage ratio.

Figure 1. Treated * Taxreform * Gen

In order to test the next two hypotheses, we apply the 
analysis of slopes (Hayes, 2018: 249). We test the effect of 
TAXREFORM on LEV moderated by TREATED for the 
four values of GEN. The p-values show that for the found-
er, the effect of TAXREFORM on LEV is significantly 
(p=0.016) moderated by TREATED. In other words, sig-
nificantly different tax behaviour is observed for those com-
panies affected by the reform. However, for the second gen-
eration, this effect it is clearly not significant (p=0.2433). 
Finally, the effect for the third and fourth Generations is 

significant (p=0.0405 and p=0.002 respectively). 
As can be seen in Figure 1, the tax reaction for the 

founder and second generation can be labelled as conser-
vative. However, while the slope of the second generation 
shows conservative behaviour, as proposed in hypothesis 
H2a, it is not significant. Consequently, even though we can 
confirm H2a graphically, it is not confirmed statistically. 
Conversely, hypothesis H2b is confirmed both graphically 
and statistically, given the statistically significant negative 
slopes for the third and fourth generations.
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Robustness of the Results

In order to check our main results, we perform differ-
ent robustness tests. First, we use an alternative dependent 
variable. Welch (2011) asserts that the traditional debt-to-
asset ratio is not a suitable variable for capturing chang-
es in debt, especially when it is used in capital structure 
research. He argues that the total assets measure contains 
non-financial liabilities, which are then treated as equity. 
Instead Welch (2011) suggests an alternative measure that 
is appropriate in our research framework. The debt-to-capi-
tal employed ratio does not include non-financial liabilities 

(e.g. trade payables), which basically relate to operating ac-
tivities rather than corporate income tax effects and capital 
structure issues. In Table 6 we run the same models as in 
Table 5, and the results are similar. 

Table 6 shows the results from the triple DID fixed 
effect regression and the placebo test with the alternative 
dependent variable. The coefficients for Models I and III are 
from Equation (1) without control variables, whereas the 
coefficients for Models II and IV includes control variables. 
Our coefficient of interest barely changes when these con-
trols are included (Khandker et al., 2010: 191; Oosterbeek 
et al., 2010). Models III and IV represent our placebo test.

Table 6
Estimation results

Explanatory Variables Model I Model II Model III Model IV
TAXREFORM -0.040(0.049) -0.217(0.050) -0.026(0.032) -0.005(0.034)
TREATED*TAXREFORM 0.218***(0.054) 0.262***(0.085) 0.018(0.033) -0.035(0.058)
TAXREFORM*GEN 0.013(0.024) 0.004(0.024) 0.014(0.013) 0.006(0.013)
TREATED*TAXREFORM*GEN -0.088***(0.025) -0.101***(0.024) -0.003(0.014) 0.018(0.022)
PROF -0.495***(0.127) -0.402**(0.190)
GROWTH 0.192***(0.025) 0.080(0.057)
SIZE 0.003(0.014) -0.049(0.039)
TANG 0.146(0.117) 0.153(0.101)
NDTS
Constant 0.431***(0.009)

-0.683*(0.356)
0.342(0.234) 0.430***(0.004)

-0.988(0.609)
1.131*(0.589)

Time dummies
Observations
R-Squared (within)
F-test (p-value)

Yes
482
0.01

151.48(0.000)

Yes
459
0.23

8.15(0.000)

Yes
199
0.01

3.66(0.008)

Yes
191
0.23

2.27(0.022)
Notes: triple DID fixed effects panel regression coefficients estimated with robust standard errors in brackets. LEV is the 
dependent variable, debt-to-capital employed ratio (Welch, 2011) (long-term plus short-term financial debt divided by the 
sum of long-term plus short-term financial debt and book value of equity). TAXREFORM is a time period dummy that 
takes the value 1 from year 2012, when the thin capitalization rule entered into force. TREAT is equal to 1 if the company 
belongs to the treatment group and 0 otherwise. GEN takes values from 1 to 4, where the number indicates that generation 
in control. PROF is the ratio of Earnings before interest and taxes, EBIT, to total assets.  GROWTH is growth in total as-
sets. SIZE is measured as the natural logarithm of sales. TANG is the ratio of fixed assets to total assets. NDTS is the ratio 
of depreciation expense to total assets. Year dummies included but not reported. Superscript asterisks indicate statistical 
significance at 0.01(***), 0.05(**) and 0.10(*) levels.

Second, we employ an alternative empirical strate-
gy based on propensity score matching DID (PSM-DID) 
(Khandker et al., 2010: 198; Lins et al., 2013). Using this 
approach, we can examine the assumption that, if there had 
been no fiscal reform, the average leverage ratio for treated 
and control companies would have followed parallel trends. 
This strategy allows us to deal with the potential endog-

eneity regarding time-invariant unobserved effects and to 
strengthen the parallel path assumptions, thus controlling 
for time-variant pre-treatment observables. We use the near-
est neighbour approach, taking the control variables from 
Equation (1) as covariates in the matching process. First, 
we estimate a propensity score model with the initial data 
to make sure the comparison group is similar to the treat-
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ment group. Second, we estimate triple DID in the matched 
sample. So, we first conduct nearest-neighbour PSM with 
replacement, where we match each treated company with 
its 4 nearest neighbours (we also conducted nearest-neigh-
bour PSM with 1, 2, 3 and 5 matches, obtaining the same 
results in Table 7 and in Table 8),, that is, firms in the con-

trol group with the closest propensity score (Lemmon & 
Roberts, 2010; Liu et al., 2019). Table 7 exhibits the mean 
values of treated and control companies in both the original 
and matched sample, with a t-test on the differences in the 
mean values between the two groups. The results show that 
PSM successfully balances the covariates (Almeida et al., 
2011; Chang & Shim, 2015; Neckebrouck et al., 2018).

Table 7
Estimation results

Explanatory Variables Model I Model II t-test 
Treated Control p-value

PROF Unmatched
Matched

0.013
0.013

0.039
0.013

0.253
0.983

GROWTH Unmatched
Matched

0.042
0.042

0.039
0.043

0.969
0.989

SIZE Unmatched
Matched

16.333
16.409

14.724
16.167

0.000
0.526

TANG Unmatched
Matched

0.014
0.012

0.046
0.009

0.001
0.376

Notes: mean values of treated and control companies in both original and matched samples, with a t-test on the differen-
ces in the mean value between the two groups. PROF is the ratio of Earnings before interest and taxes, EBIT, to total as-
sets.  GROWTH is growth in total assets. SIZE is measured as the natural logarithm of sales. TANG is the ratio of fixed 
assets to total assets. NDTS is the ratio of depreciation expense to total assets. Year dummies included but not reported. 
Superscript asterisks indicate statistical significance at 0.01(***), 0.05(**) and 0.10(*) levels.

We then run our triple DID fixed effect regression 
again, using the PSM matched sample. Table 8 shows the 
results of using the two alternative dependent variables 
(long-term plus short-term financial debt to total assets and 
debt-to-capital employed ratio), reporting similar values. As 
can be seen, the number of matched observations is smaller 
than the original (Liu et al., 2019).

Finally, the results from Table 5 hold when we use 
alternative control  ariables such as the ration of EBIT to 
Total Assets for the PROF variable, growth in Sales for the 
GROWTH variable, and log of Total Assets for the SIZE 
variable.

Discussion and Conclusion

We analyse tax avoidance in family firms from the per-
spective of the generation in charge of the company. Re-
search on tax aggressiveness has attracted a great deal of 
attention recently. However, despite some interesting em-
pirical evidence (Deai & Dharmapala, 2006), the results 
are contradictory on this issue. The main approach adopted 
has been to distinguish between public and private fami-
ly firms (Mills & Newberry, 2001), large and small fam-

ily firms, or simply between family and non-family firms 
(Chen et al., 2010). Nonetheless, only a limited number of 
studies have been conducted on SMEs, with very few taking 
into account the heterogeneity in family firms (Chua et al., 
2012). In light of this, the present paper examines the effect 
of different family generations on tax avoidance in a sample 
of family SMEs in the tourism industry, taking advantage 
of the unique opportunity of the quasi-experiment that the 
2012 Spanish thin capitalization rule represents. Our results 
provide empirical evidence on family firm heterogeneity 
and its effect on corporate management, more specifically in 
regard to tax management decisions. The different motiva-
tions and goals of successive family generations influence 
the tax aggressiveness of the family firm.

Agency theory has been used to probe that family firm 
ownership structure influences tax aggressiveness. In the 
light of this theory, family firms are more risk averse than 
non-family firms, resulting in a lower tax aggressiveness 
(Desai & Dharmapala, 2006). They argue that family firms 
are more concerned about costs of tax aggressiveness (Chen 
et al., 2010). However, the contradictory results found in 
the literature show that agency theory may fail when ex-
plaining tax aggressiveness in family firms, especially in 
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family SMEs. Apart from Agency theory based on family’s 
risk perspective, further research from other perspectives 
(Sánchez et al., 2016). For instance, explaining unique mo-
tivations from different family generations and its relation-
ship with family tax aggressiveness needs new approaches. 
As can be seen in Figure 1, as the number of generations 
involved in the firm increases, their specific tax behaviour 
changes. Third and subsequent generations include eco-
nomic concerns in their decisions (Steijvers & Niskanen, 
2014), show a clear risk appetite (Schulze et al., 2003b) 
and are more experienced (Sánchez et al., 2016). Family 
founders’ risk perception, which is based on agency theory, 
cannot explain this different behaviour. The specific exist-
ing motivations of both generation in charge (non-financial 
and financial goals) and family SMEs (higher ownership 
concentration, lower experience, and higher concern about 
family values – Cabrera-Suárez et al., 2014) may result in 
different tax policies (Bjuggren & Sund, 2005).

Using a triple differences-in-differences method with 

fixed effects, we show that the leverage ratio decreases as 
the firm passes down through subsequent generations. As 
can be seen in Figure 1, the first generation shows conser-
vative tax management, a finding which is statistically sig-
nificant. The founder’s desire to maintain SEW is reflected 
in his/her concern about keeping family control and pass-
ing the company on to his/her descendants. As a result, the 
founder’s attitude towards risk can be considered as con-
servative, attributing more weight to the potential cost of 
tax aggressiveness, such as a negative impact on reputation, 
than on the tax savings. 

The second generation also displays conservative tax 
behaviour, as shown in Figure 1. The so-called “founder’s 
shadow” exerts an influence on the second generation, fos-
tering the same conservative attitude (Molly et al., 2010). 
Although Figure 1 graphically depicts that influence, the 
results are not statistically significant. 

The increasing importance of financial issues, a higher 
number of shareholders and more accumulated experience 

Table 8
Estimation results

Explanatory Variables Model I Model II Model III Model IV
TAXREFORM -0.055(0.051) -0.056(0.045) -0.036(0.051) -0.035(0.050)
TREATED*TAXREFORM 0.350***(0.118) 0.401***(0.147) 0.198***(0.058) 0.265***(0.085)
TAXREFORM*GEN 0.014(0.025) 0.009(0.020) 0.012(0.026) 0.007(0.024)
TREATED*TAXREFORM*GEN -0.157***(0.046) -0.169***(0.055) -0.083***(0.027) -0.103***(0.035)
PROF -0.259***(0.077) -0.428***(0.120)
GROWTH 0.219***(0.042) 0.186***(0.026)
SIZE 0.002(0.013) 0.005(0.014)
TANG 0.220**(0.098) 0.116(0.124)
NDTS
Constant

-0.337(0.257)
0.221(0.217)

-0.830**(0.331)
0.335(0.238)

Time dummies
Observations
R-Squared (within)
F-test (p-value)

Yes
456
0.04

6.01(0.000)

Yes
444
0.31

6.23(0.000)

Yes
456
0.01

17.04 (0.000)

Yes
444
0.22

7.24(0.000)
Notes: triple DID fixed effects panel regression coefficients estimated with robust standard errors in brackets using PSM 
matched sample. LEV is the dependent variable. In Models I & II, LEV is long-term plus short-term financial debt to total 
assets. In Models III / IV, LEV is debt-to-capital employed ratio (Welch, 2011) (long-term plus short-term financial debt 
divided by the sum of long-term plus short-term financial debt and book value of equity). TAXREFORM is a time period 
dummy that takes the value 1 from year 2012, when the thin capitalization rule entered into force. TREAT is equal to 1 
if the company belongs to the treatment group and 0 otherwise. GEN takes values from 1 to 4, where the number indica-
tes the generation in control. PROF is the ratio of Earnings before interest and taxes, EBIT, to total assets. GROWTH is 
growth in total assets. SIZE is measured as the natural logarithm of sales. TANG is the ratio of fixed assets to total assets. 
NDTS is the ratio of depreciation expense to total assets. Year dummies included but not reported. Superscript asterisks 
indicate statistical significance at 0.01(***), 0.05(**) and 0.10(*) levels.
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in the third and subsequent generations lessens the relevance 
of socioemotional issues. Since economic considerations 
are increasingly incorporated into the decision-making pro-
cess, these generations present a significant positive attitude 
towards tax aggressiveness in view of its economic benefits. 

The tourist industry differs from other industries in 
terms of competitiveness, leverage and risk, and these dif-
ferences affect corporate decisions (Singal, 2015). Tourist 
industry is more competitive than other industries because, 
among others, high fixed cost, low flexibility, and high exit 
barriers. In that context, a lower cost of financing represents 
an improvement in the competitiveness (Chen et al., 2009). 
Additionally, as this industry have higher capital intensity, 
tourist firms usually show have leverage ratios, which is 
accompanied by a higher risk of financial bankruptcy. So, 
in the context of tourist industry, optimizing leverage ratio 
affects positively. Firstly, due to the optimization of inter-
est payments and tax burden, the competitiveness increas-
es. Secondly, a lower leverage ratio reduces the perceived 
risk. Both factors are critical in a highly competitive and 
indebted sector. Due to the sensitivity of tourist industry to 
competitiveness and indebtedness, this paper demonstrates 
that, in family firms, that the generation in control and tax 
aggressiveness has a relationship (positive). When the SEW 
prevails, even though the abovementioned industry sensi-
tivity to performance optimization and lowering debt and 
risk, corporate decisions in family firms tend to be led by 
emotional factors. However, when the SEW lowers, the 
importance of the structural differences of tourist industry 
become dominant, and then, corporate decisions take them 
into account. 

Although not all of our hypotheses have been con-
firmed, our results show that tax aggressiveness in the fam-
ily firm context cannot be analysed simply from a general 
perspective; rather the attitudes of the different sharehold-
ers, as a reflection of their different preferences and needs, 
should be taken into account. Family firm heterogeneity is a 
multifaceted issue that affects the decision-making process. 
Therefore, we contribute to the literature by taking into 
account this heterogeneity (Sánchez et al., 2016) when ex-
plaining potential tax avoidance. Moreover, we incorporate 
the SEW theory together with additional factors to explain 
the differences in tax aggressiveness. The complexity of the 
family firm framework cannot be explained purely by fi-
nancial factors; the distinct motivations of different actors, 
which also vary over time, should be taken into consider-
ation (Berrone et al., 2012). Whereas most of the literature 
related to tax aggressiveness focuses on the US context, 
there is little empirical evidence from the European Union 
context. Furthermore, as far as we know, this is the first time 
that a quasi-experiment has been used together with a triple 

DID method to examine tax aggressiveness in family firms. 
This research is no exception when it comes to limita-

tions. As our study focuses on just one sector—the tourism 
industry— it would be interesting to check whether this be-
haviour exist in other industries less sensitive to competi-
tiveness and indebtedness, of whether the direction and in-
tensity of the generation influence behaves in the same way.

Several implications can be drawn from our research. 
The benefit of our findings is to highlight the importance 
and influence of family firm heterogeneity in the marking 
decision-process (Brigham et al., 2019), and in particular, 
in tax aggressiveness (Chen et al., 2010). Factors such as 
family control, family reputation have a predominant im-
portance in the first stages of family firm evolution, and as 
the family evolve and subsequent generation are involved 
in the family firm new interests should be balanced (Zell-
weger & Kammerlander, 2015). Moreover, this heteroge-
neity of family firms is also present in tax aggressiveness. 
Family SMEs deviate from large and public family firms. 
They represent a unique set of characteristics that also result 
in specific management behaviour, such as tax aggressive-
ness. Thus, the implication for researchers is that a more 
comprehensive approach is needed when it comes to study-
ing tax aggressiveness in family firms. Simple comparisons 
between family and non-family firms are not enough to ex-
plain this specific behaviour. For policy makers, this study 
encourages them to consider the potential effects of family 
firm heterogeneity when making fiscal decisions, in order 
to design effective fiscal policies that help family firms to 
increase their competitiveness. Finally, as an implication for 
practice, the paper is relevant for family firms and family 
SMEs. It is necessary to consider the complexity of inter-
ests and goals in family SMEs. Managers in their strate-
gic decisions, such as tax management, must balance the 
benefits of reducing tax bill and the related socioemotional 
side effects for the family. For that it is important to include 
potential risks associated to tax aggressiveness together 
with approaches that aim to increase company’s competi-
tiveness. In this vein, corporate governance could include 
the abovementioned heterogeneity when creating rules and 
mechanisms adapted to the existing specific needs ana moti-
vations in family firms, in order to find a balanced business 
and family strategy.
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