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The impact of the CEO’s financial literacy on family SMEs’ growth: 
the moderating role of generational stage 

 

ABSTRACT 

Purpose- This study investigates the impact of the CEO’s financial literacy on family 

SMEs’ growth, as well as the moderating role of the generational stage on this 

relationship. 

Design/methodology/approach – The study is based on survey data of Spanish private 

family firms and utilizes a second source of data, the SABI database by Bureau Van Dijk. 

The authors run ordinary least squares regressions and use both the base and the partition 

approaches to test the hypotheses. 

Findings – The analysis reveals a positive association between the CEO’s financial 

literacy and firm growth. However, this relationship is not uniform across generations. 

The CEO’s financial literacy-firm growth relationship becomes weaker for first- and third 

or subsequent- generation family firms while becoming stronger for second- generation 

family firms.  

Originality/value – This study adds the financial literacy of the CEO as a novel 

individual-level determinant of family firm growth. It also shows that CEOs do not 

always use their financial literacy to its full potential to foster growth. More specifically, 

the extent to which financial literacy leads to firm growth is found to be conditional on 

the generational stage of the family SME. The obtained findings are valuable for family 

SMEs intending to hire a new CEO, encouraging the financial literacy of the current CEO, 

and educating the next generation of family members. 
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Introduction 

Family firms, defined as firms “dominantly controlled by a family with the vision 

to potentially sustain family control across generations” (Zellweger, 2017, p. 22), account 

for around 70%-90% of the annual worldwide GDP and provide more than half of all the 

jobs in most countries (De Massis et al., 2018). So when family firms prosper, so does 

the global economy. This study examines family SMEs’ growth, a performance indicator 

directly linked to the GDP and the employment rate, and thus, a highly relevant driver for 

the overall economy1 (Ahlstrom, 2010). Especially for a family firm, growth could be 

considered as one of the most important performance indicators because “if profitability 

can provide earnings for the members of the family in the short term, growth constitutes 

a better indicator of long-term performance” (Casillas et al., 2010, p. 28). Growth is also 

necessary to sustain the family firm across generations (Cruz & Nordqvist, 2012, 

Eddleston et al., 2013), and the incapacity to make the required investments to pursue 

growth is even considered to be one of the main causes of decreasing survival rates over 

generations (Eddleston et al., 2013).  

An increasing stream of research is therefore focusing on family firm growth. 

Most of this literature, however, compares the growth rates of the ‘average’ family firm 

with the ‘average’ non-family firm, thereby ignoring family firm heterogeneity (e.g., 

Chrisman et al., 2009, Chua et al., 2012). Although recent studies have started to consider 

this heterogeneity (Cirillo et al., 2020), they generally examine firm level attributes as 

determinants for family firm growth (e.g., Martínez-Alonso et al., 2020; Bauweraerts et 

al., 2020). Yet, firms grow because the top management of the organization developed 

successful strategies. Therefore, instead of looking at firm characteristics only, it is also 

essential to investigate the characteristics of the individuals running the firm (e.g., Geyer 

	
1	While profitability is often considered to be the main performance indicator of firms, it does not always 
lead to additional jobs and growth in GDP (Casillas et al., 2010).	
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& Geyer, 2016). This paper focuses on a specific individual-level determinant that is 

considered an important condition for managers to develop successful strategies 

(Greenspan, 2002): the CEO’s financial literacy. We define the CEO’s financial literacy 

as the ability of CEOs to master basic financial concepts and make appropriate financial 

decisions (Tian et al., 2020). Next, we investigate the potential impact of the generation 

that controls the firm and has the decision-making power over the firm. Our findings, 

based on survey data in combination with archival data of 165 Spanish private family 

SMEs, indicate that the positive relation between a CEO’s financial literacy and firm 

growth is weaker for first and third or later generation family firms, and stronger for 

second generation family firms.  

This study adds to both the academic literature and practice in several ways. First, 

we add to the family business growth literature by introducing an individual-level 

characteristic of the CEO, namely their level of financial literacy. Second, we add to the 

novel, but rising, research stream on financial literacy in a business context as most 

research on financial literacy has mainly focused on consumers' decisions rather than 

businesses. Third, by relying on a sample composed entirely of family businesses, we 

contribute to the family business heterogeneity debate by uncovering the differences in 

the financial literacy-firm growth relation within the group of family businesses.  

 

 Literature Review and Hypotheses Development 

Family Business Growth 

 Family business growth is considered the outcome of the strategies developed to 

successfully seize opportunities in the market (Le Breton-Miller & Miller, 2008), thereby 

creating job opportunities for future generations (Habbershon et al., 2003). Therefore, for 
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family businesses, growth is not just a measure of business success but also family 

success (i.e., the family’s well-being) (Olson et al., 2003). 

 In general, family business research evolved over the past decade in three ways 

(Sharma et al., 2020). First, there is a move away from studies that compare family firms 

to their non-family counterparts. As family firms are highly heterogeneous, it is essential 

to account for their differences (Payne, 2018). Second, there has been a recognition that 

financial performance is not the sole motivation for family business behaviour (Gómez-

Mejia et al., 2011) and academics start to emphasize the relevance of both financial and 

non-financial objectives to family firms. Third, there is a move toward individual-level 

variables to explain or predict firm-level behavior (Sharma et al., 2020). In this vein, 

some studies in this track have drawn on Upper Echelons Theory (Hambrick & Mason, 

1984), arguing that organizational outcomes are considered reflections of the values and 

cognitive bases of the top members of the organization (Vandekerkhof et al., 2015).  

Family business growth literature has also evolved in the first two ways: 

researchers have started to acknowledge the heterogeneity of family businesses (Cirillo 

et al., 2020), especially after studies focusing on the differences in growth between the 

‘average’ family firm and the ‘average’ non-family firm (e.g., Basco, 2013) came to 

contrasting conclusions. Researchers have also begun to incorporate motives -other than 

purely financial- that could influence family business growth. For example, family 

business decision makers’ emphasis on non-economic goals (Chrisman et al., 2012) and 

the aim to keep control in the hands of the family (Gómez-Mejia et al., 2007) could put 

limits on firm growth. Other motives, such as the long-term orientation, reputation effect, 

and specific resources of family businesses, could enhance firm growth (Baù et al., 2019; 

Cruz & Justo, 2017). 
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The third trend in family business research -more focus on individual-level 

drivers- has not often been adopted in family business growth literature. The studies that 

do focus on individual-level drivers, consider general demographics of CEOs such as the 

CEO’s family status, degree, age, tenure, founder or descendant, etc. (Kellermanns et al., 

2008; Westhead & Howorth, 2006). In this way, however, an oversimplification of reality 

is made. Family CEOs, descendants, and younger CEOs are often considered to lack 

business skills, being less talented and therefore harming the firm value (e.g., Lin & Hu, 

2007). Similar to family firms, also CEOs of family firms are a widely heterogenous 

group. Accordingly, it is crucial to focus on the driving characteristics of firm outcomes 

rather than on the more general demographics such as family status or age. While these 

demographics may be correlated to the actual driving characteristics, they seldom actually 

capture them (e.g., while family CEOs may have fewer business skills than non-family 

CEOs, this will not apply for all family CEOs, so the focus should be on the business 

skills as a driving characteristic). We contribute to the literature by focusing on an 

individual-level determinant that could be such a driving characteristic for family 

business growth: the level of the CEO’s financial literacy.   

 

CEO’s Financial Literacy and Family Firm Growth  

The Upper Echelon Theory (UET) emphasizes the importance of examining the 

characteristics of top managers as drivers of organizational performance as they are most 

responsible for establishing the firm strategy and structure (Hambrick and Mason 1984; 

Hielb, 2014; Waldman et al., 2004). These managerial characteristics deserve additional 

attention in SMEs (Rubio-Bañón & Aragón-Sánchez, 2009), in which management talent 

deficit is considered the main limitation for their survival and growth (Penrose, 1959). 

Moreover, since CEOs of family businesses are often the only ultimate decision makers 
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(Miller & Droge, 1986), we argue that the CEO’s financial literacy, as a novel individual-

level determinant, contributes to predicting firm growth.  

Growing a business requires adequate knowledge and the ability to raise external 

financial capital (Block et al., 2013), for example through bank loans, private equity, or 

other external shareholders. Previous literature has indicated that individuals’ financial 

literacy helps in effectively managing the firms’ financial capital, thereby improving their 

creditworthiness (van Rooij et al., 2011). Financial literacy tends thus to equip owners 

and managers with the required financial knowledge to make strategic financial decisions 

(Greenspan, 2002). On the other hand, prior research indicates that a lack of financial 

literacy leads to poor investment choices (Bianchi, 2018) and borrowing decisions 

(Stango & Zinman, 2009). Recently, researchers have started to investigate the effects of 

executives’ financial literacy in an SME context and reported positive effects on firm 

innovation (Liu et al., 2021), firm performance (Eniola & Entebang, 2017), intentions to 

use debt finance (Koropp et al., 2013), access to finance (Ye & Kulathunga, 2019) and 

having bank loans (Xu et al., 2020).  

In the specific case of family SMEs, a lack of financial literacy of the CEO might, 

therefore, prevent family firms from adequately assessing, understanding, pursuing, and 

accessing different financial sources, thereby putting a constraint on ultimate firm growth. 

On the other hand, a family firm CEO with a high level of financial literacy will positively 

influence firm growth as it helps in detecting and recognizing interesting investment 

opportunities. In sum, we thus argue that a family firm CEO’s financial literacy is a 

valuable determinant of firm growth, based on the notion that CEOs’ financing, investing, 

and strategic choices are positively influenced by their financial literacy.  

We, therefore, expect a positive association between the level of the CEO’s 

financial literacy and family SME growth. Put formally: 
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H1: Financial literacy of the CEO is positively associated with family firm growth. 

 

Moderating Effect of Generational Stage 

While we expect the CEO’s financial literacy to affect family firm growth 

positively, CEOs may not always use this financial literacy to its full potential. While this 

may be the case within every firm since growth also implies greater uncertainty, 

complexity, and costs (McKelvie & Wiklund, 2010; Bauweraerts et al., 2020), the will to 

foster growth will vary even more in family firms due to the non-financial goals family 

firm members often pursue. These non-financial goals contain maintaining family 

control, providing jobs for family members, perpetuating the family dynasty, etc., and are 

all linked to the socioemotional wealth (SEW) perspective (Gómez-Mejia et al., 2007).   

Especially within family firms, growth is not always considered desirable. More 

specifically, “business growth would imply a difficult trade-off for family decision-

makers, as they will weigh the potential financial gains and losses of growth against its 

potential SEW gains and losses” (Bauweraerts et al., 2020, p. 3). Recent literature refers 

to this trade-off as a mixed gamble (Bauweraerts et al., 2020; Cruz & Justo, 2017; Gómez-

Mejia et al., 2014a).  

The generation that controls and has the decision-making power over the family 

firm is considered to have a large impact on the outcome of this gamble (Bauweraerts et 

al., 2020; Arrondo-Garcia et al., 2016, Eddleston et al., 2013). Therefore, we argue that 

the effect of the CEO’s financial literacy on firm growth is moderated by the generational 

stage of the family firm, as it will affect whether CEOs will use their financial literacy to 

its full potential to foster growth.  

In line with the studies of Schulze et al. (2001, 2003) and Lubatkin et al. (2005), 

we distinguish among three generational stages: the first-generation or controlling owner 
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stage, the second-generation or sibling partnership stage, and the third and subsequent-

generation or cousin consortium stage (Schulze et al., 2003). 

In the first-generation or controlling owner stage, the CEO is generally the firm’s 

founder and owns the most shares (Schulze et al., 2003). Therefore, the firm’s strategy 

and thus the focus to pursue growth are directly linked to the CEO’s personal utility 

(Schulze et al., 2003). However, as a family firm CEO and thus generally also as head of 

the family, this personal utility is directly linked to the utility and welfare of his/her family 

members due to altruism (Van den Berghe & Carchon, 2002). While firm growth will 

generally increase the welfare of the family, it will only do so in the future, and therefore, 

does not necessarily cover the current needs or preferences of the family. As indicated by 

Schulze et al. (2003), first-generation family members often tend to prefer consumption 

(being monetary or non-monetary) over investment. Thus, CEOs are likely to feel obliged 

to keep some funds available for consumption instead of entirely investing it for (future) 

growth. Moreover, the long term increase in welfare for the family resulting from growth 

remains uncertain due to the difficulty in predicting all risks, investments, and costs 

associated with achieving growth (McKelvie & Wiklund, 2010), even for financial 

literate CEOs. At the same time, high growth induces higher complexity and a higher 

need for external equity and expertise, leading to a loss of control (Gómez-Mejia et al., 

2014a). Higher but uncertain financial gains in the future will probably not be considered 

to compensate for this loss of control at this stage. The size of the nuclear family for 

which the firm has to provide at this stage is generally rather small, making it relatively 

easy to provide jobs for family members and generate an adequate level of dividend 

payout. This makes the gamble for more financial gains in the long run (by more growth) 

not worth the risk of losing SEW. Based on the arguments above, we expect that CEOs 

of first-generation family firms will not fully exploit their financial literacy to stimulate 
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firm growth. Therefore, we hypothesize a weaker association between a CEO’s financial 

literacy and firm growth in first-generation family firms.  

For second-generation or sibling partnership family firms, we argue that the 

expected outcome of the mixed gamble is different. While the CEO remains to have the 

majority of the shares, he/she is typically not the founder nor the biological head of the 

family anymore (but mostly a sibling as the name of this phase indicates) (Schulze et al., 

2003). While this phase is often associated with increased family conflicts since family 

members care more for their children than for their parents and/or siblings (Schulze et al., 

2003, Miller & Le Breton-Miller, 2006), growth is probably considered to be a way out. 

More specifically, resource constraints and limited firm size are often the catalyst of these 

conflicts since they force the CEO to make tough decisions regarding dividend payout 

and hiring/firing family employees (Schulze et al., 2003). When the family becomes 

larger while the firm does not, it becomes more challenging to secure employment for 

family members or to secure an acceptable level of dividend payout for every family 

member (Bauweraerts et al., 2020). Therefore, because SEW losses (i.e., the loss of 

control) are counterbalanced by SEW gains (i.e., securing family employment and future 

dividend payout, even if this entails current financial risks) when pursuing growth, CEOs 

are expected to fully focus on growth at this stage. Even if the financial outcome is 

uncertain, not pursuing growth leads to SEW losses that are larger than SEW losses when 

pursuing growth, as the firm might not be financially sound enough anymore to provide 

for all family members (both in terms of dividend payout and job security), leading to 

potentially severe family conflicts. Thus, we posit that CEOs of second-generation family 

firms will make the most of their financial literacy to drive firm growth. Hence, we 

hypothesize that second-generation family firms will strengthen the positive relationship 

between CEO’s financial literacy and firm growth.  
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For third and subsequent-generation family firms, generally called cousin 

consortiums (Schulze et al., 2003), the outcome of the gamble can change again. More 

specifically, as indicated by Arrondo-García et al. (2016, p. 3), “At later generational 

stages, the importance of preserving SEW diminishes, while the interest in financial 

wealth increases, such as the dividend payments requirement”. Moreover, when it 

becomes impossible to provide job security for every family member because the family 

becomes too large, outside family shareholders (i.e., family owners with no active role in 

the family firm) are not benefited by growth anymore or at least will prefer the payout of 

profits rather than reinvesting them for future growth (Schulze et al., 2003). Within listed 

firms, deviating preferences of certain shareholders often pose not a big problem: if they 

are not satisfied with the level of dividend payout, they can always sell their shares (at a 

higher rate thanks to growth). However, this alternative is generally absent in private 

firms since there is no (liquid) market for their shares (Schulze et al., 2003). Being unable 

to provide a satisfactory level of dividend payout is, therefore, more likely to lead to 

severe family conflicts between outside and inside family shareholders, which could be 

considered an important SEW loss since family disputes could even endanger family firm 

continuity. As indicated by Schulze et al. (2003, p.185), the primary challenge for family 

firms in the cousin consortium stage is “to invest in growth while maintaining a dividend 

level that satisfies outside family owners”. In short, we, therefore, suggest that CEOs of 

third and subsequent-generation family firms will not use their financial literacy to its full 

potential to boost firm growth.  

Overall, we thus hypothesize that: 

H2: The positive association between the financial literacy of the CEO and family firm 

growth is moderated by generation in such a way that the association is stronger for 
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second-generation family firms than for first- and third or subsequent-generation family 

firms.  

 

Method 

Sample  

We designed a sample selection process to feature the structure of Spanish SMEs 

following the stratified sampling principles in finite populations. We segmented the firm 

population by industry (manufacturing, construction, commerce, and services) and size 

(6-9 employees, 10-49 employees, and 50-250 employees), according to the EU 2003 

recommendation (European Union, 2003). 

The selection framework was the SABI (Sistema de Análisis de Balances Ibéricos) 

database provided by Bureau Van Dijk. The data collection technique was a phone survey 

addressed to the CEOs of certain SMEs randomly selected from the SABI database. 

Before having a final version of the survey, it was thoroughly pre-tested to corroborate 

its validity. After the pre-test, the required changes to enhance the former version of the 

survey in terms of clarity and interpretation were integrated (Stefanitsis et al., 2013). 

Thus, the primary data source consists of a comprehensive cross-sectional questionnaire 

conducted by a specialized firm that performed several control tests to check the survey 

validity during September-October 2016.  

We received information from 309 Spanish SMEs. Firms were coded ex-post as 

family firms when they met both of the following requirements: (1) at least 50% of the 

shares are owned by family members and the family is involved in the management of 

the business, and (2) the family has the intention of passing the business on to the 

subsequent generation, demonstrating the desire for transgenerational continuity over 

time (Chua et al., 1999). When applying these criteria, 199 family firms were identified 
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in our sample. After removing cases with missing values, our analyses are based on a 

final sample of 165 privately held family SMEs.  

Table I reports the sample distribution by size and industry.  

--------------------- 

          Table I 

--------------------- 

 

Measures 

Dependent Variable: Firm Growth 

While a wide range of distinct indicators are used to empirically assess firm 

growth (e.g., Winzimmer et al., 1998), this study takes into consideration the average 

annual growth in total assets over the period 2014-2017 [(Asset growth in 2016-2017 + 

Asset growth in 2015-2016 period + Asset growth in 2014-2015)/3]. We chose this 

indicator of firm growth because increases in assets can be planned and depend on CEOs’ 

decisions (Pittino et al., 2020) and because asset growth often involves external equity 

and/or indebtedness (Gómez-Mejia et al., 2014b), which can be influenced by the level 

of financial literacy.  

Independent Variable: CEO’s Financial Literacy 

Although financial literacy is considered one of the crucial managerial 

competencies in SMEs (Spinelli et al., 2011), it is a challenging concept to define and 

measure. There is still no generally accepted definition (Goyal & Kumar, 2020). 

Consequently, based on the scant previous research on financial literacy in a 

business context, namely, regarding individuals’ decision-making in firms (Bongomin et 

al., 2018), we used a novel scale to measure both the manager’s ability to understand and 

analyze financial information and its application to make appropriate financial decisions 

(Huston, 2010). Specifically, we used the construct employed by very recent studies 
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investigating CEOs’ financial literacy (García-Pérez-de-Lema et al., 2021; Molina-

García et al., 2020). 

Usually, the questions used to evaluate financial literacy encompass essential 

financial knowledge related to the understanding of compounding interest, inflation, 

mortgage loans, or investment knowledge, among other financial aspects (e.g., Liu et al., 

2021). Yet, this form of assessing financial knowledge based on the number of correct 

answers regarding basic aspects of finance disregards an appropriate evaluation of the 

application of financial knowledge. Therefore, it prevents measuring whether the firm is 

properly managing financial knowledge and incorporating such knowledge in its 

decision-making. For this reason, we opted for using an overall measure of financial 

literacy, including items related to both financial knowledge (understanding) and 

financial application (use).  

Accordingly, to measure financial literacy, the scale first measures the financial 

knowledge of the CEO. The construct employed captures CEOs' understanding regarding 

alternative financing sources, as SMEs need appropriate and timely access to financing 

at every growth stage (Musie, 2016). Likewise, as investment practices are crucial to 

SMEs (Abanis et al., 2013), it also questions CEOs about their knowledge of alternative 

financial investments. Finally, due to the importance of knowledge about the evolution 

of the economy in general and the industry context in particular (Baumohl, 2013), the 

scale also measures CEOs’ knowledge about the leading sector and economy indicators.  

Second, the scale also includes some items to capture CEOs’ application of 

financial knowledge. Specifically, we measured how CEOs use economic and financial 

information to assess the financial outlook for the firm and make informed decisions 

(Huston, 2010). Moreover, the implementation of effective financial policies will not only 

depend on the CEO’s personal financial knowledge and its application, but also on the 
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availability of financial knowledge by the CFO, other managers, and employees of the 

administration and finance department, who maintain close and regular relationships and 

interactions with the CEO and report directly to her/him (Vaccaro et al., 2012). This is 

why the scale also includes some items to capture the relevance of the former individuals 

in CEOs’ use of financial knowledge. 

Overall, the measure consists of the following seven items which the CEO has to 

rate using a five-point Likert scale ranging from 1 (strongly disagree) to 5 (strongly agree) 

(García-Pérez-de-Lema et al., 2021; Molina-García et al., 2020): (a) I am well informed 

about alternative financial sources (equity loans, venture capital, MAB, business angels, 

etc.) rather than bank financing, (b) I am well informed about the financial assets in which 

I can invest financial slack, (c) I and the rest of the TMT have updated information 

regarding economic and financial industry data, (d) I am well informed about the 

evolution of the economy and of the national and international monetary and financial 

policies, (e) I and the rest of the TMT use economic and financial information in the 

decision-making, (f) the CFO’s opinion is relevant for the firm’s management decisions, 

and (g) the training of the administration and finance department staff is very relevant for 

establishing effective financial policies. 

The scale was evaluated in terms of reliability and validity. An exploratory factor 

analysis was carried out to clarify the dimensional character of the scale (Eigenvalue, 

3.51; Extracted variance, 0.99; KMO, 0.85). Then, a confirmatory factor analysis was 

developed, which revealed that financial literacy is a construct constituted by six of the 

seven dimensions initially proposed (items a-e and g). We also estimated the construct 

reliability and the results confirmed the internal consistency in all the six items that finally 

integrated the construct. 

--------------------- 
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Table II 

--------------------- 

 

Moderating variable: Generational stage 

We operationalized the generational stage by the generation that controls the 

family business (e.g., Bammens et al. 2008). In this vein, the survey included a question 

in which the respondents had to indicate the generation that currently has the decision-

making power over the family business (Sonfield & Lussier, 2004). Similar to prior 

research, we created three dummy variables based on the survey responses: first 

generation, second generation, and third and later generations (Cruz & Nordqvist, 2012). 

Control variables 

Based on prior growth research, we also added several control variables to our 

models (Casillas et al., 2010). First, the underlying study controls for family ownership, 

which is measured using the fractional equity holdings of the founding family. Moreover, 

firm age and size indicators were added to the models as controls, measured as the natural 

logarithm of years since the firm’s inception and the natural logarithm of total employees 

in 2016, respectively. Controls for firm profitability by utilizing the return on asset ratio 

(ROA) and firm leverage, measured as total liabilities divided by total assets, are also 

included. Finally, industries are controlled for by three dummy variables, namely 

manufacturing, construction, and commerce and services.  

Results 

Table III presents the descriptive statistics of the full sample and of the subsample 

of family firms in different generational stages. The last column of Table III reports the 

Kruskal–Wallis (K–W) non-parametric test to identify significant differences among the 

analyzed variables over the generational stages. The results reveal that the differences in 
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means between family firms in different generational stages are significant for financial 

literacy, firm age, and firm size. 

--------------------- 

Tables III&IV 

--------------------- 

 Table IV presents the pairwise correlations. The correlation coefficients, the 

variance inflation factor tests, and the tolerance values reveal that there is sufficient 

evidence to discard multicollinearity in the data (Hair et al., 1999). 

Table V displays the results of the regression models. Model 1A reveals the impact 

of financial literacy on firm growth while controlling for firm characteristics and industry. 

Regarding the independent variable, the results indicate that financial literacy has a 

positive and significant impact on firm growth (β=0.021; p<0.05), supporting Hypothesis 

1. Additionally, the R2 is 8.9 %, and the model is significant at p<0.05. 

--------------------- 

Table V 

--------------------- 

Model 1B includes the direct effect of first- and third and subsequent-generation 

family firms on firm growth. Financial literacy's direct effect on growth continues to be 

positive and significant (β=0.021; p<0.05). However, the results indicate no significant 

effect of first- or third and subsequent- generational stages on firm growth. The obtained 

findings are in line with the results reported in Table III, which reveal no significant 

differences in growth between family firms in first-, second- or third and subsequent- 

generations. Therefore, none of the generational stages is found to have a direct influence 

on firm growth.  
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Nevertheless, we expected a conditional effect of the generational stage on the 

relationship between financial literacy and firm growth. Therefore, to capture the 

moderating effect of the generational stage on the financial literacy-firm growth 

relationship, we examined the following interaction terms in model 1C of Table V: 

Financial Literacy*First-Generation Family Firms and Financial Literacy*Third and 

Subsequent-Generation Family Firms. Model 1C confirms a stronger influence of 

financial literacy on firm growth for second-generation family firms than for first- (β= -

0.054; p<0.01) and third and subsequent- generation family firms (β= -0.078; p<0.05)2. 

Thus, the results also confirm Hypothesis 2. Moreover, introducing the interaction effects 

results in an increase of 3.23% in the explained variance. 

Additionally, to further interpret the results, we plotted the moderating effect of 

the generational stage (family firms in second generation vs. family firms in first and in 

third and subsequent generations) on the relationship between financial literacy and firm 

growth in Figure 1. 

--------------------- 

Figure 1 

--------------------- 

We also executed several robustness tests. First, we reran our regressions with a 

different measure of firm growth, namely the percentage change in assets over the past 

three years (Shepherd & Wiklund, 2009). Hypotheses 1 and 2 are again supported (see 

models 2A, 2B and 2C, Table V). Second, we replicated the analysis using the average 

of firm growth over the 2015-2017 period and the percentage change in assets over the 

past two years. Third, we studied the sensitivity of our results by winsorizing extreme 

	
2 To give further support to our findings, we ran the regressions again with the moderating variable “second-
generation family firms” and suppressing the rest categories, i.e. first- and third and subsequent- generation 
family firms. The results remain the same. 
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values at the 99th and 95th percentiles. Fourth, we also used a less common approach in 

research to test our hypotheses, i.e., the “partition approach”, which is recommended due 

to its considerable advantages compared to the base approach in terms of design, flexible 

hypothesis testing, convenience, facilitating dataset trouble-shooting and post-hoc 

checking of theory (Yip & Tsang, 2007). Finally, we also utilize different compositions 

of the same items to measure financial literacy, which were also evaluated in terms of 

reliability and validity. All robustness tests confirm the main conclusions of this study 

(results are available upon request from the authors). 

 

Discussion and Conclusions 

Discussion and theoretical contributions 

This research primarily examines the underexplored relationship between the 

CEO’s financial literacy and firm growth within family SMEs. Building on the UET and 

the SEW perspective, our results indicate that the CEO’s financial literacy positively 

impacts firm growth. However, this positive association is moderated by the generational 

stage of the family firm as it will affect to what extent CEOs will use their financial 

literacy to its full potential to foster growth.  

Our findings thus reveal that CEOs with higher financial literacy achieve higher 

firm growth, confirming our first hypothesis. While financial literacy seems to be a self-

evident prerequisite to make qualitative strategic and financial decisions, most studies 

have focused on individuals’ (financial) decision-making in their private life (e.g., 

Lusardi & Mitchell, 2011; Meier & Sprenger, 2013). There is still a lack of literature 

addressing the impact of financial literacy on firm performance (e.g., Eniola & Entebang, 

2017), and no research has focused on its effect on firm growth. However, a lack of 

financial literacy skills is argued to be one of the most serious concerns that SMEs face, 
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which might even endanger their long-term survival (Halabi et al., 2010). As this study 

further highlights the importance of financial literacy for a family SME’s CEO, it 

contributes to the existing literature about financial literacy. 

Moreover, by examining the relationship between a CEO’s financial literacy and 

family firm growth, this study also contributes to the literature focusing on the 

determinants of family firm growth, which, to date, has paid scarce attention to the 

influence of individual-level determinants (e.g., Stenholm et al., 2016). There are 

valuable exceptions, but these studies mainly focus on demographics (e.g., age, gender) 

as individual-level determinants. However, such demographics will not fully capture the 

essential characteristics of top executives in order to comprehensively test the UET 

(Hambrick and Mason, 1984; Waldman et al., 2014). By focusing on the CEO’s financial 

literacy, we do capture such an essential characteristic as an individual-level determinant 

of family firm growth.  

  Our findings also show that while a CEO’s financial literacy fosters growth, CEOs 

may not always use their financial literacy to its full potential. Family firm members will 

consider the focus on growth to be a mixed gamble, in which the potential (financial) 

advantages of growth and the potential risks of losing SEW should be carefully balanced 

(Bauweraerts et al., 2020). Since several studies already indicated that the family firm’s 

generational stage heavily influences the outcome of this mixed gamble, we considered 

this generational stage to be an essential moderator on the ‘financial literacy – growth’ 

relationship. Consistent with our second hypothesis, our findings indicate that while first- 

and third- and subsequent-generation family firms weaken the relationship between a 

CEO’s financial literacy and firm growth, second-generation family firms reinforce the 

positive effect of financial literacy on firm growth. In first-generation family firms, the 

potential (future) financial gains derived from firm growth are lower than the potential 
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SEW losses derived from such growth, such as diminishing family control and having 

insufficient funds for direct consumption to satisfy the family members (Laffranchini et 

al., 2020; Schulze et al., 2003). On the contrary, in second-generation family firms, 

potential financial gains exceed potential SEW losses when achieving firm growth, 

leading even to positive SEW consequences such as increased family employment (Cruz 

& Justo, 2017). Finally, in third and subsequent-generations, the focus will shift to direct 

consumption instead of investment again since focusing too much on investment (i.e., 

growth) will lead to significant SEW losses arising from family conflicts that will 

outweigh potential (future) financial gains resulting from firm growth (Bauweraerts et 

al., 2020; Schulze et al., 2003).  

By examining the CEO’s financial literacy as a driver of growth as well as the 

generational stage as moderator, this study also significantly contributes to the family 

business literature in general. More specifically, while early family firm studies mainly 

focused on the differences between family and non-family firms, recent literature argues 

that family firms are no homogeneous group such that studies should focus on their 

heterogeneity (Chua et al., 2012). Not only did we account for this heterogeneity by 

examining the generational stage as a moderator, but we also accounted for the 

heterogeneity of the CEOs running the family firms by examining the impact of their 

financial literacy as driver of firm growth. Analyzing simultaneously firm and individual 

sources of heterogeneity is crucial for a better understanding of family firm behavior and 

performance outcomes (e.g., Arrondo-Garcia et al., 2016).  

 

Practical Implications  

This study also provides several implications for practice. More specifically, it shows that 

family firms’ CEOs need to have the appropriate financial literacy to foster firm growth. 
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This is especially important in family SMEs, which often have less access to the financial 

literacy of other actors, like advisors or CFOs. Therefore, family shareholders should 

account for this when appointing a CEO or training family members to become the next 

CEO. While common sense and a hard-working mentality are still often considered 

sufficient to become a successful family firm CEO, this study highlights the importance 

of a CEO’s financial literacy to further grow the business. 

However, this study also indicates that the CEO’s level of financial literacy will 

not always be used to its full potential to foster growth. Growth might not always be 

desirable for every (generational stage of a) family firm, and a CEO should constantly 

balance the financial and SEW gains and losses when making strategic decisions. 

Training programs targeted explicitly towards increasing the financial literacy of family 

firm CEOs while at the same time training them to constantly balance both the financial 

and family (i.e., SEW) needs of the firm and its (family) members would therefore be 

highly valued based on this study’s results. 

 

Limitations and Future Research 

This study is, of course, not free from limitations, which provide valuable 

opportunities for future research. First, while the results show a clear link between a 

CEO’s financial literacy and family firm growth and indicate a moderating role of 

generation, financial literacy will not be the only individual-level determinant of firm 

growth, nor will generation be the only moderating factor. Other sources of family firm 

and individual heterogeneity may explain firm growth, either directly or indirectly. Future 

studies may, therefore, look at other sources of heterogeneity as drivers of family firm 

growth, such as goal-, governance- or resource-related heterogeneity (Chua et al., 2012).  
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Second, both the level of financial literacy and the way this financial literacy can 

be used to foster growth are dependent on several contextual variables that are not related 

to the family context. We encourage researchers to invest further in this research area to 

identify both the antecedents of the level of financial literacy (e.g., education, experience, 

etc.) as well as the variables that may affect the impact of financial literacy on firm growth 

(e.g., having a finance/accounting department, the competitiveness of the industry, etc.). 

Third, while we consider the measure used to capture the financial literacy of the 

CEO highly appropriate, every measure has its benefits and constraints. Given that there 

might be dissimilarities between an individual’s actual knowledge and an individual’s 

self-perception of their knowledge (like we captured), it would be interesting to analyze 

the differences between objective and subjective measures to examine overconfidence 

bias further. Individuals with high confidence are more likely to overrate their financial 

literacy and might not always accept their incompetence regarding financial issues 

(Kruger & Dunning, 1999). Therefore, we hope researchers continue investing in the 

development and validation of scales to capture financial literacy to rule out the risk of 

such bias in the future. 

Finally, while we expect the impact of financial literacy on family firm growth 

and the moderating role of generation to be similar in other countries, we could not 

validate this since we focused on a single-country dataset. Therefore, we consider 

validating the results of this study using a cross-country dataset to be a highly valuable 

opportunity for future research as well.  
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