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Abstract: Socioemotional wealth ( SEW) is the non-economic utility that a family derives from its controlling

position in a firm is the most critical reference point for family firms. SEW becomes the family principals” frame of
reference for taking strategic decisions that is gains or losses in SEW are the pivotal factors that guide the major
strategic choices and policy decisions of family firms. SEW is the most important differentiator of the family firm as a
unique entity and as such helps explain why family firms behave distinctively. Family firms are willing to sacrifice
economic gains in order to preserve socioemotional wealth ( SEW) even put the firm at risk in order to preserve
SEW endowment.

Although SEW has already been used to explain the strategic behaviors of family firms and behavior differences
between family and non-family firms and although previous findings support the family firms are willing to sacrifice
economic benefits in order to protect their SEW the following questions have remained unclear: to avoid the loss of
SEW how much family firms are willing to pay? or how much economic interest are willing to give up to protect the
SEW? Are all of the family firms willing to protect the SEW by giving up the same degree of economic interest?
What’ s the rate of substitution between giving up the economic utility and preserving the non-economic utility
( SEW) for family firms? what factors further affect the degree of this trade-off for different family firms.

Based on the above research blanks this paper discusses the following two questions with the scenario of IPO:
firstly analyzing the tradeoff between protecting SEW and pursuing economic interest. At the IPO family firms try to
minimize the potential SEW losses even if this means sacrificing potential gains related to selling shares; secondly
exploring the effect of internal control factors( i. e. family ownership and family involvement) and external social
prestige ( i. e. family political status and family reputation) on the payment of protecting SEW that is the degree of
sacrificing economic gains in order to minimize threats or losses to SEW.

We examine a sample of 1358 Chinese IPOs between 2003 and 2014 and get concludes: (i) For the sake of
maintaining SEW family enterprises are willing to accept more higher economic loss the IPO underpricing of family
firms is 26.7% higher than that of nondamily firms; (ii) With the increased willingness of family control
(1. e. family ownership and involvement of family members enhancing the family SEW) the IPO underpricing be-
comes higher for family firms. ( iii) The external social prestige of family also increases the IPO underpricing of fam-
ily firm. Especially with the external political status promoted their endowment of SEW is enhanced so that family
would like to protect the political status through higher IPO underpricing. This study shows that the internal and ex—
ternal factors of family ( family controlling structure and external political status) enhance the motivation of family
firms to maintain their SEW. Besides this paper also explains IPO underpricing from a new aspect of perspective.

Our study offers several contributions. First Goémez-Mejfa et al. (2007) argue that family firms are willing to
sacrifice economic gains in order to preserve non-economic utility. Consequently Leitterstorf & Rau( 2014) offers
the first proxy( IPO underpricing) for the costs of preserving SEW at the time of the IPO. The empirical evidence
this paper presents not only supports Gémez-Mejia et al. (2007) argument but offers a comparative study to Leitter—
storf & Rau(2014) —Our conclusions show that Chinese family firms have higher IPO underpricing than Germany
family firms. This paper further improves the study of relationship between SEW and PO underpricing from the an—
gel of SEW by applying Leitterstorf & Rau ( 2014) ’ s approach to different institutional settings such as
China. Second we contribute to the SEW literature by analyzing the effect of family internal control and external so—
cial reputation on the motivation of protecting the family SEW. Third we contribute to the IPO underpricing litera—
ture by offering a new theoretical perspective i. e. SEW perspective for family firm in Chinese context.

Future research should analyze the long-term effects of an IPO on a family firm’ s SEW in more depth. In addi-
tion researchers should develop an instrument for measuring SEW and test directly the relationship between SEW
and [PO underpricing or other strategic behavior. In this paper SEW is only a conceptual construct that has not yet
been measured directly.

Key Words: family firm; family control; socioemotional wealth; PO underpricing
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