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INTRODUCTION

Entrepreneurs running family firms have considerable discretion in determining the form, the value and the timing of their financial rewards. The financial rewards of entrepreneurship include both direct financial rewards (i.e. drawings, net profit, shareholder dividends and equity sales), and a range of indirect rewards, including goods and services owned by the firm but used for personal and household consumption. The extraction of financial rewards may be adjusted to suit prevailing business conditions and the entrepreneur’s personal requirements. Within family firms, the close, often inseparable, relationship between the entrepreneur and the firm suggests that decisions about financial rewards are seldom based entirely on business logic, but also take into account personal and family needs. For example, frugal entrepreneurs may typically extract notional drawings, but the amount may vary depending on personal needs and the affordability to the business. Similarly, the value and timing of more substantial financial rewards, such as dividends and profit, may be varied by the judicious entrepreneur to suit prevailing business conditions and personal needs, and to maximize personal and business advantage. Arguably, the ability to vary the form, value and timing of the financial rewards extracted from the business is a distinguishing feature of entrepreneurship. 

Exploring financial rewards and their allocation illuminates a relatively unknown dimension of family entrepreneurship - how families influence value extraction from family-owned businesses and, conversely, how the business influences family life in terms of its consumption behaviour and relative lifestyle. Hence, the exploration of reward decisions in family firms focuses attention on the interaction between the family and the firm. Although previous studies have touched on financial rewards, focusing on issues such as the influence of different types of parental altruism on family firm governance, including good allowances (Lubatkin, Durand and Ling 2007), wealth creation in family firms (Chrisman, Chua and Zahra 2003; Sirmon and Hitt 2003), family firm performance and competitiveness (Le Breton-Miller and Miller 2006), and capital flows in family business (Pearson, Carr and Shaw 2008; Sharma 2008), to date there has been no direct consideration of personal financial rewards and the influences upon reward allocation decisions within family firms. In many respects this is not unexpected, as studies of non-family entrepreneurial firms have also shied away from measuring the personal financial rewards of entrepreneurship and the reward allocation decisions made by entrepreneurs. Furthermore, data on financial rewards may be lacking, especially where family firms are not publicly traded and do not have to announce their net profit or similar.
The aim of this conceptual chapter is to explore financial rewards in family entrepreneurship, and the influence of factors, specific to family entrepreneurship, that are likely to impact on the allocation of financial rewards. In so doing, it illuminates a relatively unknown dimension of family businesses - how families influence value extraction from family-owned businesses and, conversely, how the business influences family life in terms of its consumption behaviour and relative lifestyle. Unlike non-family firms where reward decisions are largely determined by business efficiencies, and bounded by rigid governance requirements, reward decisions in family firms are also influenced by family needs and desires and by emotional relationships within the family. Family firms are also likely to be characterised by reward allocation structures and processes that are negotiated between the business and the family, regardless of whether governance requirements apply also. Thus, this chapter draws attention to previously unexplored interactions between the family and the firm that impact on both family and business strategies, and the role of altruism and trust as key dimensions in the allocation of financial rewards. 

As so little is understood about the financial rewards of entrepreneurship, the chapter starts by considering what these rewards are and the reasons why there has been so little interest in researching this topic. The chapter next considers the types of financial rewards available within family firms, providing a broad overview of the factors that may influence reward allocation in the family firm. Next, the allocation of financial rewards is theorized. Stewardship, altruism and trust are important influences on financial rewards within the family business, drawing attention to the contexts within which families determine financial rewards. The chapter concludes with an outlook, outlining perspectives for future research. 

THE FINANCIAL REWARDS OF ENTREPRENEURSHIP

This chapter focuses on the personal financial rewards of entrepreneurial action for the individual and their families. Although there is a great interest in both entrepreneurship and family business ownership, we know remarkably little about the financial rewards derived from entrepreneurial action. This lack of knowledge lies in stark contrast to the well-established research efforts and sophisticated theoretical insights developed within related research areas. Theoretical insights into the creation, derivation and appropriation of entrepreneurial rents within the context of the firm have been regularly advanced within academic research (Alvarez 2007; Alvarez and Barney 2004; Casson 2005; Foss and Klein 2005). Despite the developments seen within this related research area, the effects of firm-level value creation on the entrepreneur and the entrepreneurial family remain unexplored (Carter 2011).

The main explanation for the paucity of research exploring the financial rewards of entrepreneurship lies in the obvious methodological difficulties associated with this research area. Studying the financial rewards of entrepreneurship is complex and ‘inconvenient’ (Davidsson 2004), and raises four immediate methodological problems. Firstly, the unit of analysis is ambiguous (Chandler and Lyon 2001; Davidsson and Wiklund 2001). A focus on the individual draws attention to the cash payments received (drawings, salary, dividends etc) but fails to account for the wealth and assets nominally owned by the firm, while a focus on the firm measures profits and capital gain but fails to account for the relative earnings, consumption and lifestyle of the individual and their family. Secondly, the measures of financial rewards are not immediately obvious. Researchers have noted the inherent problems of using net profit or drawings as the standard measure of entrepreneurial ‘wage’ (Hamilton 2000), but more robust indicators which can account for various forms of capital gain have proven difficult to operationalize. Thirdly, the financial rewards of entrepreneurship typically accrue over long periods of time and, in the case of family firms, may take more than a generation to reach fruition. Cross-sectional research designs are unlikely to accurately capture financial rewards which are unevenly spread over these periods; indeed, even the most conscientious longitudinal design would be challenged by these time-scales. Finally, investigating the personal financial rewards of entrepreneurship requires the probing of extremely sensitive information, which makes data collection highly problematic.

The few empirical studies that have considered the financial rewards of entrepreneurship have focused on cross-sectional snap-shots of entrepreneurial earnings or analyses of household wealth, with remarkably divergent results. Studies of entrepreneurial earnings typically calculate an hourly wage where the numerator is actual earnings and the denominator is self-reported working hours (Blanchflower 2004; Hamilton 2000; Parker 1997; Parker, Belghitar and Barmby 2005; Skinner, Stuttard, Beissel-Durrant and Jenkins 2002). Compared with other occupational groups, entrepreneurs have been found to have lower median earnings (Blanchflower 2004; Parker 1997; Parker, Belghitar and Barmby 2005) and lower earnings growth. These low earnings levels have been explained in two main ways. The compensating differential thesis emphasizes the non-pecuniary benefits of business ownership, citing factors such as individual autonomy and job satisfaction, as compensation for low pecuniary earnings (Blanchflower and Shadforth 2007; Hamilton 2000; Shane 2008). An alternative explanation that entrepreneurs under-report incomes, builds on popular perceptions that the living standards of the self-employed are substantially higher than their reported low incomes suggest, has led to attempts to quantify the scale of under-reporting and assess the comparative consumption capability of entrepreneurial households, which may access a variety of business related goods and services at relatively low or zero charge. Estimates suggest that the under-reporting of entrepreneurial earnings ranges between 28% - 40% of the value of reported earnings (Cagetti and De Nardi 2006; Kesselman 1989), while the personal consumption of business-related goods has been estimated to increase the consumption capability of entrepreneurial households by 34% above reported income levels (Bradbury 1996).

While studies of entrepreneurial incomes have highlighted the relatively low level of financial rewards, studies of wealthy households have found these are more likely to comprise entrepreneurs than employees (Cagetti and De Nardi 2006; Hurst and Lusardi 2004; Quadrini 2000). For example, the median net worth of business owners in the US is slightly higher than for the self-employed, but both groups tend to be richer than the population as a whole, whose median net worth is less than 30% of that of entrepreneurs (Cagetti and De Nardi 2006). The greater wealth of entrepreneurial households has been explained by their accumulation and savings patterns (Bradford 2003; Cagetti and De Nardi 2006; Quadrini 2000). Entrepreneurial households are more likely than employee households to benefit from lump sum dividends, and typically have higher levels of savings, required both to offset earnings risks (Parker, Belghitar and Barmby 2005) and reduce the need for costly external finance (Gentry and Hubbard 2004; Hurst and Lusardi 2004; Nanda 2008). 

Prior studies of earnings and household wealth provide partial insights into the financial rewards of entrepreneurship; however, perhaps their most important contribution is to highlight both the complexity of the issue and the need to consider the different forms of financial rewards over the life-course of the business and their impact on the entrepreneurial family’s consumption and relative living standards (Carter 2011). A focus on the financial rewards of entrepreneurship immediately highlights the centrality of the entrepreneurial family as a key influence on reward decision-making. Indeed, it is clear that the financial rewards of entrepreneurship cannot be considered in isolation to the family. Contextualizing financial reward decisions within the entrepreneurial family takes account of both the permeability of the boundaries between the business and the family with regard to earnings, wealth, expenditure and consumption, and also the influence of the family with regard to reward decisions, for example, structuring a family business to take advantage of tax efficiencies. (De Man, de Bruijn and Groeneveld 2008; Mulholland 1996; Ram 2001; Wheelock and Mariussen 1997). 

FINANCIAL REWARDS IN FAMILY FIRMS

If the financial rewards of entrepreneurship have been found difficult to estimate, then the analysis of the financial rewards within family firms is likely to be even more problematic. It is well established that family involvement adds complexity to business ownership (Chrisman, Chua and Sharma 2005; Chrisman, Chua and Steier 2005; Chrisman, Chua and Steier 2003), and there is little doubt that family ownership also adds complexity to the consideration of financial rewards. Family firms may be composed of multiple family members and multiple generations, and may also include non-family employees in both the accrual of wealth and the dispersal of financial rewards. The potentially large number of family stakeholders, family shareholders as well as family and non-family employees increases the number of individuals with a financial interest in the firm, and also extends the range of possible permutations that require consideration in financial reward decisions.

In addition to the larger pool of family and non-family actors with an interest in the firm’s financial reward decisions, family firms have a set of specific motivations and dynamics with the potential to influence reward decisions, including a sense of stewardship and business longevity (Le Breton-Miller and Miller 2009; Mitchell, Hart, Valcea and Townsend 2009; Sirmon and Hitt 2003). Both have potential ramifications for financial reward decisions, as there may be a strong impetus to preserve or steward the wealth rather than disperse it (Mitchell, Hart, Valcea et al. 2009). Similarly, family firms may seek to balance the firm’s economic goals of wealth creation and the family’s emotional well-being evidenced by a sense of family harmony (Le Breton-Miller and Miller 2009; Le Breton-Miller, Miller and Steier 2004). Trade-offs such as these may have implications for financial reward decisions that are made within family firms. 

Family firms are also typically characterized as containing an individual with controlling power. As Carney (2005: 255) argued “The unification of ownership and control concentrates and incorporates organizational authority in the person of an owner-manager or family.” This characteristic ensures that within family firms, the individual with controlling power has the ability to not only make decisions about financial rewards, but also to retain the discretion to select the beneficiaries. The presence of information asymmetries suggests that it is possible for these decisions to be made discretely and indirectly through, for example, related party transactions. Hence, the main decision-maker within family firms has the ability to exploit ambiguities that occur as a consequence of information asymmetries and which provide opportunities to decide on the form, value and timing of rewards, and also to determine the beneficiaries of these financial rewards. Although governance mechanisms reduce the opportunities for this type of ambiguity, research has found that governance inefficiencies permit different types of altruistic behaviors by parent-owners, enabling parent-owners to transfer ‘normal’ and ‘merit’ goods to their children (Lubatkin, Durand and Ling 2007). 

Additionally, family firms are often defined by the process of successor selection (Le Breton-Miller, Miller and Steier 2004; Miller, Steier and Le Breton-Miller 2003; Mitchell, Hart, Valcea et al. 2009; Sharma, Chrisman and Chua 2003; Sharma and Irving 2005). Succession in the family firm encompasses both the transfer of leadership and the transfer of stock, with financial reward implications for both the selected successor and any unselected candidates. Hence, competitiveness between successor generation members may creep into the succession process in even the best prepared families. A review of the succession research literature showed that even firms with a single heir apparent often seek to enlarge the pool of candidates to include the heir’s siblings, other family members and non-family managers, as an interim measure until the heir is ready, and to build the firm’s resilience in case of unforeseen circumstances. Where there are multiple siblings who may each be considered as potential successors, competition may be explicitly encouraged or inadvertently fostered by the parent CEO (the King Lear syndrome). The selection of one successor to the family firm potentially leaves other family members unselected, and requiring a degree of financial, as well as emotional, compensation. In these circumstances, family firms may make decisions about financial rewards that are based less on business rationality and equality of individual contribution, than on the influence of strong emotional pressures from family members. Personal financial gains and losses may impact directly on the successor generation, who may find the transfer of the firm’s financial controls to a sibling to be uncomfortable, unfair and even threatening. 

Given the specific dynamics of, and the complex sets of relationships that exist within family owned businesses, the analysis of financial rewards in family firms may not be best focused on the sterile and relatively trivial search to estimate the value of entrepreneurial earnings - the dominant theme of the financial rewards research effort to date. Instead, a more fruitful line of enquiry may emerge from a consideration of some of the larger, more theoretically focused, issues that influence and underpin financial reward decisions within family firms.

THEORIZING FINANCIAL REWARDS IN FAMILY FIRMS

A consideration of the issues that may underpin financial reward allocation decisions in family firms immediately draws attention to two key theoretical perspectives, stewardship and agency, which can potentially shed light on the factors influencing financial rewards. These two perspectives have been used extensively within the family business literature where they have often been seen as providing competing and mutually exclusive explanations for economic behaviour in family firms (Le Breton-Miller and Miller 2009). While agency theory is often depicted as assuming the types of opportunistic and self-serving behaviours associated with utility maximizing homo economicus (Albanese, Dacin and Harris 1997; Jensen and Meckling 1976), stewardship theory, in contrast, assumes individual behaviour as collectivist and organizationally centred (Davis, Schoorman and Donaldson 1997). 

The difference between the two perspectives essentially centres on the assumptions made by each perspective about individual motivation, sometimes conceptualized as ‘models of man’ (Corbetta and Salvato 2004; Davis, Schoorman and Donaldson 1997). Agency theory focuses attention on extrinsic motivations and rewards, suggesting a self-serving model of man, while stewardship theory focuses on higher order, intrinsic motivations associated with a self-actualizing model of man. While agency and stewardship theories have been typically seen as distinctive and competing, representing broader divisions between the subject domains of economics on the one hand and psychology and sociology on the other, there have been important attempts both to identify common ground (Albanese, Dacin and Harris 1997) and to broker an integration of the two perspectives (Le Breton-Miller and Miller 2009). In a response to Davis et al.’s (1997) seminal description of stewardship theory as an explicit alternative to agency theory, Albanese et al. (1997) suggest that stewardship is not inconsistent with agency theory if it is perceived as providing utility. Indeed, given the variations in utility functions of principals and agents, and the dynamic nature of the principal-agent relationship, “today’s ‘agent’ may be tomorrow’s ‘steward,’ or vice versa” (Albanese, Dacin and Harris 1997: 611). 

Given the centrality of individual rewards within both agency and stewardship theories, and the extensive adoption of both approaches within the family firms’ literature, it is rather paradoxical that there has been so little explicit analysis of financial rewards within family firms. It is to this that we now turn our attention. We will focus on stewardship perspectives on financial rewards, because within agency theory extrinsic rewards are explicitly financial and reward systems, which have been put into place to reduce or control conflicts of interests arising out of the self-interest of individuals. These reward systems “represent the control mechanisms of agency theory” (Davis, Schoorman and Donaldson 1997: 28), comprising rewards with a quantifiable financial value recognized by the conflicting parties.

Research has identified stewardship as a key motivating factor in family firms, distinguishing family firms from non-family firms, and providing an important sense of longevity that may enable family firms to survive longer than other organizations (Corbetta and Salvato 2004; Mitchell, Hart, Valcea et al. 2009). Le Breton-Miller and Miller (2006) drew attention to the long-term orientations typically seen within family firms, identifying these as a key explanation for the competitive performance of family-controlled businesses, and associated with stewardship approaches. Stewardship approaches to management, cast as diametrically opposite to approaches that favour short term, profit-maximizing goals, place emphasis on the importance of looking after the family firm in order to hand it on in good shape to the next generation (Corbetta and Salvato 2004; Miller and Le Breton-Miller 2006). Stewardship theory typically emphasises the importance of intrinsic rewards as the key motivation of individuals who view their interests as aligned with those of the organization. Of course, it would be naïve to assume that stewards forego financial rewards or that they fail to gain significant financial benefits from the organization. As Davis et al. (1997: 25) explain, stewards perceive that “…utility gained from pro-organizational behavior is higher than the utility that can be gained through opportunistic, self-serving behaviour.” 

It may be speculated that the implications of stewardship behaviours on the financial reward decisions of family firms are two-fold. First, as stewardship is specifically associated with a long-term orientation, one consequence of this may be to favour the retention of assets and wealth within the firm. In other words, in family firms where there is a strong stewardship ethos, wealth is stewarded, rather than realized in the form of personal financial gain within the family. It might well be the case that stewardship is more pronounced in established and older family firms, compared to new and young ones. Second, while the retention of wealth within the firm may be beneficial for the firm, it requires family members to make collective and individual sacrifices regarding their own personal financial rewards. This raises further questions, such as: Who makes the decision about the stewarding of wealth? When is the decision made? Is this decision made once or regularly revisited? To what extent are these decisions discussed within the family, and to what extent are family members’ views taken into consideration in reward decisions? Why are some families prepared to sacrifice certainty and regularity with regard to their income, for the sake of long term business growth from which they may not personally benefit? More broadly, how do families in business manage their expenditure and consumption given the uncertainty surrounding value extraction, and what are the potential effects of this on family relations?

Such questions draw attention to the central role of the family, their lifestyles and consumption behaviour, as key contributors to the family firm. The contribution of the family can be seen specifically in the development of the organizational culture and characteristics that often typify family firms. Recent work on non-economic wealth creation, for example, suggests that family firms prefer sustaining their socioemotional wealth to the disadvantage of their business performance: they accept performance risks (which consequently may lower their reward position) in order to minimise or avoid the loss of their socioemotional wealth (Gómez-Mejía, Haynes, Núñez-Nickel, Jacobson and Moyano-Fuentes 2007). Interestingly, stakeholder involvement allows them to enhance their socioemotional wealth as stakeholders because stakeholders often do not focus on monetary gains from the business (Cennamo, Berrone, Cruz and Gomez-Mejia 2012).

Carney (2005) drew attention to the notion of parsimony as a distinguishing characteristic of family firm governance, where the use of the family’s own money introduces a propensity towards cost minimization and an abiding sense of prudence throughout the organization. This view chimes with popular perceptions of family firm owners, seen as possessing Weberian-type characteristics of hard work, frugality and thrift, and who thrive on the deferment of personal gratification. The ability of some families to adapt their consumption, in the form of direct expenditure, to suit the prevailing conditions, and draw on the family as a largely invisible and usually free provider of labour, has been a longstanding explanation for the competitive success of family owned businesses. In this regard, Chayanov’s theory of peasant economy provides a particularly apposite early description of the competitive advantage of family firms: “In conditions where capitalist farms would go bankrupt, peasant families could work longer hours, sell at lower prices, obtain no net surplus, and yet manage to carry on with their farming year after year. For these reasons, Chayanov concluded that the competitive power of peasant family farms versus large scale capitalist farms was much greater than had [previously] been foreseen” (Thorner 1966: xviii).

While decisions regarding financial rewards are relatively straightforward in firms that are barely managing to survive and therefore have little material assets available for redistribution, decisions become more complex in firms that have experienced great success, particularly with regard to profitability and growth, and therefore have greater and more obvious wealth. Family firms with clear governance practices are likely to have resolved at least some aspects of reward decision-making through the introduction of specific remuneration policies. The presence of greater success and therefore greater wealth within the firm may, however, make financial reward decisions more problematic. In particular, a focus on stewardship by a long-serving CEO and dominant shareholder, may conflict with the aspirations of minority shareholders who may wish to see a greater personal return on their investments. 

The long-term orientation associated with stewardship perspectives suggests that succession decisions may become an important factor in family firms that emphasize this approach. It is likely that the successor selection process has a substantial impact on financial reward allocation. It is possible to speculate on the likely influences of succession on financial reward decisions by looking at the examples of competitive succession both in very successful companies and those where the future is less certain. Within successful firms, the succession process may favour the chosen successor with the dominant ownership and control of the firm; however, non-succeeding siblings may expect to receive substantial financial rewards, in the form of capital assets such as houses or cars, in compensation both for the loss of the potential ownership of the firm and also the emotional consequences of non-selection. Where the inheritance of family firms brings obvious long-term prosperity to the successor, such compensation may be seen as appropriate and equitable, contributing to the management of good relations within the family. By contrast, within less prosperous firms the financial benefits of succession may be a great deal less certain. This is especially the case where the chosen successor also assumes the financial responsibility for maintaining the retiring generation of owners. In these circumstances, the rewards of being selected as the successor may be more emotionally than financially advantageous, and an iniquitous contrast to the commitment-free distribution of capital rewards given as compensation to non-successor siblings. Clearly, the effects of succession on reward decisions in family firms are likely to be complex and far reaching; however, these are relatively unexplored issues that require deeper levels of understanding in order to advance our understanding of the dynamics of family firms. 

THE EMBEDDEDNESS OF FINANCIAL REWARDS WITHIN THE FAMILY (FIRM)

Recognizing that stewardship and agency approaches alone provide only a partial explanation of family firm behaviour (Corbetta and Salvato 2004; Davis, Schoorman and Donaldson 1997), Le Breton-Miller and Miller (2009) suggest that the two approaches may be united through a social embeddedness perspective that views actors as embedded within multiple social systems. This approach highlights the importance of viewing behaviour within its own specific contexts (Welter 2011), implying that owners more embedded within the business than within the family may exhibit the ‘self-actualizing’ behaviours associated with stewardship, while owners more embedded within the family than the business may demonstrate behaviours associated with the pursuit of ‘self-serving’ family interests (Le Breton-Miller and Miller 2009). In this regard, Corbetta and Salvato (2004) draw attention to internal family dynamics influencing family firm behaviour. In the context of financial rewards, the roles of trust and altruism are of particular interest, as they reflect elements of social embeddedness (Greenwood 2003). 

Altruism and financial rewards

At a theoretical level, altruism is typically linked to agency perspectives (Karra, Tracey and Phillips 2006; Van den Berghe and Carchon 2003); however, altruism is not inconsistent with stewardship perspectives. The self-serving focus of agency theory does not exclude altruistic behaviour which underlies the trusting relations that are said to dominate in family firms and that result in relational contracts as a key assumption explaining differences between family and non-family firms. Indeed, it is perfectly conceivable that stewardship within family firms - typically exhibited through a long term orientation and a desire to hand on the firm in better shape than was inherited, and organizationally centred and collectivist management behaviour - is underpinned and motivated by the owners’ strong sense of altruism. 

Monroe (1994: 862) defines altruism as “behaviour intended to benefit another, even when doing so may risk or entail some risk to the welfare of the actor”. This has been picked up by the family firms’ literature, where altruism has been viewed as a utility function connecting the welfare of one person to that of others (Karra, Tracey and Phillips 2006; Lubatkin, Durand and Ling 2007; Schulze, Lubatkin and Dino 2002; Schulze, Lubatkin and Dino 2003b). Lubatkin et al. (2007: 1023) describe altruism as “a particular kind of ‘self-other’ relationship, representing the tendency of principals (the ‘self’) to integrate interests of ‘others’ into their decision processes and actions”. Most commonly, this is seen in family firms where the parents’ welfare is inextricably linked to the welfare of their children and other family members. The presence of altruism has been proposed as a key difference between family and nonfamily firms (Van den Berghe and Carchon 2003). As Karra et al. (2006: 864) explain, parents demonstrate altruism towards their children not only because of the family bond “but also because their own interests, and those of the business, would be damaged were they to act less benevolently”. Altruistic behaviour presents both advantages and disadvantages to family firms, particularly with regard to agency costs. On the one hand, altruism in family firms has been found to offer competitive advantages and improve performance (Chrisman, Chua and Litz 2004; Van den Berghe and Carchon 2003). On the other hand, preferential treatment of family members, free riding and biased views of family member competence have been shown to increase agency costs (Schulze, Lubatkin and Dino 2003b). In this regard, Lubatkin et al. (2007) identify five different types of parental altruism: principal-based, ideal-typic, family-oriented, paternalistic and psychosocial, with different influences on family firm governance. Karra et al. (2006) argued that the advantages to family firms are most pronounced when altruism is reciprocal and symmetrical (i.e. evenly exhibited by both parties); however, as firms mature and increase in size, loss of reciprocity may result in asymmetrical altruism and a concomitant increase in agency costs. 

The notion of altruism may be highly influential in understanding reward decisions in the family firms. It may be expected that the parent generation of family firms exhibit benevolence to their children, though in the context of financial rewards there may be tensions with regard to the form this may take. On the one hand, the influence of altruism may be exhibited through regular and high value financial rewards to family members. On the other hand altruism may be exhibited through the long-term stewarding of financial rewards within the firm, with individuals sacrificing their own short-term personal rewards for the long-term good of the firm and the next generation of owner-management.

The presence of altruism, especially if it is accompanied by concentrated ownership and management as is typical of family firms, may influence reward decisions also in other ways. While the rewards of entrepreneurship have so far highlighted direct financial returns (drawings, profit-sharing, dividends etc.), other indirect financial returns may also occur. The concentration of ownership and management results in dominant and, within the context of the family firm, potentially omniscient CEOs with the capacity to control information about rewards, and the ability to choose other forms of financial rewards for specific family members. The presence of information asymmetries allows the possibility of family firm CEOs to engage in related party transactions with some family members, through consultancy fees etc., without the knowledge of other family members. Such asymmetric altruism that rewards some family members at the potential expense, and without the prior knowledge, of other family members undoubtedly occurs within some family firms. However, the extent to which asymmetric altruism is exhibited and the effects on both the firm and family relations is unknown.  

While altruism is an important element within family firms, our understanding of the concept and, in particular, the myriad ways in which it impacts on family firms, has emerged relatively recently (Greenwood 2003; Lubatkin, Durand and Ling 2007; Lubatkin, Schulze, Ling and Dino 2005; Schulze, Lubatkin and Dino 2003a, 2003b; Steier L. 2003). The level of altruism that is present within a family firm, and the degree to which it is exhibited equally by both parental and successor generations is not easily measured. Neither is it certain that levels of altruism remain static and balanced over time, as firms mature and issues of growth and succession become more prominent (Karra, Tracey and Phillips 2006). In short, the concept of altruism poses measurement challenges to family firm researchers, but the inclusion of altruism as a key influence on financial reward decisions may be great in terms of the depth of insight the concept offers.

Trust and financial rewards

Trust is assumed to play a large role in family firms (Corbetta and Salvato 2004), although it is only recently that family business research has started to study its role for the family firm. Research has analysed the role of trust as a governance mechanism (Eddleston, Chrisman, Steier and Chua 2010) and as a strategic advantage for family firms (Fink 2010; Steier Lloyd 2001). Related to this, Sundaramurthy (2008) theorized how to sustain trust within a family firm context. Succession relations between the owner(s) and their families are seen as trust-based with the different actors that are involved assuming reciprocity over time (Janjuha-Jivraj and Spence 2009; Raskas 1998). Other studies have focused on challenges in building and repairing trust between CEOs and families (Mari 2010), or, through analyzing board of directors, showed the decrease in trust over generations of family firms which went hand in hand with an increase in control (Bammens, Voordeckers and Van Gils 2008). 

In relation to financial rewards, the concept of trust draws attention to the mechanisms of how the allocation of financial rewards is regulated and executed. Family firms are usually seen as ‘high trust’ organisations (Fukuyama 1996), which implies that governance is informal, less regulated and based on norms of reciprocity. While trust can result from kinship and family bonds, it also arises from positive expectations of others, including altruistic behaviour (Möllering 2006). Generally, trust is seen as lowering transaction costs and agency costs (Karra, Tracey and Phillips 2006), because trust, drawing on previous knowledge, or, as in the case of family firms, on group characteristics inherent in family kinship, substitutes for control mechanisms such as contracts (Möllering 2005). Trusting behaviour can resemble a ‘calculated risk’ (Williamson 1993), because the risks which are associated with the bestowed trust not being fulfilled are justified by the potential gains if trust is maintained. Trust also can involve variable degrees of goodwill, which is partly due to behavioural routines that facilitate decision-making, in view of limited individual information capabilities. 

In a family firm context, firm-family relationships have been said to be characterised by a high level of personal trust, which allows financial rewards decisions to be made on informal basis and as fits the respective situation, if not stipulated otherwise by legal regulations. In this regard, trust may substitute for more formal control mechanisms. Over time, as the business matures and intergenerational change occurs, trust can erode, because families might start feuding or become too distant in relation to the business or each other. This may have an impact on financial rewards in situations where trust becomes fragile or conflicts within the family result in distrust between family members (Steier 2001). In such situations, financial reward decisions will be less and less influenced by symmetric altruism and stewardship considerations. Asymmetric altruism would start to dominate with owners favouring some family members over others, which in turn will contribute to a downward spiral of trust-based relationships within the business and family. Consequently, this may contribute to increasing agency costs, resulting in the need for more formal control and regulation mechanisms with regard to financial rewards. 

However, where trust remains strong and substitutes for control mechanisms within the business, it may negatively influence financial rewards in situations where owners ‘over-trust’ (Goel and Karri 2006), thus rejecting and overlooking the need for effective decision-making mechanisms in order to decide on financial rewards. This ‘dark side of relational trust’ (Zahra, Yavuz and Ucbasaran 2006) may also result in increasing transaction and agency costs, in particular where it goes hand in hand with asymmetric altruism, power relations or nepotism within the family which shape the discussions and negotiations as to who receives which types of financial rewards. 

OUTLOOK

Entrepreneurial families are distinctive in so far as they are able to make decisions about the form, value and timing of financial rewards, and negotiate consumption and expenditure at the household and business level. There has been little research attention devoted to reward decisions within entrepreneurial organizations, but it is likely that such reward decisions are complex, bounded both by the revenue-generating capacity of the business and the financial needs of the family. Within family firms, characterized by the presence of multiple family members, potentially multiple generations, and both family and non-family employees, reward decisions are likely to be even more complex and subject to influences that do not exist within non-family firms. 

Previous studies have distinguished family firms by the long-term orientations associated with stewardship and the potential for imperfect family relations as a consequence of the succession process, and the presence of altruistic and trusting (or non-trusting) behaviour among family members. These dimensions of family firms are likely to have an important influence on short-term and long-term reward decisions, as has been discussed within this chapter. But, it is clearly erroneous to view family firms as a homogenous group with similar attitudes towards financial rewards, and similar structures and processes governing reward allocation. Le-Breton-Miller and Miller (2009: 1176) argue that within family firms, the “relative applicability of the stewardship and agency perspectives will depend on how the firm and its key executives are embedded within the family”. Moreover, altruistic and trusting behaviours have been shown to be context-dependent, with different levels and types of altruism depending on the relative circumstances of benefactor and beneficiary (Khalil 2004) and variations in personal trust depending on previous experiences, knowledge and situational aspects (Welter and Smallbone 2006). In addition, firm-related factors are important, such as the stage of business development, enterprise size or, specifically related to family firms, the status of family ownership. 

Salvato (2002) identifies three types of family firms, namely the founder-centred family firm, the sibling or cousin consortium with full family ownership and management, and the open family firm with a mixture of family and non-family ownership and management structures. In summarizing our discussion from the previous sections, we suggest that in each of these types of firms, financial rewards and their allocation are influenced by different configurations of altruism and trust, which in turn influence levels of stewardship or agency: In the founder-centred family firm, it may be assumed that levels of trust are high and symmetric altruism prevails, resulting in stewardship relations influencing financial reward decision. In sibling / cousin consortiums levels of trust and altruism may have decreased, warranting the need for a shift from stewardship-based towards more agency-based relationships in deciding on financial rewards. Finally, in open family firms, levels of trust and altruism may be assumed to be lower in comparison to founder-centred firms, resulting in formal regulations and mechanisms for financial rewards. This approach highlights the importance of contextualising financial rewards decisions within the family and the business, and suggests that in relation to financial rewards within family firms, stewardship and agency may be seen as a duality, with both simultaneously influencing types and allocation of financial rewards. 

While this chapter has attempted to surface some of the theoretical issues associated with financial rewards in family firms, empirical studies may provide a more nuanced and insightful view. However, researching financial rewards brings profound methodological challenges. Not least among these is the need to determine the timescale over which to measure the financial rewards of family firms, and decisions about which actors to include in empirical investigation of reward allocation decisions. Is the unit of analysis contingent on a research focus upon the sources of income (who earns what?) which implies a view of multiple economic actors, or on the distribution of financial rewards (who gets what?) which implies a focus on the household as a single entity.
Further empirical challenges lie in differentiating reward decisions within family firms with clear and transparent governance regarding decision processes, and reward decisions in family firms with less sophisticated governance. To date, decision-making and negotiation processes around financial rewards in entrepreneurial families have received little attention. Although it is recommended that decisions about payments and beneficiaries within family firms are done so transparently and with full disclosure (ECODA, 2010), the presence of information asymmetries suggests that these decisions may be made discretely and indirectly through, for example, related party transactions. In this regard, it is clear that the main decision-maker within family firms has the ability to exploit ambiguities that occur as a consequence of information asymmetries accruing from concentrated ownership and control. Such ambiguities provide opportunities for the main-decision maker not only to decide on the form, value and timing of rewards, but also to determine the beneficiaries of these financial rewards, without necessarily either informing or gaining consent from other family stakeholders. While it may be assumed that governance mechanisms reduce the opportunities for this type of ambiguity, Lubatkin, Durand and Ling (2007) argue that governance inefficiencies permit different types of altruistic behaviors by parent-owners, enabling parent-owners to transfer ‘normal’ and ‘merit’ goods to their children. 
Financial rewards in entrepreneurial families show specific characteristics: they are uncertain with regard to volume and timing; they are negotiable between the firm and the family; they are invisible because they include both cash and goods/services that can be consumed; and they are indivisible because family and business budgets are closely interlinked even if commonly seen as separate entities. Guided by stewardship and agency costs, altruism and trust, this will impact on the mechanisms families use to decide on, negotiate and distribute financial rewards. Business earnings and sharing within the family need to be viewed together in order to fully understand the impact of family on business and vice versa. 
Because of the unique characteristics of financial rewards in entrepreneurship and in particular in family firms, there is greater scope for household decision making with regard to financial rewards; and our chapter has uncovered just the tip of an iceberg with interesting perspectives for future research. Interesting themes, for example, include the role and potential conflicts between business-related and family stakeholders in financial rewards decisions; the role of governance mechanisms in guiding reward decisions; identifying differences between entrepreneurial orientated and long-term orientated family firms in their reward decisions, and the potential need to educate and further professionalize family firms and enterprising families in relation to financial reward (decisions). 
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