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THE IRRATIONAL BENEFITS OF SMALL BUSINESS OWNERSHIP: 
CONSTRUCTING ECONOMIC WELL-BEING IN BUSINESS-OWNING HOUSEHOLDS 


Although the small business research domain has developed extensively over the past thirty years, there are still many gaps in our knowledge. One of the poorly understood areas is the benefits or rewards of small business ownership for the individual business owner, their families and households. The benefits of starting a business are popularly assumed to be primarily financial; however, research shows that start-up motivations are much broader: autonomy, flexibility, freedom and control are more commonly cited reasons than financial rewards for starting a business. Hence, the benefits of small business ownership include both financial rewards, such as profit, as well as non-financial rewards, for example a greater sense of autonomy and satisfaction derived from being one’s own boss. 

While it may be safely assumed that great financial rewards follow great business success; very few business start-ups achieve the exceptional growth and global brand recognition of companies such as Microsoft or Apple. At the other end of the spectrum, it is also relatively unusual for new start-ups to fail catastrophically – business failure rates are often exaggerated and many businesses that close do so without debts. More commonly, business start-ups continue with varying degrees of success, providing an income of varying levels, and contributing some additional non-pecuniary benefits to the business owners and their households. It is with this large group of small business owners that this chapter is concerned. 

Studies that have attempted to investigate the financial rewards of business ownership have done so either by looking at the incomes of the self-employed or at the wealth of business-owning households. Two apparently contradictory results have emerged. First, the self-employed appear to have lower income levels than employees - though the relationship between income-poverty and relative deprivation is weak among the self-employed. Second, business-owning households have significantly greater wealth than employee households. These conflicting results suggest that understanding the rewards of small business ownership is complex, and highlight three immediate issues: what do we mean by business ownership, what do we measure when we study the benefits of business ownership, and what is nature of rationality within small business owning families and households? These questions are discussed further in the next section of this chapter. Thereafter, the chapter considers some of the key findings of studies that have investigated the financial and non-financial rewards of business ownership and considers the effect of family ownership on business rewards. We argue that understanding the benefits of small business ownership requires a focus both on the business and on the business-owning household. Research demonstrates both the crucial role of households in providing tangible and intangible resources for businesses at business start-up and throughout the life of the venture and the effects of family ownership on reward decision-making. Given the ‘inextricably intertwined’ relationship between household and business (Aldrich and Cliff, 2003), we argue that that a full appraisal of the benefits of small business ownership depends on understanding how business-owning households adapt to the uncertain value and timing of financial rewards associated with business ownership in order to construct a sense of economic well-being. The chapter concludes by arguing that economic well-being is a multi-dimensional construct comprising both financial and non-financial rewards, all of which require consideration in order to fully understand the irrational benefits of small business ownership.

WHAT BUSINESS? WHAT BENEFIT? WHAT RATIONALITY?
A wide range of studies has variously considered the incomes, wealth, lifestyle and non-financial rewards of business owners, which collectively appears to present conflicting results. Conflicting evidence typically arises when different specialist subject domains, such as economics and sociology, apply different lenses, different terminology and different research approaches when examining the same phenomenon. Much of the confusion around our understanding of business rewards arises from a lack of precision regarding the definition of business ownership; a lack of clarity about what rewards and benefits should be measured and whether these belong to the individual or the firm; and contradictory beliefs as to what constitutes rationality within the small business context. Consequently, it is important at the outset to define precisely what is being measured when considering the rational and irrational benefits of small business ownership.

SELF-EMPLOYMENT OR SMALL BUSINESS OWNERSHIP
The first issue concerns what is meant by small business ownership. Although this appears to be self-evident, confusion arises because of the heterogeneity of the small business sector and the conflation of both small business ownership and self-employment into a single analytical category. The large datasets typically used in measuring occupational earnings, such as the US Census Bureau, the Panel Survey on Income Dynamics (PSID), Survey of Income and Program Participation (SIPP) and UK Labour Force Survey (LFS), classify individuals by occupation. These occupational categories usually include self-employment (sometimes also differentiating between self-employment with or without employees) and sometimes also include company directorships, a category often used as a proxy for small business ownership. Confusion arises because the self-employed are not necessarily business owners and business owners are not always self-employed, being legally employed by their company. Studies of business earnings invariably confuse a range of individual activities from self-employment to company directorships. This causes measurement bias as the more successful, or at least more growth oriented, business owners more often choose incorporation as a way to organize their entrepreneurial activities. Equally, those legally registered as being self-employed may not earn as much as company directors who have founded, and are legally employed by, incorporated businesses. The exclusion of one of these categories presents a measurement bias in favour of one or the other, but the conflation of the two categories often leads to distorted and skewed results.  

BENEFITS AND REWARDS
Studies of business earnings generally focus on the rewards at the level of the individual, but business earnings may also be measured at the level of the firm. This creates confusion for research findings because of a lack of clarity in the unit of analysis (Chandler and Lyon, 2001; Davidsson and Wiklund, 2001). Problems arise because the rewards of business ownership are different at the level of the individual and the level of the firm, but both are equally important in capturing the full extent of benefits that may accrue to a small business owner. Measures of individual earnings, such as drawings (a regular, often notional amounts of money drawn down from the business as a wage), salary and dividends, fail to capture firm-level value creation; however, a focus on the wealth and assets nominally owned by the firm fails to capture the rewards to the individual. A firm is simply a legal entity that can be manipulated by an astute individual to optimal effect in maximizing gains in a tax-efficient manner. Because of the complexities that arise from an ambiguous unit of analysis, research studies have failed to capture the full complement of items to be measured as the rewards of business ownership regardless of whether these directly benefit the individual or indirectly benefit the individual via their ownership of the firm.

Irrespective of whether one measures the benefits to the individual or the firm, a further level of complexity is introduced when considering the timeframe over which the reward is earned. Some of the more sophisticated studies of business earnings attempt to measure individual earnings both at a particular point in time and also over a longitudinal period in order to capture both earnings and earnings growth (see Hamilton, 2000). However, a more accurate account of small business benefits would additionally include firm level value creation over time and capital gain accrued from selling the business. In the case of multi-generational family owned small businesses the financial rewards of entrepreneurship accrue over long periods of time and may even take longer than a single generation to reach fruition.

RATIONALITY IN THE SMALL BUSINESS
Rationality within the small business context is often viewed only in economic terms; however economic sociologists, such as Granovetter (1985) and Wheelock (1999), have demonstrated that rational behavior in the small business context is far from being utility and profit-optimizing and includes social as well as economic goals. Granovetter & Swedberg (1992) argue that economic behaviour is socially situated and cannot be explained only with reference to individual motives, as individuals are socially embedded. While the traditional economic view is that the market operates best when there are incentives for personal gain (or the avoidance of loss), and that insecurity is a source of opportunity for the economically fittest to survive, Wheelock et al (1999) argued that the benefits of insecurity are over rated in traditional economic arguments and that small businesses are markedly different from larger firms. Small business behavior is shaped by processes of securing opportunities at the intersection between the household and the market. When a small business household constructs their income ‘jigsaw’, the household responds to two aspects of market insecurity: to market and seasonal forces outside its control, and to the essential 'unknowability' of many economic factors. Because the small business household does not necessarily focus solely on the pursuit of gain, it is able to find ways of ensuring some limited control over insecurity (Wheelock et al, 1999). The role of the household – often overlooked in small business studies - explains some of the apparent irrationality of small business decision-making. 

	Importantly, economists who have long depended upon rational choice theory (RCT) as a main explanation for human decision-making, have gradually incorporated a more realistic portrayal of human behaviour within their models (Elster, 1990). As Nelson (2009) explains, “Through laboratory and survey studies, Amos Tversky, Daniel Kahneman, and Richard H. Thaler have famously showed how factors such as emotions, the use of heuristics, psychological framing, and poor handling of low probabilities make people behave quite differently from the logic-processing machines we are assumed to be in RCT.” As economic sociologists have consistently argued, understanding rationality within the small business requires a focus on a broad set of contextual variables that impact on the individual and, in particular, an understanding of the role of the business-owning household in small business decision-making. 


THE FINANCIAL BENEFITS OF SMALL BUSINESS OWNERSHIP
As we outlined in the introduction, the few empirical studies that have explored the financial rewards of business ownership have typically focused on either the earnings of the self-employed compared with other occupational groups or have analyzed the household wealth of business-owning households relative to employee households. The divergent results produced by these two approaches are considered below. 
 
Studies of occupational earnings typically calculate an hourly wage for each occupational group by dividing actual earnings by working hours (Hamilton, 2000). Unlike other occupational groups where both earnings and hours are reported by employers, the self-employed self-report both earnings and working hours, with the possibility of both under-estimating their earnings and over-claiming their working hours. The results demonstrate that, compared with other occupational groups, the self-employed have lower median earnings (Parker, 1997; Hamilton, 2000; Skinner et al, 2002; Blanchflower, 2004; Parker et al, 2005; Andersson, 2011) and lower earnings growth, amounting to a median earnings differential of 35% over ten years (Hamilton, 2000). Similar results were provided by Shane (2013) who reported that, “The average earnings for Americans aged 15 and older was $31,683 in 2011 according to the most current Census Bureau data. For the self-employed sub-set, this figure was $30,766.” More complex patterns of earnings have also been reported, largely reflecting the heterogeneity of the work undertaken by the self-employed (Meager and Bates, 2001), and individual characteristics (Burke, FitzRoy and Nolan, 2000; Hundley, 2000). In comparison with employees, the self-employed have a greater variability in earnings, being over-represented at both the highest and lowest ends of overall income distribution, and earnings inequality among the self-employed has increased over time (Parker, 1997). A handful of high earning ‘superstars’ (Rosen, 1981; Krugman, 2007) occupy the upper earnings quartile, while the lowest earning 10% of the self-employed population report zero and even negative earnings (Blanchflower, 2004). 

The lower earnings levels of the self-employed compared with other occupational groups has been explained in two main ways. The first emphasizes the non-pecuniary benefits of business ownership, arguing that the self-employed are prepared to accept lower earnings because they gain a range of benefits, such as individual autonomy and job satisfaction, that compensate for low pecuniary earnings (Hamilton, 2000; Blanchflower and Shadforth, 2007; Shane, 2008). A more skeptical view, which builds on popular perceptions that the living standards of the self-employed are substantially higher than their reported low incomes suggest, argues that the self-employed routinely under-report earnings and over-estimate working hours which leads to a distortion in their earnings estimates. Attempts have been made to quantify the scale of under-reporting of business incomes and to assess the comparative consumption capability of business-owning households which, unlike many employee households, may access a variety of business related goods and services at relatively low or zero charge. Estimates suggest that the under-reporting of business earnings ranges between 28% - 40% of the value of reported earnings (Kesselman, 1989; Williams, 2005; Cagetti and De Nardi, 2006), while the personal consumption of business-related goods has been estimated to increase the consumption capability of business-owning households by 34% above reported income levels (Bradbury, 1996).

While studies of self-employed earning demonstrate their low comparative incomes, other studies have looked at the occupational compositions of wealthy households and have found these more likely to comprise business-owners than employees (Hurst and Lusardi, 2004; Cagetti and De Nardi, 2006; Quadrini, 2007). Studies suggest that 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% that of business-owning households (Cagetti and De Nardi, 2006). Analyses of the Forbes list of the wealthiest 400 Americans also suggests that business ownership can lead to great wealth; the majority of Forbes list members in recent years have been business owners, while most of the rest inherited their wealth, typically from business-founding ancestors (Cagetti and De Nardi, 2006). In the UK, a similar analysis of the Sunday Times Rich List also reported a high number of business owners and their immediate descendants (Shaw et al, 2013). The greater wealth of business-owning households has been explained by their distinctive patterns of accumulation and savings (Quadrini, 2000; Bradford, 2003). Unlike employee households, business-owning households are more likely to benefit from large lump sum dividends that may be drawn down from the business on a regular basis. Business-owning households also tend to have higher levels of savings than employee households; required both to offset future earnings risks (Parker et al, 2005) and reduce the need for costly external finance (Gentry and Hubbard, 2004; Hurst and Lusardi, 2004; Nanda, 2008).


THE NON-FINANCIAL BENEFITS OF SMALL BUSINESS OWNERSHIP
Surprisingly few studies of business earnings have collected data concerning the existence and precise nature of the non-financial benefits of small business ownership. Researchers tend to assume the existence of non-financial benefits through circumstantial evidence, citing studies that have stressed the personal benefits for small business ownership, such as higher levels of autonomy and satisfaction among business owners, as a means of explaining otherwise anomalous low earnings. The argument that the non-financial benefits of small business ownership compensate for low earnings is persuasive, and especially pertinent when considering female self-employment. Women constitute a large proportion of part-time employees, and there are indications that part-time working patterns are retained when they move into self-employment, facilitating greater time for family care but sacrificing the potential for higher earnings (Alsos et al, 2003). 

The non-pecuniary benefits of small business ownership, such as independence, flexibility and job satisfaction, are often viewed as compensation for low financial rewards (Blanchflower and Oswald, 1992; Hamilton, 2000; Blanchflower, 2004; Shane, 2008). As Hamilton (2000:629) explains, “The self-employed earnings differential reflects entrepreneurs’ willingness to sacrifice substantial earnings in exchange for the non-pecuniary benefits of owning a business.” A similar conclusion was presented by Shane (2013) who argued that, “People who work for themselves are happier because of the freedom that working for one’s self permits. So valuable is the opportunity to be one’s own boss that studies show you have to pay people twice as much to get them to work for others and still have the same level of job satisfaction as being self-employed”. However, other research demonstrates that individuals place importance on relative incomes (Blanchflower and Oswald, 2004) and, given the considerable gap between the reported earnings of the self-employed and people in employment, further consideration is required of the precise nature and role of the non-financial benefits associated with business ownership. 

Studies that have considered the non-financial dimensions of work highlight four core job characteristics that contribute towards job satisfaction: autonomy, task identity, task variety and performance feedback (Schjoedt, 2009a, 2009b). The search for enhanced levels of job satisfaction and hence an improved quality of life, often articulated as work-life balance, has preoccupied organizational and HR theorists in studies of the organizationally employed (Eikhof et al, 2007; Roberts, 2007; Warhurst et al, 2008), but such studies have rarely considered business owners as a distinct group requiring separate consideration. One explanation for their exclusion from these studies may be that business ownership, unlike organizational employment, is assumed to provide individuals with the means of controlling the critical dimensions of job satisfaction. Certainly, one of the few studies comparing job satisfaction levels of business owners and managers found autonomy, task variety and performance feedback to be significant predictors of job satisfaction among entrepreneurs (Schjoedt, 2009a).  

For the purposes of this chapter, the importance of job satisfaction components lies in the extent to which these non-financial rewards compensate for relatively low earnings among the self-employed. The popular and academic consensus suggests that a key motivating factor in the decision to pursue a career as a business owner is a desire for independence and control over one’s working life (Kolvereid, 1996; Bradley and Roberts, 2004; Shane, 2013). Business owners do not only benefit from high levels of autonomy, but also from the other dimensions of job satisfaction. Task identity, defined as the completion of whole piece of work or doing a job from beginning to end (Hackman and Oldham, 1976; Schjoedt, 2009b); task variety, the extent to which a job involves different activities; and feedback, the availability of clear and direct performance measures, such as sales, positive cash flow etc (Schjoedt, 2009b), are highly evident among those who pursue entrepreneurial careers. 

In studies that have explored the incomes of business owners, job satisfaction and earnings are assumed to be traded off against each other. Yet, this argument is logically inconsistent. Arguing that business owners who earn very little are compensated by high levels of job satisfaction (the poor-but-happy thesis) introduces a corollary argument that those who earn a great deal must have much lower levels of satisfaction (rich-but-miserable). Not only is there almost no evidence that high earnings lead to reduced job satisfaction, the opposite is generally reported (Blanchflower and Oswald, 2004). While there is a consensus that business owners enjoy high levels of job satisfaction, there is equally persuasive evidence that they are wealth creators and wealth maximizers (Shane and Venkataraman, 2000). Prima facie it is unlikely that they would be prepared to trade the non-pecuniary rewards as compensation for low personal earnings. Indeed, an alternative explanation of the popular appeal of entrepreneurship may lie in the fact that a large proportion of business owners are able to achieve a higher standard of living than is indicated by their reported earnings. 

The perception that the living standards of the self-employed are substantially higher than their reported low incomes suggest has led to several studies attempting to quantify the scale of under-reporting of earnings. We have already outlined that estimates suggest the under-reporting of business earnings may range from between 28% to 40% of the value of reported earnings (Kesselman, 1989; Williams, 2005). Further evidence of the under-reporting of business earnings may be seen in studies that have assessed comparative living standards and relative consumption as indicated by household expenditure (Bradbury, 1996). The relationship between household expenditure and consumption is much weaker for the self-employed than the employed. Unlike employee households, business-owning households have access to a range of business-related goods and services, for example cars, computers, and cleaning services. Household consumption of business expenses simultaneously reduces household expenditure and increases living standards. The personal consumption of business-related goods contributes a substantial subsidy to the business-owning household, increasing their overall ‘consumption capability’ by an estimated 34% above reported income levels (Bradbury, 1996), ensuring higher average living standards for business-owning households than employee households on the equivalent reported income. 

A recent study examining the relationship between income poverty and relative deprivation in Sweden has thrown additional light on the debate about business earnings versus relative lifestyle (Larsson and Sevä, 2012). Defining income poverty as “living in a household having less than 60% of the median household income” (ibid, p4) and relative deprivation as unable to afford and therefore “lacking 3 or more items” owned by the majority (ibid, p5), the study compared results across three different groups: the self-employed with employees, the self-employed without employees, and employees. The study found that the self-employed without employees had a higher incidence of income poverty (22.4%) than both employees (12.1%) and the self-employed with employees (11.5%). However, levels of deprivation were the same among both the self-employed without employees (21.9%) and employees (21.7%), and for both of these groups levels of relative deprivation were higher than for the self-employed with employees (10.4%) (Larsson and Sevä, 2012). This data suggests that individuals who own businesses large enough to employ additional staff enjoy a significantly better lifestyle,  are less likely to suffer income poverty and less likely to experience relative deprivation, than for both the other groups of employees and self-employed without employees. 

Hence, the apparent financial irrationality of business ownership, where individuals may anticipate earning 35% less income than if they were in employment (Hamilton, 2000), appears more rational in the light of other evidence indicating earning under-estimates of between 28% - 40%, a consumption capability 34% higher than employees on equivalent earnings, and levels of relative deprivation either equivalent to, or lower than, those of employees. Collectively, this evidence suggests the view that low incomes from business ownership are compensated by non-financial rewards is probably over-simplistic. While various reports highlight the range of advantages widely experienced by business owners, such as autonomy and other components of job satisfaction, we argue that these should not be seen as compensation for meagre financial returns, but as additional benefits supplementing a range of financial returns that are in many cases no less, and often much more, than those experienced by employees.  


BUSINESS REWARDS IN FAMILY-OWNED FIRMS
Although the precise elements of family firm distinctiveness have been contested (Chrisman, Chua and Sharma, 2005; Chrisman, Chua and Steier, 2005), there is little doubt that family ownership adds further complexity to the consideration of business rewards. Family firms typically comprise multiple family members, sometimes over more than one generation, and also potentially include non-family employees in both the accrual of wealth and the dispersal of business rewards. The presence of a potentially extensive number of family stakeholders and shareholders as well as family and non-family employees increases the number of individuals with an interest in the firm, and also extends the range of possible permutations that require consideration in reward decisions.

In addition to the larger range of family and non-family actors with an interest in the firm’s rewards, family firms are characterized by a set of specific dynamics that also have the potential to influence reward decisions. For example, while wealth creation is often viewed as the sole or main objective of non-family firms, family firms may, in addition, be motivated by other values, including a sense of stewardship and business longevity (Sirmon and Hitt, 2003; Le Breton-Miller and Miller, 2009; Mitchell et al, 2009). The concept of stewardship has potential ramifications for financial reward decisions, where there may be a strong impetus to preserve or steward the wealth rather than disperse it (Mitchell et al, 2009). Similarly, within family firms trade-offs may be observed in the balance that is sought between 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, Miller and Steier, 2004; Le Breton-Miller and Miller, 2009). 

A further source of difference lies in the greater ability of individuals with controlling power within family firms to not only make decisions about financial rewards, but also to retain the discretion to select the beneficiaries. 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.” Although family business consultants usually recommend that decisions about payments and beneficiaries that are made within family firms are done so transparently and with full disclosure, 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 make reward allocation decisions regarding 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 et al. (2007) argue that governance inefficiencies regularly permit different types of altruistic behaviors by parent-owners, enabling parent-owners to transfer both ‘normal’ and ‘merit’ goods to their children. 

Given the specific dynamics of, and the complex sets of relationships that exist within family owned businesses and within business owning households, any attempt to analyze financial rewards within small businesses needs to go beyond the current research practice of estimating the individual earnings of business owners to consider a much larger and more complex set of variables that includes both the generation of business rewards and their distribution across family members.


RESEARCHING THE REWARDS OF SMALL BUSINESS OWNERSHIP
Given the importance of the topic, remarkably little is known about the personal financial consequences of entrepreneurial action for the individual and their households. This is all the more surprising when one considers the well-established research efforts and sophisticated theoretical insights that have been applied to the related issue of entrepreneurial rent-seeking (i.e. the creation of surplus value after costs and normal returns. As Dejardin (2011) notes, there has been a long standing research interest in the creation, derivation and appropriation of entrepreneurial rents within the context of the firm. Entrepreneurial rents are typically characterized as being temporary and, to some extent, ex ante non-contractible. Entrepreneurial rents have been variously seen as a return to uncertainty bearing (Cantillon, 1964; Von Thunen, 1960), managerial judgment (Knight, 1942; Casson, 1995), innovation and intuition (Schumpeter, 1934, 1991), alertness (Kirzner, 1979), market making and leadership (Casson, 2005). In the resource-based view of the firm, rents are not attributed to any specific resource, but “represent the value created by the entrepreneur’s unique (heterogeneous) combination of assets” (Ross and Westgren, 2006: 409). Theories explaining the derivation of entrepreneurial rents typically emphasise the different types of payments that entrepreneurs can gain, but rarely attempt to allocate a monetary value to entrepreneurial activities in terms of what entrepreneurs do gain. Consequently, the effects of firm-level value creation on the individual business owner are unknown. Because so little is known about the financial rewards for the individual, many popular assumptions prevail - even within the scholarly community familiar with research evidence that shows the opposite to be true (Carter, 2011). These assumptions include the view that business success leads to fabulous wealth, failure leads to financial catastrophe (research has shown these to be extreme ends of the performance spectrum); business rewards in the form of incomes are low, but the capital gains are high (research indicates that few businesses achieve either IPO or sale prior to the individual’s retirement); and that low incomes are compensated by lifestyle gains – the poor-but-happy thesis reminiscent of a peasant economy model (paradoxically derided by entrepreneurship scholars).  

While little is known about the actual size and scale of business earnings, it is clear that business owners enjoy considerable discretion in determining the form, the value and the timing of their financial rewards. The extraction of financial rewards from the business is adjustable, and may be varied to suit both the prevailing business conditions and the individual’s personal requirements. The close, often inseparable, relationship between the owner and the firm suggests that decisions about financial rewards are seldom based entirely on business logic, but may also take into account the individual’s personal and family needs. For example, frugal business owners may typically extract notional weekly earnings, but the amount may be varied 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 adjusted by the judicious business owner to suit prevailing business conditions and personal needs, and to maximize personal and business advantage. Arguably, the individual’s ability to vary the form, value and timing of financial rewards extracted from their business is a distinguishing feature of small business ownership, and the reward decision-making ability in itself constitutes an important benefit. 

One explanation for the paucity of research exploring the financial rewards of business ownership lies in the obvious methodological difficulties associated with this research area. Studying the personal financial rewards of business ownership is both 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). As we noted above, a focus on the individual draws attention to the cash payments received 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 that can account for various forms of capital gain have proven difficult to operationalize. Thirdly, the financial rewards of business ownership 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, households may divide business income between household members regardless of the amount of effort contributed, as earnings are used jointly anyway. Hence, households have the ability to allocate a division of income on the basis of optimum efficiency taking tax or pension schemes or other factors into account. Consequently, income may be attributed to someone not actually working in the firm, for example to ensure a public pension (which will contribute negatively to the mean income statistic), or income earned by every household member may be paid to only one member out of convenience (which will increase the mean income in statistics).


THE RELATIONSHIP BETWEEN BUSINESS AND HOUSEHOLD 
It is clear that the rewards of business ownership are highly complex, and a full understanding requires not only taking account of the different forms of benefits to be gained over the life-course of the business but also the impact of business rewards on the family’s consumption and relative living standards (Carter, 2011; Larsson and Sevä, 2012). A focus on the rewards of small business ownership immediately highlights the centrality of the family and 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 (Mulholland, 1996; Ram, 2001; De Man, de Bruijn and Groeneveld, 2008). 

Although business and family have been traditionally regarded as separate spheres, research has highlighted the ‘inextricably intertwined’ relationship between the two institutions (Aldrich and Cliff, 2003: 573). The business-owning household, defined as the smallest social unit where human and economic resources are administered (Wheelock and Oughton, 1996), offers interesting perspectives on entrepreneurship by providing a setting “where normative systems (affect, altruism, tradition) and utilitarian systems (economic rationality) are combined” (Brannon et al, 2013:111). A household perspective implies that one views business owners within the context of his or her immediate family unit, implicitly recognizing the blurred boundaries between the business sphere and the private sphere. These two spheres often overlap for small firm owners; household decisions and business decisions are both made within the household, and business strategies are interwoven with household strategies (Alsos et al, 2014). 

Unfortunately, viewing the rewards of small business ownership from the perspective of the household does not simplify or clarify the results, but adds further layers of complexity. Households are dynamic systems characterised by kinship values that impact on entrepreneurial action not least through the provision of resources. Household dynamics in the forms of entry and exit of family members through birth, marriage, separation or death, offer both new possibilities and also challenges to the existing social and economic order (Alsos et al, 2014). Kinship is central in understanding the business-owning household, as it is characterized by a moral order which is distinctive and ‘at odds with the amoral logic of markets’ (Stewart, 2003:385). There are clear entrepreneurial benefits associated with kinship; households contribute to an individual’s business endeavors by providing tangible resources such as starting capital and covering living expenses during start-up, as well as intangible resources such as encouragement and affirmation, mentoring and access to networks, information and markets (Renzulli et al. 2000; Brush and Manilova, 2004; Brundin and Languilaire, 2012; Brundin and Wigren, 2012). As kinship relations typically consist of stable social units tied by emotional bonds and high levels of trust, kinship resources and support are often sustained indefinitely throughout the life of the business. 

Given the crucial role of households in providing business resources, not just at start-up but throughout the life of the venture, there can be little doubt about the existence of complex inter-relationships between the household and the business. This relationship clearly extends into the financial and non-financial rewards of business ownership. Viewing businesses and business rewards as belonging to households rather than individuals recognizes that households have the ability to allocate business income and rewards to household members on the basis of optimum efficiency taking tax or pension schemes or other factors into account. Household rationality may also lead some entrepreneurs to scale back working hours once they have earned sufficient money, instead of maximizing earnings. This does not necessarily represent economic irrationality, rather it may be a highly rational choice taking into account the perceived utility loss of (someone in the household) increasing their workload. 


ECONOMIC WELL-BEING IN THE ENTREPRENEURIAL HOUSEHOLD
This chapter has identified the rewards of business ownership as complex and multi-faceted, including different types of benefits in variable amounts at different stages of the business lifecycle. However, to date studies have typically focused on narrow and cross-sectional measures of individual incomes or household wealth, which capture neither the multi-faceted nature of business rewards, nor the variations in rewards that may occur over time, nor the ways in which economic wellbeing within a business-owning household is constructed over the life course of the venture. This inevitably begs the question of how we should research the rewards of small business ownership and how these items should be measured. 

We argue that the various financial and non-financial rewards of business ownership can be viewed along six different dimensions, each of which may be separately measured and assessed. Collectively, these six dimensions comprise the building blocks from which business-owning households construct a sense of economic well-being, enabling relative consistency of living standards and lifestyle despite uncertainty in the value and volume of day to day rewards. The six dimensions and the components to be measured are presented in Table 1. 

Table 1:	The Dimensions of Economic Wellbeing in Entrepreneurial Households
	Reward Dimensions
	Measure

	Business Income
	Financial rewards, including drawings (wages), salary, net profit, capital gain for each business owned – measured over time 

	Income Distribution
	Sectoral variations between firms in different industry sectors
Regional variations between high and low paying regions  
Temporal variations between new start, growth, mature and declining firms

	Economic Status
	The living standards, consumption and lifestyle of business-owning households
Accrued from businesses owned or from alternate sources?
Accrued by nominal ‘business owner’ or other household member?

	Business-Household
	Permeability between business & household 
Cross-subsidies in both directions measured over time

	Multiple Incomes
	Multiple sources of income from businesses, directorships, shareholding, property rental, employment, pensions, social welfare and those of other household members 

	Non-Financial Rewards
	Non-financial rewards, including components of job satisfaction, autonomy and happiness, emotional well-being and family harmony, non-material ‘psychic’ income, codified and valued.
Sectoral variations in provision of non-financial rewards
Regional variations in non-financial rewards and quality of life indicators 
Temporal variations in non-financial rewards between new start, growth, mature, declining firms
Relationship between non-financial benefits and financial rewards 




First, there is the business income dimension, that is, the items that should be included in the assessment of financial rewards. Existing research suggests that net profit, wages and capital gains need to be included, but other business and individual factors may also require assessment. For example, current research practice assumes that an individual is associated with only one business, yet the existence of multiple businesses – a business portfolio – within business-owning households is commonplace (Alsos et al, 2014). Second, the income distribution dimension draws attention to the potentially large variations in business owners’ earnings. Earnings are likely to be unevenly distributed between firms, depending on their relative individual success; between high and low value and high and low growth industry sectors; between regions depending on levels of economic prosperity; and over time given the substantial variations in financial returns generated over the life cycle of the business and available to be drawn down by the individual entrepreneur. Third, the economic status dimension reflects the fact that business incomes rarely reflect the living standards and lifestyle of the household, and therefore consideration needs to be afforded to other factors, such as wealth, assets and savings that also contribute to the individual’s and the business-owning household’s consumption, lifestyle and standards of living and the extent to which these have accrued as a direct result of business ownership or are derived from independent sources. Fourth, the business-household dimension highlights the permeability of the boundaries between the business and the household with regard to earnings, wealth, expenditure and consumption, and is included because of the possibility of cross-subsidy between the business and the household spheres. As we have seen within this chapter, the interconnections between business and household suggest that not only do the rewards of the business subsidize the household; the household clearly provides a subsidy to the business venture. Fifth, there is the multiple income dimension which reflects the fact that business owners may have multiple sources of incomes (Wheelock et al 1999; Carter, Tagg & Dimitratos, 2004), accruing from the ownership of different businesses, additional full-time or part-time employment outside of the enterprise, shareholdings and equity stakes in other businesses, income from ownership of property or from social security transfers and incomes generated by other household members, all of which contribute to an overall household living standard. 

Finally, the sixth dimension, non-financial rewards, takes account of the fact that economic wellbeing is also dependent upon a range of non-financial benefits that evidently accrue from small business ownership, such as the components of job satisfaction, autonomy and happiness, all of which have been found to command a value, and which exist to varying degrees within entrepreneurial households. Wheelock et al (1999) describe this ‘non-material, psychic income’ as including, for example, gaining control over your place in life, living in a place you want to live, and bringing up children in a desired environment; factors which are difficult to price but are highly valued. The extent to which variations in non-financial rewards occur over time and the relationship between the scale of financial rewards and the presence of non-financial rewards is unknown, but likely to be a crucial element in constructing well-being within the business owning household.  Similarly, the family business research literature suggests that businesses may be motivated by a sense of business stewardship, a preference for ensuring business longevity over short-term profit-seeking, and the need to maintain emotional well-being and family harmony.     


CONCLUSIONS
Considering these different dimensions of small business rewards implies a move away from single measures, such as incomes or wealth, to the use of new multi-dimensional measures of economic wellbeing that provide a broader perspective on the variety of reward mechanisms available to the business owner (Hill, 1982; Carter, 2011). Economic wellbeing comprises composite measures of financial rewards including earnings, wealth, assets, savings and pensions, as well as highly subjective and individualized measures of consumption, lifestyle and living standards. Multi-dimensional measures of economic well-being have the capacity to capture relative prosperity over different time-periods, and therefore offer a more comprehensive and dynamic view of small business rewards. Importantly, where prior studies have presented atomized views of the individual business owner acting in isolation and making decisions for individual benefit, multi-dimensional measures of economic wellbeing contextualize the business owner within the household. Small business owners have considerable scope in determining the type, value and timing of their financial rewards, which may be adjusted to suit different household, as well as business, requirements. Thus, a focus on economic wellbeing emphasizes the role of the household as a key influence on small business reward decision making. We hope that scholars will be encouraged to explore the ways in which economic wellbeing is constructed within business-owning households along these different dimensions, and by doing so fully understand the rational benefits of small business ownership.  
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