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INTRODUCTION

This article’s principal research question is “do family and non family businesses mobilize resources differently, and if so, does this affect performance?” Fundamentally, strategy research is about what drives firm performance. Yet this issue has, until recently, not been a dominant research topic among family business researchers (Eddleston, Kellermans & Sarathy, 2008). For example, Chrisman, Chua, and Sharma's 2005 review of 190 published or presented articles between 1996 and 2003 on family business found that succession dominated the field. Zahra and Sharma (2004) argued that the strategic management of family businesses was “routinely ignored… or understudied”, while Aldrich and Cliff (2003) called for more research on how family systems affect the resource mobilization process in businesses. 

As Carney (2005) has observed, there has been a recent sea change in the way family businesses have been viewed as subjects of research. For example, we located 25 articles published between 2002 and 2004 in Family Business Review that mentioned “succession” and “family business” in their abstract and only 11 articles that mentioned “growth” or “performance” and “family business”. This was reversed in the succeeding three year period, when 14 succession-related articles and 24 growth or performance-related articles were published. While this suggests that much recent work has been conducted on both performance and resource mobilization in family versus non-family businesses, the results to date are not clear cut (Dyer, 2006). In particular, there are only few recent large scale empirical studies of family and non-family closely-held businesses (Harris, Reid and McAdam, 2004; Westhead and Howorth, 2006; Castillo and Wakefield, 2007; Miller, Le Breton-Miller and Scholnick, 2008). Furthermore, since family businesses are not homogeneous (Reid, Dunne, Cromie and Adams, 1999, Westhead and Howorth, 2006), simply comparing family and non-family businesses may mask significant differences within these groups. 

We conceptualize the issue of resource mobilization and performance in family and non-family businesses as follows. Family businesses, by their nature, prioritize income and employment for family members (Dyer, 1986; Francis 1980), and are relatively free to define success in their own terms (Stafford, Duncan, Dane & Winter, 1999; Denison, Leif & Ward, 2004). This generates agency issues such as adverse selection and opportunism, exacerbated by unbalanced, non-reciprocal altruism within the family (Schulze, Lubatkin, & Dino, 2003) that could affect the way these businesses mobilize resources. Specifically, family businesses might feature more long term commitment of and to family-based resources, irrespective of resource fit, thus sacrificing business performance for family stability.  For example, family businesses may restrict their choice of financial resources because of their desire to keep family control (Blanco-Mazagatos, Quevedo-Puente & Castrillo, 2007). 

If all else was equal between family and non-family businesses, many family businesses, given their preference for sourcing management talent and core funding from the family gene pool, should be competed out of existence, as honestly incompetent, or free-riding, shirking, or entrenched family owner/managers mismanage or undermanage the business (Greenwood, 2003; Schulze, Lubatkin, & Dino, 2003; Westhead & Howorth, 2006). Surviving family businesses would be marginalized in relatively unattractive niches, generating little reward for much effort. 

Contrary to this expectation, family businesses are ubiquitous in market economies (Astrachan, Zahra, & Sharma, 2003), and there is little evidence that family businesses as an organizational type routinely underperform non-family businesses (Westhead & Howorth, 2006; Miller et al., 2008). Studies generally show that publicly quoted family businesses are likely to grow faster and be more profitable than non family businesses (Kang, 2000; McConaughy,  Matthews, & Fialco 2001;  Anderson & Reeb, 2003; Villalonga & Amit, 2006 ), and that publicly quoted family businesses may perform even better if founding family members participate in management (Lee, 2003).

Our solution to this puzzle is to use the resource-based view (RBV) (Barney, 1991; Wernerfelt, 1984; Penrose, 1959) to argue that while some family businesses suffer from opportunism or honest incompetence by family members, and some are marginal businesses that generate little financial reward, many family businesses create a competitive advantage out of their “familiness”  (Habbershon & Williams, 1999; Sirmon & Hitt, 2003; Carney, 2005; Tokarczyk, Hansen, Green & Down, 2007). They compensate for relative weaknesses in human and financial capital by building a unique type of social capital – family capital  (Hoffman, Hoelscher, & Sorenson, 2006) that delivers classic competitive advantage in the market in line with the resource-based view of strategy. 

In summary, we argue that family businesses mobilize capital differently. While reliance on internal human and financial capital may well generate examples of non-reciprocal altruism resulting in adverse selection and/or opportunism, many family firm owner/managers capitalise on reciprocal altruism to to work successfully together, build strong relationships with their stakeholders, and preserve or build the long term reputation of the business. 
If our conjecture on the existence of family capital as a compensating force for weaknesses in human and financial capital is true, then given one family-based and one non family-based sample of businesses drawn from the same population, we should expect to see evidence of weaker human and financial capital (indicators of adverse selection) among the family firms, after controlling for context (age and size of business, age of manager, industry sector, etc.). We would also expect to see some evidence of family business owner/managers working low hours for high pay (indicative of opportunism) or high hours for low pay and in industry sectors that provide relatively low return on capital employed (indicative of niche marginalization), relative to non-family business owner/managers. Yet despite these differences in resource mobilization, we would not expect to find an overall systematic difference in performance between the two samples. 

We tested this using a large scale survey of family and non-family business owner managers in the United Kingdom in 2005 and 2006, and found differences in resource mobilization between family firms and non-family firms but no differences in performance. Our study contributes to research on the fundamental question for family business researchers: why family firms exist (Chrisman, Chua & Sharma, (2003, p. 6). It also addresses the continuing lack of large scale empirical research on family firms in Europe (Westhead & Cowling, 1998, p.32). For example, Westhead and Howorth (2006)  based their study on 10 year old data, and very few large scale empirical European studies that compare family and non-family business resources and performance have been published in peer-reviewed journals recently (Gallo, Tapies & Cappuyns, 2004; Harris et al., 2004; Blanco-Mazagatos et al., 2007).
     In the next section, we employ two dominant theoretical perspectives that have been used in the family business literature: agency theory and the resource-based view, to develop our argument on the nature of family and non-family resource mobilization and performance. This is followed by a description of the method we used to empirically test our hypotheses. Then we describe the results, note some limitations of the study and discuss implications.  

LITERATURE REVIEW AND HYPOTHESES

     The two dominant theoretical perspectives in the family business literature are agency theory and the resource- based view (RBV), both of which have a performance orientation (Chrisman et al., 2005) but generate conflicting hypotheses on the performance of family businesses versus non-family businesses. However, we suggest that the concept of family capital (Hoffman et al., 2006) can reconcile these conflicts. 

Human capital mobilization in family and non-family firms

     Agency theory has been very useful in understanding family businesses by taking into account the distinctive dynamics inherent in family business and the role of the business as a family institution (Karra, Tracey & Phillips, 2006). At the core of agency theory is the potential conflict between the owner of the firm (the principal) and the manager under contract to run the firm on the owner's behalf (the agent). 


Jensen and Meckling (1976) applied this principal-agent problem to the capital structure decision of the firm and coined the phrase “agency costs” to include all actions by managers that contravene the interests of the owners plus all activities, incentives, policies, and structures used by the firm to align the interests and actions of the agent with the interests of the owners. Researchers applying agency theory to family businesses have proposed altruism and the tendency for entrenchment as the fundamental forces distinguishing family and non-family businesses in terms of agency costs (Chrisman et al., 2003). In the UK, Westhead and Howorth (2006) examined a sample of data on 427 closely-held businesses collected in the mid 1990’s and found that family firm owner managers were significantly more likely than their non-family counterparts to have non-financial objectives such as providing employment to family members, keeping share ownership to family members, and passing the business on to the next generation. Posa, Hanlon and Kishida (2004, p.99) claim that family businesses are “widely regarded” as “fertile ground for nepotism, self-dealing, entrenched management, and utility maximization by the family to the detriment of corporate profits and other shareholders.”
Drawing on agency literature, Shulze, Lubatkin, Dino and Buchholz (2001) suggested that owner management does not eliminate agency costs because it may reduce the effectiveness of external control mechanisms, and could also expose businesses to a 'self-control' problem, in which owners could take action that would be detrimental to themselves and others. These authors developed hypotheses which describe how opportunism can arise and how altruism can become unbalanced, exacerbating agency problems experienced by these privately held, owner-managed businesses.  Their empirical findings supported their proposed theory. 

Family altruism (Schulze et al., 2003; Lubatkin, Ling, & Schulze, 2007) and family opportunism can manifest itself in the way human capital is mobilized within the business. Consider a given market/technology niche that is open to competition. In this market, there are two types of businesses: one operated by owner/managers from the same family and one operated by owner/managers that are not family-related. Assume that, due to family altruism, family businesses look within the family gene pool to find the human capital resources necessary to manage the exploitation of this niche, while non-family businesses are free to look beyond the family gene pool for their owner/managers. Assume a random distribution of human capital in the population. Given these assumptions, then non-family businesses are more likely than family businesses to amass a superior set of human capital, because their talent pool extends beyond their family gene pool. If we widen this to all niches, then we would expect a representative sample of family business owner/managers to have a lower level of human capital than an equivalent sample of non-family business firm owner/managers, after controlling for other characteristics of the business and owner/manager.  

There is some evidence in support of this hypothesis. According to Reid and Adams (2001), family businesses in Northern Ireland are less likely to have owner/directors who hold a university degree. Smith (2006) found in a comparative study of the managerial development of Australian manufacturing family and non-family SMEs that family businesses had significantly lower percentages of decision makers holding either business-related degrees or all degrees across all growth paths. However, Cromie, Stephenson and Monteith (1995) found no significant differences between family and non-family businesses in Britain and Ireland in the number of businesses whose managers have degrees. It is possible that Cromie et al.’s results reflect an earlier UK generation when relatively few managers possessed university degrees. Overall the balance of evidence supports our theory that family business owner/managers may, on average, be less well endowed in human capital terms than non family-business owner/managers, as non-family businesses have a wider pool of human capital from which to choose management talent. 


Hypothesis 1. Family business owner/managers, ceteris paribus, have lower levels of 
human 
capital than non-family business owner/managers.

Now consider that in some family businesses, opportunism by the family owner/manager is enabled by the lack of external monitoring of performance of management. This might manifest itself in opportunistic shirking behavior, such as significantly higher prevalence of individuals earning high pay for low hours, and of individuals with relatively low human capital working relatively low hours, among family business owner/managers than among non-family business owner/managers.


Hypothesis 2: Family business owner/managers are more likely to display evidence of 
opportunism than non-family business owner/managers.

If family businesses do have lower levels of human capital than non-family businesses, all else being equal, then we might expect to find that some family businesses suffer ‘niche marginalization’, or survival in relatively unattractive niches that need only low levels of human capital but relatively high effort for the reward extracted. The concept of family altruism would suggest that owner/managers in these businesses would persist in such niches for the benefit of the family rather than themselves, or perhaps because they have no other way of making a living given their level of human capital. Thus, a sample of family business owner/managers should contain significantly more individuals that work exceptionally long hours for relatively low pay, and in low-return industry sectors, than a sample of non-family business owner/managers. 


Hypothesis 3: Family business owner/managers are more likely to display evidence of 
niche marginalization than non-family business owner/managers.

Financial capital mobilization in family and non-family businesses 

Recognizing that agency theory is the dominant basis for analyzing business financing, Wu, Chua, and Chrisman (2007) examined a set of research questions relating to the interactive effects of family involvement and agency cost control mechanisms. Their results suggested that family businesses make trade-offs between maintaining family control and financing growth. Family businesses tended to be “highly levered”, and preferred “private to public equity financing” (Wu et al., 2007, p.876). This was interpreted as indicative of attempts by family businesses to avoid agency cost control mechanisms that could prevent them from pursuing complex choices that could trade off business priorities against family priorities. In other words, the trade-off of outside cash for some loss of control is one that family business leaders may not be as willing to make. By preventing the entry of non-family shareholders, family business owner/managers will not be subjected to the controls of profit-maxmizing capitalists. From a performance perspective, this appears to be a sub-optimal financial capital choice.

This interpretation is supported by the findings of Gallo et al. (2004) on the "peculiar financial logic" of family businesses, based on a sample of 305 Spanish businesses. They found that family businesses were older and had lower sales, fewer employees, fewer full-time employees, a smaller share capital, and fewer shareholders, and concluded that "personal preferences concerning growth, risk, and ownership-control may be the driving force behind the "peculiar financial logic" of family businesses” (Gallo et al., 2004, p. 303). 

In another Spanish study of 654 firms, Blanco-Mazagatos et al. (2007, p.199) argued that the will to keep family control constrains the financial resources of the firm and its capacity to obtain resources in general. They found that family businesses incorporate their desire to pass the company across generations into their financial decisions. The reluctance to open the equity to nonfamily owners forces these firms to finance new investments by increasing debt levels, and total capitalization is necessarily restricted (Blanco-Mazagatos et al., 2007, p.209).

These findings that family businesses are more likely to adopt a highly-levered capital structure are supported by an earlier review by Romano, Tanewski, & Smyrnios (2001) who concluded that family business owners are averse to sources of capital that are beyond traditional commercial banking arrangements. These lead us to the following hypothesis:


Hypothesis 4: Family business owner/managers are less likely to take equity and more 
likely to take debt from outside the family than non family-business owner/managers.

Family capital as a compensating force for weaknesses in human and financial capital

The preceding discussion of human and financial capital suggests that family firms mobilize human and financial resources in a sub-optimal fashion. This should lead to weaker performance than their non-family counterparts. Yet, in study after study, this does not appear to be the case, and agency theory cannot fully explain these results (Westhead & Howorth, 2006; Miller et al., 2008). For example, Anderson and Reeb (2003) found that family businesses outperformed non-family businesses in the S&P 500. Other studies of public corporations generally find similar results (e.g. McConaughy et al., 2001; Kang, 2000; Villalonga & Amit, 2006). 

Large scale empirical studies on performance of non-quoted family and non-family businesses are rare and tend to be difficult to conduct, partly because of disclosure issues (Murphy, 2005). Castillo and Wakefield (2007) failed to find significant differences in subjective performance between family and non-family businesses in a US sample of 526 closely held businesses.   Similarly, Miller et al. (2008) found no significant difference in subjective past or projected sales growth performance in a sample of 676 Canadian small family and single founder owner-managed business-to-business businesses obtained by telephone survey. Westhead and Howorth (2006) found that businesses associated with high levels of family ownership and management were not significantly associated with weaker firm performance in a sample of 240 private businesses in the UK. 


Several other theories have been employed to explain the positive performance of family businesses. These include stewardship theory (Donaldson & Davis, 1991; Miller et al, 2008), and the concepts of “familiness” (Habbershon & Williams, 1999) and family capital (Hoffman et al., 2006). These theories focus more on social capital than human or financial capital as an explanation of performance, but they fit well with the resource-based view of competitive advantage. The resource-based perspective suggests that returns achieved by businesses are largely attributable to their resources (Penrose, 1959; Wernerfelt, 1984). Based on the assumptions that businesses can hold heterogeneous and idiosyncratic resources for extended periods, Barney (1991) argued that resources must be valuable, rare, difficult to imitate and non substitutable to provide a sustained competitive advantage.
One of the distinct resources of family businesses discussed by Habbershon and Williams (1999) is.the "familiness" of the firm that arises from the integration of family and business life. Several researchers have identified specific antecedents of competitive advantage arising from the “familiness” of a firm, including a family-based brand identity that enhances consumer trust in the family firm, a distinct corporate culture that increases employee dedication and commitment, long term decision-making horizons, commitment to stakeholder relations, patient capital, and parsimony in scarce environments  (Sirmon & Hitt, 2003; Craig, Dibrell & Davis, 2008; Denison et al., 2004; Carney, 2005; Tokarczyk et al., 2007; Miller et al., 2008). For example, the long term nature of family business permits the dedication of resources required for innovation and risktaking, thereby fostering entrepreneurship (Naldi, Nordqvist, Sjoberg & Wicklund, 2007). Other research groups have used social capital theory to develop the familiness construct further (Arregle, Hitt, Sirmon, & Very, 2007; Pearson, Carr, & Shaw, 2008), while Sharma (2008) has added a temporal dimension to emphasise the flow of different forms of capital between family and business systems and the resultant changes in capital stocks.  

While agency theory would suggest that altruism can have several negative effects on family businesses, to stewardship theorists altruism operates in a reciprocal fashion, reinforcing family members’ interdependence and encouraging them to place the firm’s objectives ahead of their own (Davis et al., 1997; Zahra, 2003; Eddleston & Kellermanns, 2007). Thus, in family firms, altruism can generate competitive advantage from family relationships (Cabrera-Suarez et al., 2001; Habbershon, Williams, & MacMillan, 2003; Sirmon & Hitt, 2003). 


Hoffman et al. (2006) proposed that families may create a particular form of capital – family capital – that can act as a resource that generates sustainable competitive advantage. Family capital has the property of being unique to the family that generates it, and thus may well satisfy the criteria of being valuable, rare, difficult to imitate and non substitutable. Indeed, according to recent RBV research, human resources that are a product of complex social structures built over time are the most valuable and most difficult to imitate (e.g. Colbert, 2004; Hatch & Dyer, 2004; Nordqvist, 2005, p. 287). Like social capital, family capital is located not in the actors themselves, but in the actors' relationships with one another. This places pressure on family owner/managers to perform within the established social norms.  Family norms provide for social control and obligations in family businesses and also build collective trust, which is a valuable resource, leading to sustained competitive advantage in family businesses and improved family business performance. 

We suggest that familiness and family capital can offset weaknesses in human and financial capital in family businesses and agency issues that are specific to family businesses such as opportunism, unbalanced altruism and honest incompetence. Thus family businesses can and do compete with non-family businesses. For this reason, we do not expect to find systematic differences in performance between family and non-family businesses, ceteris paribus.


Hypothesis 5: There is no significant difference between the performance of family and 
non-family businesses, ceteris paribus. 


In summary, our model of resource mobilization and performance suggests that non-reciprocal altruism among family members can result in adverse selection of human and financial capital in family businesses, resulting in opportunism and niche marginalization. However, altruism can also be reciprocal, enabling families to build family capital that can compensate for weaknesses in human and financial capital. Thus we expect no significant difference in performance between family businesses and non-family businesses, ceteris paribus.

METHOD

To test the hypotheses, we drew on two very large surveys of adults conducted in the UK in 2005 and 2006, using identical protocols, as part of the Global Entrepreneurship Monitor (GEM) research consortium. An experienced survey vendor used by the UK government was used to gather data in a stratified random sampling method from adults in households with a fixed telephone line using random digit dialing according to strict guidelines laid down by the GEM consortium and supervised by the GEM international data manager (Reynolds et al., 2005; Levie, 2007). Numbers were called up to eight times before being abandoned and residents within the household were sampled using the “next birthday” method. The raw survey data was cleaned and harmonized first by the survey vendor, then by the GEM international data manager, then again by the UK GEM team. The 2005 and 2006 databases were the largest national samples to date of any participating GEM nation, and contained data on 62,173 adults aged 18 to 64 years, providing the largest possible sub-sample of business owner/managers from this data source.  

Our definition of a family business was developed with the Raymond Family Business Institute: “an existing business that the respondents and one or more family members, including by blood, marriage, or adoption, together own and control more than 50% of the business”. In addition to the standard GEM questions, the UK GEM questionnaire contained questions on business performance, including current and past sales, and owner/manager characteristics including hours worked in the business. We avoided very small businesses that would be unlikely to be significant income or employment sources, and owners who had little contact with their business, by selecting owner/managers who worked for at least one hour a week in a business that had at least two owners, two employees, and sales of over £1000. There were 634 such individuals in the sample, 56% of whom were owner/managers of family businesses.

     We conducted univariate chi-square and eta analysis, CHAID analysis (a multiple chi-square analysis that can reveal possible interaction effects between independent variables by creating a ‘tree’ of sub-samples) and finally binary logistic regression on a wide range of possible demographic, attitudinal and business-related predictor variables for the family/non-family business owner/manager dichotomy. Our final sample, for which responses for every variable in the final regression model were available, contained 577 individuals, 55% of whom were family business owner/managers. The median sales (revenue) of the family businesses was £300,000 and the median sales of the non-family businesses was £500,000. Less than 10% of the sample had businesses with sales of less than £50,000.
Variables

     Performance measures: we examined both realized and aspired performance using organizational size and growth as measures: current number of employees, current sales, assets, sales 3 years ago (for a smaller number of businesses, since many businesses were young), and expected number of employees in 5 years time. Respondents were asked: “Right now how many people, not counting the owners but including exclusive subcontractors, are working for this business?” Aspired performance was measured by a question that asked for the expected number of employees in five years time. On assets, respondents were asked “what is the approximate value of your businesses’ assets at the current time?”. Respondents were also asked “what is the current annual average turnover of your business?” and “what was the approximate annual turnover of your business three years ago?” (In the UK, “turnover” is a commonly used synonym of “revenue”). 


Human capital measures: we used a basic measure of human capital, frequently used in the literature on human capital and entrepreneurship: the education level of the owner/manager. 
Working hours: we used the response to the question “how many hours a week do you work for this business?” 

Income: We used the responses to a question about into which band of income the respondent’s household fell. This was available as an ordinal variable with six categories. Since relatively few individuals were in the lower income categories, the first three categories were collapsed into one. The categories are listed in table 2.

Financial capital measures: we used responses to a set of questions on nine different funding sources, the question being: “have you used any of the following sources to fund any business or proposed business before…”. Sources that directly related to our hypotheses were: 1) friends and family, 2) individual investors – not friends and family, and 3) mortgage or other secured loan. None of the other six sources were significant predictors in the logistic regression. They were equity finance or formal venture capital (which was extremely rare), government grants, credit cards, bank overdraft (line of credit) and bank and non-bank unsecured loans. 
Industry sector: The UK national statistics office (www.statistics.gov.uk) estimates rates of return on capital employed in non-financial companies in the UK every quarter. These estimates consistently suggest that manufacturing generates lower returns than services. Other data suggests that agriculture generates even lower returns. We extracted return of capital employed data from the 2006 annual returns of 341,409 companies for which such data was available on the FAME database (www.fame.bvdep.com) of UK private and public company financial returns (about 9% of all companies in the FAME database). This analysis suggested that the ratio of companies with high returns (32% return on capital employed or greater) to negative or low (1 to 8%) returns was lowest in the Primary sector at 62%, and lower in Manufacturing (74%) than in retail, wholesale and catering services (99%) or Other services (97%).  We wished to segment by industry in order to test whether family firms were more likely to be found in low return industries. We were also aware that ethnic minority family firms in the UK appeared to cluster in the retail, wholesale and catering sectors (Levie, Hart, Harding & Anyadyke-Danes, 2007). Accordingly, we created six industry sectors: Primary, which contained businesses classified by ISIC 1990 codes 100 to 1429; Manufacturing, telecoms and computing, Contruction and related (ISIC codes 4500 to 4540), Retail (except vehicle sales), wholesale and catering, Motor vehicle sales and repair (ISIC codes 5000 to 5099), and Other personal and business services. Since businesses in the construction sector contained one sixth each of the family and non-family business owner/managers, we made this our reference sector. 

Control variables: We controlled for gender, age, and ethnicity of the owner/manager, and age, location and number of owners of the business. The gender of owner/managers has been found to affect performance of family firms (Danes, Stafford, & Teik-Cheok Loy, 2007). We expected the age of the business owner to affect the performance of the firm, as experience increases but energy decreases with one’s age. Younger businesses and businesses in urban areas have been found to have superior performance (Westhead and Howorth, 2006, p.305) and given the trans-generational nature of many family businesses, one would expect family businesses to be older. In the UK, ethnic minority businesses are often family businesses (Levie, Hart, Harding & Anyadyke-Danes, 2007), so we controlled for ethnicity. Wu et al. (2007) found that family businesses prefer private equity to public equity funding. Since the latter brings with it large numbers of owners, we controlled for number of owners.

RESULTS 

Means and standard deviations of all the variables used in the final binary logistic regression are presented in Table 1. The correlation matrix of independent and control variables showed relatively low correlations between the predictors, with the exception of “hours worked” with its square (.958). Given that no other correlation was higher than 0.51, and that tolerance scores on all variables except the two hours worked variables were all higher than 0.61 while VIF scores were lower than 1.75, we believe that multi-collinearity is not a problem in this sample.

Since all variables were self-reported by the respondents, we checked for common method bias (Podsakoff & Organ, 1986) even though the variables in the final model shown in Table 2 are all of the “factual” type that in principle are verifiable, and therefore of least concern among self-report data (Podsakoff & Organ, 1986, p.532). We entered the independent and control variables into a factor analysis and extracted five factors with eigenvalues greater than 1.0. These accounted for 61 per cent of the variance. The first factor accounted for 18 per cent of the variance. We concluded that common method bias was not a significant issue since no single factor accounted for the majority of the variance. 

Table 2 presents our final model, with one performance variable included – in this case, current number of employees. This model correctly predicts 76% of the respondents as either family or non-family business owners. There is a good balance of prediction between family and non-family business owners, and the Hosmer-Lemeshow statistic suggests the model fit is good. The Nagelkerke Rsquared is .434 which suggests that considerable unexplained variance remains.  We identified 13 outlier cases with studentized residuals greater than 2: about 2% of the sample. These tended to be unusually large businesses. We opted not to eliminate these cases and so have sacrificed some predictive power for representativeness. 

Three control variables that were found to have an effect: gender, business age and number of owners. Female business owner/managers were more likely to be family business owner/managers. Family business owner/managers were more likely to be running older businesses. The larger the number of owners, the less likely the respondent was a family business owner/manager. We found no age or age squared effect or age x gender interaction effect, no ethnicity effect, and no urban/rural effect when all independent variables were included in the model, and for the sake of parsimony we omitted these control variables from the final model.


We performed a wide range of logistic regressions following exploratory CHAID analysis to investigate possible interaction between variables. As predicted by agency theory, we found a U-shaped relationship between hours worked per week and the chances of being a family business versus a non-family business owner/manager, and interactions between hours worked and both income and education level. We first describe the interactions and then formally test each hypothesis using the results in Table 2.


Before controlling for other influences, a chi-square test suggested that family business owners with household income of £50,000 to £99,999 were significantly less likely to work long hours (45 hours a week or more) than non-family business owners in the same income group (Chi-square = 22.499, df = 2, p = .000). No significant effects were found in higher or lower income brackets. Essentially, 20% of the family owner/managers in our sample had a comfortably high household income and worked a relatively small number of hours, compared with only 10% of non-family business owner/managers. This was confirmed in the logistic regression depicted in Table 2 which shows that, compared with their counterparts in the £100,000+ bracket, family firm business owners were significantly less likely to work long hours. When the reference group was switched to the lowest income category (up to £29,999), a similar interaction effect was apparent (B = -.033, Wald statistic = 3.896, p = 0.048, Exp (B) = .967). This suggests that there is a significant group of family business owner/managers in the middle income bracket who work fewer hours than their counterparts in both highest income brackets and lowest income brackets.  

Before controlling for other influences, a chi-square test suggested that family business owners were significantly less likely to have higher degrees than non-family business owners if they worked low hours (between 1 and 10 hours a week, Chi-square continuity corrected = 3.995, df = 1, p = 0.46), high hours (45-75 hours a week, Chi-square continuity corrected = 5.840, df = 1, p = 0.16), or very high hours (over 75 hours a week, Chi-square continuity corrected = 5.864, df = 1, p = 0.15),  but not if they worked between 11 and 40 hours a week (Chi-square continuity corrected = 0.467, df = 1, p = 0.494). This apparent interaction was confirmed in the logistic regression in Table 2, where the significant interaction of the education variable with hours worked and with its square confirms this U-shaped relationship. The relatively low Wald statistic, however, suggests that this interaction is not very strong.
 
Hypothesis 1 is supported for advanced education as a measure of human capital. It appears that family business owner/managers are less likely to have postgraduate education than non-family business owner/managers.  No other education grades had a significant independent predictive effect in the regression. 

Hypothesis 2 was supported; we did find suggestive evidence of greater opportunism among family businesses than among non-family businesses. Respondents were more likely to be a family firm owner/manager if the hours worked in the business were low. Chi-square tests suggested that twice as many family business owner/managers as non-family business owner managers (20% versus 10% of the sample) were in households with relatively high income (£50,000 to £99,000) but worked relatively low hours. This pattern was confirmed by the significant interaction between income and hours worked in the logistic regression, which controls for other variables. Finally, there are interaction patterns of hours worked with education that are suggestive of adverse selection resulting in opportunism. Family business owner/managers with low human capital were more likely to work fewer hours than non-family business owner/managers. This combination is suggestive of adverse selection followed by free-riding or shirking.

Hypothesis 3, which predicted niche marginalization in family businesses, was supported in several ways. First, a respondent was more likely to be a family firm owner/manager if the hours worked in the business were high. This is demonstrated by the U-shape relationship characteristic of a negative slope for the hours worked variable and the positive slope for the hours worked squared variable. Non family firm owner/managers were more likely to work “standard” work weeks, and if they did work long hours, they received high pay.  A chi-square analysis suggested that family firm owner/managers were significantly more likely to earn lower pay if they worked long hours (for 45 hours or more, and 4 categories of income as in Table 2, Chi-square = 21.820, df = 3, p = .000). Although numbers were small in higher income brackets for family business owner/managers with higher degrees, this association appeared to hold for respondents with high and low human capital. The logistic regression confirmed that family firm owner/managers were more likely, relative to non family firm owner/managers, to be in the £50,000 to £99,999 household income bracket than in the top income bracket (£100,000); suggesting that family firm owner/managers are less likely to earn high rewards. 

Secondly, family firms were significantly less likely to be in the Other services sector, which tends to generate high returns, and significantly more likely to be in the primary sector, mainly agriculture, which generates relatively low returns. This suggests that there is some tendency for family firms to be marginalized in what appear to be less rewarding sectors. At the same time, we note that the Retail, wholesale and catering sector, which was close to significance in the regression as being a sector dominated by family businesses, generates similar returns to the Other services sector. Thus family businesses can cluster in both profitable and less profitable sectors. 

Thirdly, family business owner/managers with low human capital tended to work more hours or less hours than non-family business owner/managers. The presence of this group of family business owner/managers working more hours supports the hypothesis of niche marginalization of family businesses. 

     Hypothesis 4 was supported. Family business owner/managers reported that they were more likely to have obtained funds from family and friends and external debt in the form of secured loans and less likely to have obtained investment from individuals who were not friends and family than non-family business owner/managers. The equity finance variable was not significant, possibly because only 8% of businesses in the sample used this form of finance.

Hypothesis 5 could not be rejected. Not a single performance variable distinguished family business owner/managers from non-family business owner/managers, when other significant variables were included. We then transformed our performance variables to account for the skewed nature of many of them. This made no difference. We also performed univariate analyses, including the non-parametric Kruskall-Wallis test of difference in medians, since analysis of means could return false positive results due to the skewed distribution. None of these were significant.

We also ran the regression varying the minimum number of hours per week worked by the owner/managers in the sample. At over 5 hours a week, the results were virtually identical, with similar significance levels and signs for all variables. However, at over 10 hours per week, the interaction terms were no longer significant. This makes sense: if we remove those owner/managers putting less than 10 hours a week into the business, we remove many of those who we might identify, from agency theory, as opportunistically working low hours. 

DISCUSSION

      The literature on comparative performance of family and non-family businesses often presents a conflicting picture of claim and counter-claim, with relatively little empirical evidence one way or the other (Dyer, 2006). Our results may go some way to explaining this, since using a wide range of performance variables and a large sample of firm owner/managers drawn from stratified random samples of the general population, we found that family and non-family businesses achieved the same results, when controlling for human and financial capital, business age, number of owners, industry structure, and estimates of owner/manager income and effort. 


Though we found no clear performance differences between family and non-family businesses (in terms of number of employees, sales, assets, sales three years ago, or expected number of employees in five years time), we found significant differences in choice of resource mobilization. Family businesses seem willing to accept as owner/managers individuals with a lower level of human capital (as measured by education level), provided they are family. Family businesses prefer family funding and non-family debt to non-family equity - which would be consistent with wanting to retain control even if this results in undercapitalization. They can also either overuse or underuse management; some family business owner/managers seem willing to accept a poor financial reward for their labors while others appear to work relatively few hours and enjoy a reasonably high household income. 

These findings would support Reid et al.’s (1999) finding that family businesses are not homogenous, Westhead and Howorth’s (2006) argument that family businesses should not be considered as a homogeneous group with equal enthusiasm or ability to report superior firm performance, and Eddleston et al.’s (2008) finding that reciprocal altruism varies widely among families. As Martin, Vaughn and Lumpkin (2005) note, the orientations of individuals toward their families, rather than measures of family in toto could help explain the differing elements of family business. 

Despite evidence of suboptimal human and financial capital in the family business sample, it would appear that family businesses possess something else that non-family businesses do not. It is this, we suggest, that helps explain why, on average, family and non-family businesses perform about the same. However, we have only indirect support for the explanation of family capital as the compensating force for weaknesses in human and financial capital. We return to this issue in the next section. 


This article contributes to the theory of family businesses in two ways. First, these results document that certain agency costs are higher in family businesses than in non-family businesses. Higher agency costs include adverse selection of resources, opportunism, and shirking, reflected in the low hours of other family business owner/managers. Such agency costs are often invoked, but seldom documented in large scale, empirical studies that control for other effects and that contain a representative sample of micro, small, medium and large firms.


Second, our finding that family and non-family businesses mobilize resources differently but achieve similar performance outcomes contributes to "one of the most important issues that must be addressed in a theory of the family firm that is how and why this form of organization behaves and performs in a distinguishably different way from a nonfamily firm" (Chua, Chrisman & Steier, 2003, p. 334). According to these researchers, "the dissimilarities could stem from a disparity in vision or goals. They could also be due to differences in values, resources, capabilities, strategies, style, and so forth". Our study sheds further light on how family and non-family businesses mobilize resources differently while maintaining similar levels of performance. 

LIMITATIONS AND IMPLICATIONS

The data on which we based our analysis contained some possible limitations. All data was self-reported by owner/managers, and we did not test for inter-rater reliability within businesses, since the unit of analysis in the survey was the owner/manager rather than the business. A recent survey-based study on family and non family business owner/managers in Canada (Miller et al., 2008) that did test for inter-rater reliability found this to be high. We can not think of any reason why our sample should be different; nevertheless we recognize that this is a limitation.

Secondly, all of our measures are based on answers to single questions, rather than on factors derived from multi-item measures, as recommended by Westhead and Howorth (2006). In our defense, we suggest that most of our measures are not of complex multi-dimensional constructs, with the exception of performance, which we measured in five different ways.  

Thirdly, our measure of income was household income rather than respondent income. Since our respondents were all owner/managers, it is likely that most of them were the main earners in the household and that the household income is a reasonable reflection of their income. We believe we eliminated most hobby businesses by restricting our sample to firms with two or more owners, two employees and sales of greater than £1000.  A further advantage of household income as a measure is that we can be sure that family firm owner/managers with low household income and long hours were not being compensated by other members of the household, but genuinely had low incomes. This strengthens the evidence for the existence of “marginalized niche” family firms whose owner/managers work long hours for little financial reward.

Hypothesis 5 was effectively a null hypothesis, and it is possible that our result is due to Type II error, i.e. incorrectly sustaining the null hypothesis, or to a misspecification of the model. Given our sample size, the good model fit, and similar results from similar studies, such as Westhead and Howorth (2006), we think that this risk is low. Future work could attempt to measure levels of family capital directly rather than inferring family capital as a cause of the result on performance It was not possible to do this in our study since at the time the data was collected, the concept of family capital was not yet published (Hoffman et al., 2006) and the concept of familiness was not well specified (Pearson et al., 2008; Sharma, 2008).

Although we were careful to use CHAID analysis to search for possible interaction effects, we may have missed some that were not predicted by theory. Likewise, we intend to examine the issue of size-dependence among family and non-family in further work. While we used organization size as one measure of performance, Kotey (2005) has shown that differences in non-size performance measures between family and non-family businesses may be size-dependent. Further work could investigate generational effects, although Westhead and Howorth (2006) found that these did not appear to affect performance significantly. Finally, as the study was conducted in the UK, its findings might not be generalizable to other populations, calling for the need to replicate similar studies in other contexts as well. 

Our findings have several implications for family business owners and managers. Family businesses appear to be more susceptible to adverse selection and opportunism among owner/managers than non-family businesses. The fact that we found no performance differences between family and non-family businesses does not mean that adverse selection and opportunism are unimportant. Rather, family businesses need to carefully construct control systems that reward reciprocal altruism and punish non-reciprocal altruism so as to capitalize on a potentially unique and inimitable resource - their family capital - without being handicapped by the downsides of “familiness”. It appears that publicly-quoted family businesses tend to do this well (Anderson & Reeb, 2003), and out-perform publicly-quoted non-family businesses. Family business owner/managers would do well to use such businesses as role models. 
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Table 1. Descriptive analysis of variables used in final model (N = 577)

	Code
	Variable (categorical are coded 1 or 0)
	Mean
	S.D.
	GEN
	EDU
	FFF
	FII
	FSB
	AGE
	OWN
	HRS
	IND
	INC
	EMP

	
	Family/nonfamily (family = 1)
	0.55
	0.50
	
	
	
	
	
	
	
	
	
	
	

	GEN
	Gender (Male = 1)


	0.70
	0.46
	1.00
	
	
	
	
	
	
	
	
	
	

	EDU
	Education level (Masters degree or above = 1)
	0.12
	0.32
	.13**
	1.00
	
	
	
	
	
	
	
	
	

	FFF
	Funded with friends family (yes =1)
	0.21
	0.41
	.02
	.05
	1.00
	
	
	
	
	
	
	
	

	FII
	Funded with individual investor (yes = 1)
	0.12
	0.32
	.07
	.08*
	.16**
	1.00
	
	
	
	
	
	
	

	FSB
	Funded with secured bank loan (yes = 1)
	0.28
	0.45
	-.01
	.04
	.11**
	.03
	1.00
	
	
	
	
	
	

	AGE
	Age of business (truncated at 15 years)a
	9.08
	5.70
	.01
	-.03
	-0.07
	-.08*
	.11**
	1.00
	
	
	
	
	

	OWN
	Number of owners (truncated at 500)
	4.77
	23.40
	.10**
	.13**
	-.01
	.09*
	.06
	.14**
	1.00
	
	
	
	

	HRS
	Hours worked (1 to168)b
	43.81
	19.28
	.30**
	-.01
	-.046
	-.00
	.07*
	.13**
	.07*
	1.00
	
	
	

	IND
	Industry sector (6 categories)
	4.23
	1.81
	-.02
	.15**
	.01
	.10**
	.07
	-.00
	.18*
	-.07*
	1.00
	
	

	INC
	Household Income (4 categories)
	2.55
	1.00
	.13**
	.17**
	-.12**
	.10**
	.07*
	.15*
	.25*
	.06
	.14**
	1.00
	

	EMP
	Number of employees now (truncated at 4,000 to remove outliers)
	51.91
	242.61
	.14**
	.06
	-.10**
	.05
	.08*
	.24**
	.51**
	.24**
	.07*
	.40*
	1.00


Note a: Correlations are for log10 transformed variables

Note b: Hours worked squared variable correlations very similar to hours worked correlations and not shown for space reasons. See text for details of correlation between hours worked and hours worked squared variables. 

Table 2: Logistic Regression of Family/Nonfamily ownership 

	Variable name
	B
	S.E.
	Wald
	Sig.
	Exp(B)

	Gender (male = 1)
	-.945
	.245
	14.943
	.000
	.389

	Education level: (Higher degree = 1)
	-2.677
	1.179
	5.157
	.023
	.069

	Funded with friends family (yes = 1)
	.745
	.283
	6.952
	.008
	2.107

	Funded with individual investor (yes = 1)
	-.765
	.347
	4.866
	.027
	.465

	Funded with secured bank loan (yes = 1)
	1.196
	.263
	20.640
	.000
	3.307

	log [Age of business]
	1.155
	.297
	15.100
	.000
	3.175

	log [Number of owners]
	-4.246
	.799
	28.254
	.000
	.014

	Hours worked (1 to 168)
	-.072
	.028
	6.556
	.010
	.931

	Hours worked (1 to 168 squared)
	.001
	.000
	12.942
	.000
	1.001

	Industry sector (construction and related business is reference group)
	
	
	37.847
	.000
	

	Primary sector business (Agriculture, forestry, fishing, mining) business
	1.629
	.824
	3.913
	.048
	5.101

	Manufacturing, telecoms, computing business
	.345
	.369
	.877
	.349
	1.412

	Retail, wholesale, catering business (except vehicles)
	.656
	.364
	3.251
	.071
	1.927

	Motor vehicle sales, repair business
	-.681
	.677
	1.013
	.314
	.506

	Other personal and business services business
	-.834
	.317
	6.942
	.008
	.434

	HH Income (at least £100,000 is reference group) 
	
	
	7.881
	.049
	

	HH Income less than £30,000
	.909
	.935
	.946
	.331
	2.482

	HH Income £30,000 - £49,999
	.262
	.847
	.096
	.757
	1.300

	HH Income £50,000 - £99,999
	1.973
	.849
	5.395
	.020
	7.189

	Income at least £100,000 by hours worked (1 to 168) 
	
	
	9.231
	.026
	

	Income less than £30,000 by hours worked (1 to 168)
	-.010
	.020
	.253
	.615
	.990

	Income £30,000 - £49,999 by hours worked (1 to 168)
	-.002
	.017
	.014
	.906
	.998

	Income £50,000 - £99,999 by hours worked (1 to 168)
	-.042
	.018
	5.681
	.017
	.959

	Education level by hours worked
	.158
	.068
	5.344
	.021
	1.171

	Education level by [hours worked] squared
	-.002
	.001
	5.721
	.017
	.998

	Log [No. of employees now truncated]
	-.087
	.230
	.142
	.706
	.917

	Constant
	2.262
	.909
	6.192
	.013
	9.601


-2 Log likelihood = 567.371   Nagelkerke R squared = .434

Hosmer & Lemeshow test statistic Chi-square = 1.382, d.f. = 8, sig. = .994

% of non-family business owner/managers predicted correctly = 70.5

% of family business owner/managers predicted correctly = 79.6

Overall percentage predicted correctly = 75.6  

Final N with all variables included: 577
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