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Abstract

Family business occupies an important position in the national economy of
all countries in the world. The theoretical field has always been controversial
about the agency costs of family businesses. This article reviews the agency
conflicts in family businesses and the resulting agency costs. Relevant litera-
ture found the particularity and complexity of agency costs for family busi-
nesses. Finally, we proposed an agenda for future research.

Keywords

Family Firms, Agency Cost, Altruism, Governance Mechanism

1. Introduction

Families and businesses have been writing business history together. Family
businesses are the oldest and universally significant corporate organization in
the world. In the world economy, families are one of the most important share-
holders in business organizations. In all countries around the world, both de-
veloped and developing countries, family businesses are stubbornly growing and
developing. Studies show that globally, the proportion of family-controlled listed
companies is very large. With 10% control as the control standard, family hold-
ing companies in Europe are as high as 55.87%, Asia is 45.05%, and the United
States is 36.6%; with 20% control as the control standard, the proportion of fam-
ily holding companies in Europe is 44.29%, Asia is 37.86%, and the United States
is 19.82%. There are many definitions of family business, and there is basically a
consensus that when family members own most of the company’s shares and
participate in management, are members of the board of directors, and want to
spread the company to future generations, the company is a family business
(Salvato & Corbetta, 2013). Managers of family businesses can be divided into
two categories: family managers and professional managers. Family members

not only pursue economic goals, but also aim to maintain social emotional

DOI: 10.4236/jssm.2020.132025 Apr. 28, 2020

377 Journal of Service Science and Management


https://www.scirp.org/journal/jssm
https://doi.org/10.4236/jssm.2020.132025
https://www.scirp.org/
https://doi.org/10.4236/jssm.2020.132025
http://creativecommons.org/licenses/by/4.0/
http://creativecommons.org/licenses/by/4.0/
http://creativecommons.org/licenses/by/4.0/
http://creativecommons.org/licenses/by/4.0/

S.R.Li, X. D. Zuo

wealth (Cennamo et al., 2012).

Family businesses have raised new and challenging agency cost issues. For a
long time, the academic community generally believed that companies using the
family management model had lower agency costs than non-family businesses.
The management right is unified, the interests of the owner and the family
manager tend to be the same, which reduces the possibility of opportunistic be-
havior of the family manager; and the degree of information asymmetry between
family members is low, which solves the problem of the principal and the agent
Information asymmetry between people. After entering the 21st century, a group
of scholars represented by Schulze challenged this traditional view. From the
perspective of altruistic theory, they proposed that the agency problem of family
businesses has its own special characteristics. When altruism has a negative ef-
fect, the agency cost of a family firm is higher (Lubatkin et al., 2010). After this
new viewpoint was published in some mainstream management journals (such
as “Organization Science”), the international academic community has been in-
creasingly controversial on this issue.

Due to the importance of the status and role of listed family companies in the
global economy, the issue of agency conflicts is an important factor affecting the
development and growth of family companies. Reducing agency costs is also one
of the goals of family companies to maximize corporate value. Therefore, it is
necessary to strengthen research on agency costs for family businesses. Since the
1970s, a large number of scholars have followed up the study of agency costs of
family businesses. Scholars have explored the sources of agency costs of family
businesses and the relationship between altruism and agency costs, and have
carried out exploratory and empirical studies, but the academic community has
not reached an agreement on the relationship between the family management
model and the agency cost, and the literature review research in this field is very
lacking. In order to fill and enrich the related research fields, this article aims to
review the literature on agency costs in family businesses one by one, and lay the

foundation for further research.

2. Sources of Agency Costs for Family Businesses

Scholars usually use the principal-agent theory as a tool to analyze the contract
between the principal and the agent. The principal delegates the work to the
agent. It is expected that the agent will complete the principal’s requirements in
the best interest of the principal (Eisenhardt, 1989). The agency cost theory is
based on the relationship between the principal and the agent. The agency prob-
lem stems from the assumption that the agent will take opportunistic behavior,
especially when there is a conflict of interest between the agent and the principal
(Mitchell & Meacheam, 2011). The opportunistic behavior of agents can be di-
vided into three categories: moral hazard, adverse selection, and rip-off. Due to
the separation of ownership and management rights, there is an agency conflict
between the owner and the manager, and the manager’s behavior may deviate

from the principle of maximizing the owner’s interests, leading to the emergence
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of agency costs (Jensen & Meckling, 1979). The source of agency costs is the po-
tential conflict between the agent and the principal. In order to control agency
issues, the principal needs to invest in agency costs. Agency cost is the sum of
monitoring cost (Monitoring Cost, Bonding Cost, and Residual Cost) (Jensen &
Meckling, 1979). Monitoring cost is used to establish an appropriate incentive
mechanism for the agent. Constraint cost is used to pay the agent Human re-
sources cost appropriately. Residual loss is the difference between the agent’s de-
cision and the client’s own utility to maximize the decision (Xiang et al., 2014).
In any case, only when the manager pursues his own interests and violates the
owner’s interests Agency costs are only incurred at the time (Chrisman & Patel,
2012). In family businesses, agency problems in family businesses are embedded
in parent-child relationships characterized by altruism and established in the
family. Altruism, private ownership and family management are intertwined,
and unique agency conflicts come from sources other than the classic princip-
al-agent problem. This article sorts out the typical conflicts of family businesses:

Conflicts of interest between family members in different roles: when some
family members have only ownership and other family members have both
ownership and management rights, the principal (the family member who only
owns the ownership) and the agent (the family member who also participates in
the business), conflicts may arise. This situation may reduce altruism and effec-
tive collaboration and information exchange, thereby increasing agency costs;
conflicts of interest between major family shareholders, and the financial and
non-financial benefits of multiple family owners may be different, leading to po-
tential family disputes and conflict. This conflict undermines the benefits of col-
lective power exercise as a unified group of major shareholders, including the
indisputable extraction of private benefits of family control, supervision of
managers, and non-economic benefits derived from them. Controlling and nur-
turing companies through the family’s own strategic preferences (Chrisman &
Patel, 2012). In addition, this family conflict creates a centrifugal force that un-
dermines family cohesion. If left unaddressed, these impacts could undermine
the ongoing impact of family groups as a powerful economic and social actor
and ultimately herald the decline of a collective organization (Franks et al.,
2012). The family usually separates the homeowner from its assets and creates a
buffer by establishing an intermediate organizational entity, such as a home of-
fice or home trust, to avoid uncoordinated interference in the family’s business
activities, thereby limiting the damage caused by the conflicts of the major
shareholder of the family Sex. However, this solution incurs another agency cost,
the double agency cost (Carney et al., 2013). All in all, the heterogeneous inter-
ests among family owners have led to conflicts among the major shareholders of
the family, and these conflicts have been largely ignored in the existing academic
literature on family agency issues.

Conflicts of interest between family members and non-family members: Both
family members and non-family members may have ownership and manage-

ment rights and therefore have different roles, such as owner-manager, owner of
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board members, owner, non-ownership Manager and non-owner board mem-
ber. If the owner self-manages the company and other shareholders who do not
manage the business co-ownership of the company, or jointly with the non-owner
manager, the agency costs come from the owner manager and the owner or
owner manager who is not involved in managing the business Conflicts with
non-owner managers (Chrisman, Chua, & Litz, 2010). In such cases, family
businesses need mechanisms that can promote solidarity between families and
non-family members. In addition, if non-family members (usually professionals)
are better managers than family founders and their heirs, the cost of the family
management model may be quite high;

Conflicts of interest between major shareholders (family shareholders) and
minority shareholders (non-family shareholders): Due to the existence of two
forces that protect major shareholders and reduce their protection, major
shareholders can use their positions to squeeze the interests of minor sharehold-
ers and seek Private interest, which incurs agency costs for minority sharehold-
ers.

Conflicts of interest between owners and creditors: The founding family busi-
ness has an incentive mechanism that can reduce agency conflicts between
shareholders and creditors, making its debt financing costs significantly lower
than non-family businesses. Conflicts of interest between creditors and owners
of family businesses can lead to inefficient investment behaviors, but inefficient

investment behaviors vary depending on the nature of the company’s assets.

3. Altruism and Agency Costs of Family Business

Altruism provides a powerful conceptual tool to explain why family businesses
exist. Altruism plays a unique role in family businesses, which does not necessar-
ily appear in other businesses. According to Becker, altruism is “self-enforced”
and essentially selfish, because individuals pursue their maximal utility in the
process of taking altruistic actions (Vanden & Carchon, 2003). Some scholars
believe that the enterprise adopting the owner management system does not ex-
ist or has a small agency cost (Jensen & Meckling, 1979; Fama & Jensen, 1983a;
1983b), and because family members in family businesses are considered altruis-
tic, This perception tends to extend into the field of family business. However,
Schulze et al. (2003a; 2003b) integrated social factors into the agency framework
to study and came to the negative conclusion that altruism will increase agency
costs. Therefore, the field of family business research is controversial about the
relationship between altruism and agency costs. To better explain the relation-
ship between family business altruism and agency costs. Stewardship theory, as a
supplement to the agency theory framework, can better explain the behavior of
enterprises and organizations. The altruistic hypothesis in the steward’s theoret-
ical framework is truly unrewarding and non-self-interested, which is different
from the concept of altruism adopted in economic theory and often used in
agency theory research (Corbetta & Salvato, 2004). Agency theory tends to think
that agents will try to take opportunistic behavior under any background condi-
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tions, while organizational justice theory disputes this assumption, thinking that
corporate agents value fairness and justice, and only when they think they have
been treated unfairly. Take opportunistic behavior. In addition, scholars have
combined economics with organizational justice and unified the two under the
general agency framework in an attempt to resolve the dispute over the rela-
tionship between altruism and agency problems (Lubatkin et al. 2007).

Some scholars believe that altruism can enable family members to love each
other, safeguard family interests, and be conducive to the growth of family busi-
nesses (Becker, 1981). Due to the impact of altruism in family businesses, agency
costs can be reduced through informal contracts, benefit bundling, and risk
sharing (Daily & Dollinger, 1992). Although altruism can reduce some agency
costs, it can also lead to other problems, such as the “free-rider” phenomenon,
the inability of family member managers, predatory managers, and trenching
tendencies (Bruce, Waldman, 1990). Some authors believe that trenches lead to
greater agency conflicts in family businesses than non-family businesses (Morck
& Yeung, 2010). Altruism can facilitate the transmission of tacit knowledge
among family members, and good communication makes family business deci-
sions better (Gersick et al., 1997). Altruism helps encourage family members to
reduce agency costs and thereby improve the performance of family businesses
(Vanden & Carchon, 2003). Family members bring altruism in the family into
the family business, which is conducive to fostering loyalty and commitment to
the long-term goals of the business, reducing the agency costs of the company
(Wang et al., 2005). When the strength of altruism is consistent among family
members, family business owners and family managers both implement altruism
on each other. Altruism is helpful to alleviate the agency problems of family
businesses (Eaton et al., 2002).

Some scholars believe that altruism will exacerbate agency conflicts in family
businesses and increase agency costs. In particular, after the start-up period of
family businesses, new “moral hazards” may arise due to reasons such as cro-
nyism, one-way altruism, and agency problems such as “free-riding” and
“self-control” (Schulze et al. 2001, 2002, 2003a; 2003b). The altruism of parents is
positively related to the children’s shirk responsibility. The agency problem in
the family will aggravate with the level of asymmetric altruism of the parents,
leading to the “Samaritan dilemma”. The “Samaritan dilemma” shows that the
level of parental altruism is positively related to the children’s tendency to be
lazy and shirk responsibility. The agency problem in the family will worsen as
the asymmetry of parental and child altruistic levels worsens (Buchanan, 1975).
After the family business has reached a certain stage, altruism will increasingly
cause agency problems. In core families and closer relationships, agency prob-
lems mainly come in the form of moral hazard, including shirk responsibility,
free-riding, and on-the-job consumption. In the “quasi-family” based on distant
kinship and social, cultural, religious and other factors, the agency problem
mainly exists in the form of adverse selection. Altruism can cause parents to

have a certain prejudice against the behavior of family agents, and can easily lead
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to wrong decisions (Karra et al., 2006).

Many other scholars believe that the impact of altruism on agency costs
changes as family businesses are at different stages of development (Su Qilin,
Zhang Qinglin, 2009; Karra et al., 2006). When business owners are able to dis-
tinguish between bidirectional altruism and single altruism, they can reduce
agency costs and promote the intergenerational inheritance of family businesses
that are “children and fathers” (Xu & Zhou, 2008). From the dynamic perspec-
tive of the growth of family businesses, the impact of altruism on agency costs is
dynamic. Altruism will reduce agency costs in the early stages of family business
development. When family enterprises develop in the later period, altruism will
increase agency costs (Chen, 2011).

In general, altruism, as a main feature of family businesses, has a complex and
complex influence in the principal-agent relationship of family businesses, which
is neither purely positive or purely negative, nor statically unchanged. Research
from new perspectives such as housekeeping theory and organizational justice
will help to better grasp the complex relationship between altruism and agency

costs in family businesses.

4. Research on Agency Costs of Family Firms in the Past
Decade

Family businesses are at the heart of social networks, and family members not
only pursue economic goals, but also aim to maintain social emotional wealth
(Cennamo et al., 2012). In the past ten years, scholars have added new perspec-
tives and new thinking to the research of agency costs of family businesses, ex-
panding the depth and breadth of research (Carney et al., 2012). Some scholars
draw on relevant theories of psychology, and research has found that psycholog-
ical ownership affects the agency problem of family businesses. In the absence of
formal ownership, the sense of ownership of senior managers is able to align the
interests of agents with the interests of clients. This transforms the agent into a
psychological owner (Sieger, Zellweger, & Aquino, 2013). Scholars consider the
impact of the psychological factor of CEO organization identification on the ex-
tent to which companies bear agency costs, and research results show that CEOs
with a high degree of organizational identity will avoid pursuing personal inter-
ests that may harm the company and its image 2018). When CEO organization
recognition is high, board independence is unlikely to reduce agency costs (Boi-
vie et al., 2011).

In addition, scholars focus on the impact of kinship on agency costs. The im-
pact of altruism on agency costs was studied by improving Hamilton’s affinity
coefficient in evolutionary biology and introducing the concept of “sequence
pattern” in native sociology (Wang et al., 2014). Based on the perspective of the
stage of ownership development, the relative altruistic level of the actual con-
troller of a family business can significantly reduce agency costs and improve
agency efficiency. With the development of family business ownership from a
single shareholder holding stage to a fraternal partnership stage to a family
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partnership stage, the enthusiasm of kinship and altruism to reduce agency costs
has declined. In the stage of single shareholder holding and fraternal partner-
ship, kinship altruism can significantly reduce agency costs and improve agency
efficiency; in family partnership stage, kinship altruism can significantly reduce
agency costs, but it has no significant effect on agency efficiency (Tan et al.,
2018). The “home relationship” (surname-level relationship) between the CEO
and the director has a significant impact on the agency cost of the company, and
the “home relationship” will significantly increase the agency cost of the com-
pany. After controlling for endogeneity, this positive effect still exists signifi-
cantly (Yan & Xiao, 2019). The kinship in entrepreneurial family business affects
agency costs. The possibility and extent of family members’ involvement in
business management can effectively reduce agency costs (Gu & Wang, 2014).

Research on Governance Mechanism and Agency Cost of Family Business.
The type and importance of governance mechanisms in family businesses are
significantly different from non-family businesses. Family businesses are gener-
ally controlled by owner managers, rather than professional managers without
significant ownership (Stewart & Hitt, 2012). This source of control can some-
times reduce agency issues between owners and managers and agency issues
between owner managers and creditors (Peng, Sun, Vlas, Minichilli, & Corbetta,
2018), but sometimes generates owner agency Problems and the cost of agency
problems between family owner managers and family members who are not di-
rectly involved in corporate governance. Establishing an intermediary gover-
nance mechanism in a family business may incur unique dual agency costs
(Zellweger & Kammerlander, 2015). Family business governance mechanisms
can generally be divided into formal governance and informal governance. Re-
search shows that informal governance can also play an important role in family
businesses (Geletkanycz & Boyd, 2011). This governance relies on social control
mechanisms and is divided into positive mechanisms such as mutual trust,
common attitudes and common values and negative governance mechanisms
such as deprivation relationships and mutual monitoring mechanisms (Combs,
Penney, Crook, & Short, 2010). Internal informal governance mechanisms may
be more important in family businesses than non-family businesses. Informal
governance mechanisms can strengthen or offset family-specific formal gover-
nance mechanisms. Although the needs of the family coexist with the needs of
the business, the competitive advantage of the family business may depend more
on personal family relationships, which may generate social capital and survival
capital (Nyberg et al, 2010). The impact of formal and informal governance me-
chanisms, both inside and outside corporate boundaries, should be an important
part of future research agendas in this area (Chrisman & Patel, 2012).

Other scholars have conducted related research from other perspectives. Em-
pirical analysis of the relationship between audit quality, management mode and
agency costs of family companies (Li & Su, 2017). From the perspective of cor-
porate governance, the impact of venture capital on agency costs is studied. The

results show that the agency costs supported by venture capital are lower, and
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the impact of venture capital on agency costs is regulated by entrepreneurial

family companies (Peng et al., 2018).

5. Conclusion

By combing the research on the sources of agency costs, altruism and agency
costs in family enterprises and reviewing the status quo of family enterprise
agency costs research in the past decade, the following conclusions can be
drawn: 1) The sources of family enterprise agency costs are the classic princip-
al-agent problems and other sources. 2) In the field of family business research,
there is controversy about whether altruism can reduce or increase agency costs.
In addition to the principal-agent theory, it has also begun to conduct research
by combining housekeeping theory and organizational justice and other me-
thods. The research on agency problem is still in its immature stage and needs
further development. 3) In the past ten years, scholars have studied the agency
costs of family businesses from different entry points. The relationship between
family characteristics and the relationship between governance mechanisms and
agency costs are the focus of research.

It can be said that due to the interaction between the family and business
systems under the changing internal and external environment, the agency cost
problem is more complicated. Family companies face more agency problems
than other types of companies, the types and the content of these agency prob-
lems also changes with the development stage of the family business. Future re-
search questions can be: 1) How do heterogeneous interests among family own-
ers affect conflicts among major shareholders? 2) Under what circumstances do
family business managers’ organizational identity and psychological ownership
reduce the agency costs of professional agents? 3) How to alleviate agency con-
flicts through the configuration of governance structures (e.g. family commit-
tees, organizational structure adjustments)? Future research should follow de-
ductive and inductive research strategies, and continue to provide support for
the development and verification cycle of family business agency cost proposi-
tions, ultimately helping to develop and improve family business agency cost

theory.
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