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Trust , Agent Costs and the Choice of Family Business
ZHUO Yue, ZHANG Min

(Business School , Xiangtan University, Xiangtan 411105, China)

Abstract: This paper presents a mode of game between family business
and the professional manager in which legal environment, characteristics of
business’s assets, lump-sum income out of the professional manager’s be-
trayal, collective discipline mechanism, patience of the professional manager
and uncertainty of agency are included as factors influencing the trust of the
professional manager. These factors influence the efficiency wage paid for
the professional manager to insure he keeps his word and further influence
the agent costs of employing the professional manager. The critical scale of
employing a professional manager is determined by the increase of total ben-
efits and costs of hiring a professional manager. Then the paper reaches the
core proposition: although the professional manager may be more qualified
than the family member, he is not hired until the scale of the business is lar-
ger than the critical one.

Key words: family business; trust; agent costs; collective discipline

mechanism
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