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Introduction

The Australian Council of Superannuation Investors has 
recently warned about the high level of bonuses received 
by Australian CEOs, casting doubts about the compatibil-
ity of CEO pay design with increased firm performance. 
This large and growing CEO pay has attracted attention 
from investors, regulators, policy makers, and the aca-
demia which examines the factors that could potentially 
explain the CEO pay level and structure (Hooghiemstra 
et al., 2017). Bearing the highest responsibility CEOs gen-
erally receive the top pay, but its rapid increase in the last 
years has led to an objectionable increase on pay inequal-
ity between the CEOs and the rest of the employees 
(Mueller et al., 2017).

Currently, family firms carry the main weight of any 
economy, whether local, regional, national, or interna-
tional (Villalonga & Amit, 2020; Zellweger, 2017). 
Defining family firms is not a trivial matter and multiple 
definitions of this type of firms have been used so far. 
Most definitions are based on the requirement of a mini-
mum ownership stake of the family that allows to control 

the company via shareholder rights (Ward & Dolan, 1998). 
In the case of listed family firms, a 20%–25% control 
threshold is accepted (Anderson & Reeb, 2003; Villalonga 
& Amit, 2006; Zellweger, 2017). Also, to have a broader 
view of the firm’s control structure, some definitions 
require that the family is present in the board of directors 
and/or the management (Chua et al., 1999).

Despite the growing research on the topic of family 
firms, Alessandri et al. (2018) call for further research on 
the generational stage and CEO family ties as elements 
that configure family control. Moreover, Gómez-Mejía 
et al. (2019) claim that our understanding of the impact of 
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family control on executive pay is still limited. We jointly 
respond to these calls by analyzing the influence of these 
sources of family firm heterogeneity on executive pay 
design.

Although family firm research has evolved from a 
purely agency perspective to a more socio-psychological 
approach (Jaskiewicz & Dyer, 2017), it is still not well 
understood how socioemotional wealth preservation relate 
to family firm’s management. Sánchez-Marín et al. (2020) 
and Belda-Ruiz et al. (2021) contribute to this line of study 
by analyzing how socioemotional wealth goals affect the 
dividend policy and the level of CEO compensation moni-
toring, respectively.

In the specific case of executive pay design in family 
firms, the use of the agency theory brings important limita-
tions in explaining how the configuration of CEO pay may 
be affected by the behaviors, goals, and affective needs of 
family firms (Kraiczy et al., 2015; Sciascia et al., 2014). 
The agency theory considers that the use of contingent pay 
can align the interest of highly risk-averse executives with 
those of the more risk-seeking owners. However, the 
behavioral agency model (BAM) proposes that executives 
are not necessarily more risk averse than the principals, 
but that their risk preferences depend on multiple elements 
of the context (Wiseman & Gómez-Mejía, 1998). 
Specifically, the executive’s risk aversion will depend on 
the level of protection of the future base pay with respect 
to the negative outcomes derived from risky investment 
decisions. If the executive’s position and its base pay are 
protected by family ties, her or his risk aversion might be 
similar to that of the owners. Moreover, the influence of 
the executives’ contingent pay on their risk aversion can be 
negative, positive, or even nonexistent.

When considering the role of family ownership from a 
BAM perspective, Gómez-Mejía et al. (2007) propose that 
the primary reference point for family groups is the loss of 
socioemotional wealth derived from the firm’s failure or 
the loss of the family control. Consequently, family groups 
will model CEO compensation contracts in a way that 
minimizes the likelihood of this type of event.

The absence of a consistent relationship between family 
control and executive’s pay (Michiels et al., 2020) brings 
us the notion that there are aspects of family firm’s hetero-
geneity that have been insufficiently covered by current 
research. The design of executive pay in family firms is 
particularly challenging due to the influence of non-finan-
cial family goals (Helsen et al., 2017) that evolve through 
generations and affect differently family and non-family 
executives. In the first place, the identification of all fam-
ily members with a common set of family goals might 
debilitate with the natural emergence of multiple family 
branches through the evolution of generations (Ensley & 
Pearson, 2005; Muñoz-Bullon et al., 2018). In the second 
place, the executives’ identification with non-financial 
family goals depends on their family membership. 

Consequently, the relation of family control with executive 
compensation will depend on the generation in control 
(Gómez-Mejía et al., 2019) and family CEO affiliation 
(Gómez-Mejía et al., 2003, 2019).

Previous studies have analyzed the effect of family con-
trol and the CEO’s family ties on executive compensation, 
obtaining evidence of a greater restraint of executive com-
pensation in companies with family control and family 
CEO (Gómez-Mejía et al., 2003; Palmberg, 2012). In addi-
tion, Gómez-Mejía et al. (2003) and Ko and So (2012) 
showed a stronger preference for the fixed elements within 
the CEO pay mix in companies with family control. Other 
authors consider the effect of the generation in control and 
the CEO family ties on executive pay design. Michiels 
et al. (2013), from an agency perspective, obtain evidence 
of a positive pay performance relationship in unlisted fam-
ily firms. Barontini and Bozzi (2018), from the steward-
ship theory, obtain evidence that the presence of multiple 
family members in the board lowers CEO pay size in 
descendant-controlled family firms, and has the opposite 
effect in founder-controlled firms, having no effect when 
the CEO is not a family member.

Our work adds to the literature on executive pay in 
family firms by considering the family generation in con-
trol and CEO’s family ties within the theoretical frame-
work of the BAM. Contrary to other previous works 
closer to the traditional arguments of agency theory, in 
this article, we combine the postulates of BAM and the 
family firm’s literature to predict the effect of family con-
trol on the size and design of CEO pay. To the best of our 
knowledge, this is the first work that analyzes the effect of 
the generational transition in family firms on the CEO’s 
remuneration policy from the BAM’s perspective. In 
addition, we analyze not only the amount and the compo-
sition of the CEO’s remuneration, but also CEO pay dis-
parity in relation to other top executives. Using pay 
disparity as an indicator of the concentration of power in 
the hands of the CEO, we provide direct evidence about 
the effect that family control, the family generation, and 
CEO family ties have on the bargaining power of the CEO 
vis a vis the controlling shareholders. Our findings will be 
useful to gain better understanding of the role played by 
executive compensation policies in the conciliation 
between the maintenance of the socioemotional wealth 
and the need to keep the long-term financial viability of 
family firm.

The remainder of this article is organized as follows. In 
Section “Theoretical framework and hypothesis develop-
ment,” we summarize the theoretical framework and pro-
pose three set of hypotheses. We then discuss our sample 
and empirical framework in Section “Data and sample 
selection” while Section “Empirical method and results” 
elaborates our main results and some robustness tests. 
Finally, we conclude the article in Section “Discussion and 
conclusion.”



Fernández Méndez et al. 3

Theoretical framework and 
hypothesis development

CEO pay in family firms

Literature on family firms indicates that family firms 
behave differently than firms not controlled by a family 
(Bertrand & Schoar, 2006). First, the overlapping of share-
holders and managers belonging to the family group con-
tributes to alleviate the conflicts of interest between 
ownership and control. Second, family owners are often 
described as “patient capital” (De Visscher et al., 1995), 
implying that the long run compromise of family members 
with their firm make term to focus on the long-term results 
rather than short-term quarterly returns. Consequently, 
family firm’s management suffers a lower exposure to 
short-term changes in economic conditions. Moreover, in 
family firms, both firm and family systems coexist and are 
interdependent, with family and business economic con-
siderations shaping the firm’s affairs. This situation can 
lead to conflicts between the different agents involved in 
the organization (Simon et al., 2012).

According to BAM, family owners present different 
risk preferences to non-family shareholders (Gómez-Mejía 
et al., 2011). Compared to non-family shareholders, the 
family principal faces higher risk exposure because fami-
ly’s investment is highly concentrated in a single organiza-
tion, which in case of failure implies a catastrophic loss of 
socioemotional and financial wealth for the family group. 
Gómez-Mejía et al. (2007) propose that family owners are 
especially worried about the loss of socioemotional wealth, 
derived from its control position in the family firm. 
Berrone et al. (2012) identify five dimensions of this soci-
oemotional wealth (SEW) endowment: family control and 
influence, identification of family members with the firm, 
binding social ties, emotional attachment of family mem-
bers, and renewal of family bonds to the firm through 
dynastic succession. Keeping these affect-related values 
requires maintaining family control over the firm in the 
long term, which incentives strong managerial monitoring 
to ensure the company’s long-term viability.

According to the greater control incentives of family 
owners and their long-term investment horizon due to the 
concentration of ownership and control in the family 
group, the risk of CEO’s opportunistic behavior is lower in 
family firms (Schulze et al., 2001) and family members are 
prone to altruistic behaviors (Dyer, 2003). Moreover, the 
importance of non-financial goals linked to the preserva-
tion of family control of the firms implies that economic 
rents extracted from the firms become less relevant, thus 
family firms may offer a lower level of compensation to 
their CEO. Consistent with these arguments, previous 
studies corroborate the lower need of high CEO pay levels 
in family firms (Combs et al., 2010; Croci et al., 2012; 
Palmberg, 2012).

Family control and high-risk concentration might not 
only affect the size of CEO pay but also the need to use 
specific pay components that motivate the CEO’s loyalty 
to the company and to the interests of the family. According 
to Conyon (2006), the total compensation of CEO gener-
ally consists of four components: (1) base salary; (2) short-
term bonus, which is generally linked to firm performance; 
(3) stock options giving CEO the right to buy company 
shares in the future; and (4) fringe benefits such as long-
term incentive plans or retirement plans. Fixed compensa-
tion includes the base salary, superannuation payments, 
directors’ fees, and in general, components not linked to 
performance achievements. Variable compensation 
includes elements such as short-term bonus, stock options, 
restricted shares, and other long-term incentive contracts.

The preponderance of non-financial goals over finan-
cial goals is considered in the literature as a major factor 
that differentiates family from non-family firms (Berrone 
et al., 2012; Gómez-Mejía et al., 2007, 2011). This former 
group of targets, also known as socioemotional objectives, 
is closely linked to maintaining family control over the 
company (Berrone et al., 2012). From BAM’s perspective, 
the effect of contingent remuneration on the agents’ risk 
aversion can be positive, negative, or null depending on 
the context and it can pose a danger to socioemotional 
wealth. In addition, the use of option and equity-based 
compensation can alter the firm’s ownership structure 
eroding family control. Family firms will avoid the use of 
such compensation systems because they may debilitate 
the family’s ability to exercise unrestricted authority, influ-
ence, and power (Schulze et al., 2003b), which are espe-
cially relevant for preserving socioemotional wealth 
(Gómez-Mejía et al., 2007).

Accordingly, Block (2008) finds that the base salary of 
CEO pay is higher for family firms. Similarly, Ko and So 
(2012) and Palmberg (2012) find strong evidence that fam-
ily firms in Hong Kong and Sweden, respectively, tend to 
use more of fixed-based pay as opposed to performance-
based pay (variable pay) to their CEOs compared to non-
family firms. Weisskopf (2012) evidences that family 
firms use cash compensation in place of equity-based pay, 
being equity-based pay less necessary as large family 
shareholders have an evident incentive to control manage-
ment. Palmberg (2012) corroborates this reasoning and 
shows that CEOs in non-family firms receive compensa-
tion in stock options more often than CEOs in family 
firms.

Executive pay design can lead either to situations of an 
equalitarian distribution of compensation or to a high dis-
parity among top executives. High pay disparity between 
the CEO and the rest of the executives is considered as a 
sign of CEOs bargaining power and CEOs entrenchment 
(Bebchuk & Fried, 2003). The design of executive pay in 
family firms can be influenced by family altruistic motiva-
tions (Kole, 1997), and the lack of a clear link with 
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performance may render pay formulae rather opaque. In 
this context, high levels of pay disparity would be difficult 
to understand by the executive team members and would 
generate a sense of injustice and inequality. Family firms 
have therefore motivations to maintain low levels of exec-
utive pay disparity to avoid dysfunctional consequences 
among executive team members such as jealousy (Ensley 
et al., 2007).

Moreover, from the BAM’s perspective, when the long-
term generational outlook of family firms is considered, it 
is expected that family owners and executives will invest 
altruistically personal resources for the benefit of the fam-
ily firm (Lim et al., 2010). Altruistic family members 
might favor a more equalitarian share of the firm’s 
resources allocated to executives’ compensation resulting 
in low pay disparity among top executives.

Considering the preceding discussions about the effect 
of family control on executive remuneration, we predict as 
follows:

Hypothesis 1a. CEO total pay is lower in family firms 
compared to non-family firms.

Hypothesis 1b. CEO variable pay is lower in family 
firms compared to non-family firms.

Hypothesis 1c. CEO pay disparity is lower in family 
firms compared to non-family firms.

The effect of the generation in control

So far, we have argued that in family firms CEO pay is 
lower in terms of incentive-based pay and pay disparity 
due to the predominance of family non-financial goals. 
However, the family relevance to managerial compensa-
tion might depend on the stage of the life of the firm with 
differences between the first generation (founder-con-
trolled firms) and subsequent generations (descendant-
controlled firms).

Prior academics define generational stage as “the gen-
eration that controls and manages the family business” 
(Kellermanns & Eddleston, 2006; Kellermanns et al., 
2008; Sciascia et al., 2014). Over time, the family group 
naturally evolves through the emergence of multiple fam-
ily branches. As a result, family members’ identification 
with the whole group declines and they become more com-
mitted with their own family branch and start following 
their own agendas (Ensley & Pearson, 2005; Gersick et al., 
1997). Rather than the maximization of the extended fam-
ily welfare, different family members make decisions 
aimed to increase the welfare of their own nuclear family 
(Lubatkin et al., 2005). The interest of each family branch 
will shift from the generation of long-term rents for the 
whole family to capturing as much short-term rents for the 
nuclear family as possible (Van Aaken et al., 2017).

The generational evolution of the family group implies 
that family control is distributed among multiple family 
branches. As a result, some or even all of them will lose the 
ability to exercise individual control of the company. The 
BAM considers the aversion to catastrophic losses of soci-
oemotional wealth due to the loss of the family firm’s con-
trol as the main non-financial incentive for the family 
group. For those family branches with a minority stake in 
the family firm, the maintenance of control is no longer the 
primary objective guiding their behavior. A weakening of 
the socioemotional objectives is therefore foreseen, while 
the financial objectives will remain. Consequently, the dis-
persion of ownership among family branches may change 
their incentives for direct supervision and their aversion to 
firm’s risk exposure. Both issues can affect the design of 
CEO compensation.

In addition, the multiplication of family members beyond 
the number of available top executive positions often 
implies that some family members work for the company 
and others become passive investors. The latter become less 
emotionally attached to the firm and behave more like exter-
nal investors (Schulze et al., 2003a). The loss of the emo-
tional attachment with the family firm will weaken the loss 
of socioemotional wealth, predicted by the BAM as the 
main driver of family members attitudes toward the firm 
(Gómez-Mejía et al., 2007; Wiseman and Gómez-Mejía, 
1998). These family members will pursue short-term goals 
rather than sustaining in the long term the family socioemo-
tional wealth (Dou et al., 2014). Non-managing sharehold-
ers often want to boost their economic returns from the firm 
either by selling their stakes to external investors or by 
demanding high dividends (Van Aaken et al., 2017).

The rise in the number of family branches can engender 
competition for the scarce positions and resources of the 
firm (Lim et al., 2010). This increased competition can 
exacerbate the conflicts among family members and 
reduce altruistic and cooperative behavior for the whole 
family group. As a result, altruism becomes atomized (Le 
Breton-Miller & Miller, 2013). Altogether, the substitution 
of extended family common interests by the nuclear house-
hold’s financial goals might lead to an increase of conflic-
tive family relations and the reduction of altruistic 
behavior. This typical scenario in family firms after the 
first generation may have implications for the CEO pay as 
self-serving CEOs might prefer high and fixed compensa-
tion even at the cost of the interests of the rest of the share-
holders and executives including other family members. 
This situation will result presumably also in the generation 
of wider pay gaps with other executives.

Therefore, we predict as follows:

Hypothesis 2a. CEO total pay is higher in multi-gener-
ational family firms compared to the first-generation 
family firms.
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Hypothesis 2b. CEO fixed pay is higher in multi-gener-
ational family firms compared to the first-generation 
family firms.

Hypothesis 2c. CEO pay disparity is higher in multi-
generational family firms compared to the first-genera-
tion family firms.

CEO’s family ties

CEOs in family firms are not always members of the 
owner family and family and non-family CEOs might be 
affected by executive pay design differently (Gómez-
Mejía et al., 2019). The use of contingent pay (variable 
compensation linked to the achievement of some target of 
performance) in the compensation package design does 
not necessarily result in greater risk-taking as postulated 
by the agency theory (Wiseman and Gómez-Mejía, 1998). 
Its effect on risk-taking depends on how it may affect the 
present value of future base pay (the portion executive’s 
assured income). Base pay is tied directly to an executive’s 
customary standard of living, whereas variable pay is used 
for supporting the consumption of nonessential items. The 
use of risky strategies to gain access to contingent pay 
might threaten the executive’s position in case these strate-
gies fail to deliver the required performance, putting in 
danger future base pay and consequently the base of the 
executive’s standard of living. Family executives are usu-
ally protected against losing their jobs in the event of nega-
tive outcomes of risky strategies, while the non-family 
executives might easily lose their jobs. The BAM postu-
lates that avoiding the loss of consolidated wealth is the 
main motivating force for agents (Wiseman and Gómez-
Mejía, 1998). Therefore, higher job security of family 
CEOs and its resulting protection against loss of wealth 
makes contingent pay to have different effects on family 
and non-family CEO’s risk appetite. Specifically offering 
contingent pay family CEOs might have the undesirable 
effect of excessive risk-taking since they are protected 
from unemployment risk.

CEO family ties might affect the alignment of their 
goals with those of the family (Cui et al., 2018). From the 
standpoint of the BAM, family CEOs are naturally aligned 
with the preferences of the controlling family group 
(Gómez-Mejía et al., 2019). Family CEOs enjoy job secu-
rity reflected by longer tenures (Gómez-Mejía et al., 2001) 
and socioemotional benefits that would not be experienced 
by a non-family CEO. Family CEOs play the roles of stew-
ards (Diéguez-Soto et al., 2017) and main representatives 
of family interests in the company (Beehr et al., 1997). 
Their identification with the family interests provides them 
with a motivation to hold altruistic behaviors with the fam-
ily group (Schulze et al., 2002) making them more sensitive 
to the negative consequences for the family interests. 
Family CEOs who maintain altruist behavior accept lower 

levels of total pay while they fulfill alternative non-finan-
cial goals (Gómez-Mejía et al., 2011). Therefore, highly 
motivated family CEOs self-regulate, as a result, there is 
less need to use incentives while the opposite is expected 
for external CEOs. The intense use of variable pay formu-
lae in the case of external CEOs will result in high execu-
tive pay disparity (Ehrenberg & Bognanno, 1990).

In sum, the high level of family-related socioemotional 
benefits received by family CEOs would imply that they 
will demand lower levels of pecuniary compensation com-
pared to non-family CEOs. Also, the stronger alignment 
with the family interests would suggest a lower need of 
incentive pay. All these elements, jointly with the exist-
ence of motivations to behave altruistically with family 
members, would result in a narrower pay gap between 
family CEOs and the rest of the top managers.

In this sense, we propose the following hypothesis:

Hypothesis 3a. Family CEOs receive lower total pay 
compared to non-family CEOs within family firms.

Hypothesis 3b. Family CEOs receive lower variable 
pay compared to non-family CEOs within family 
firms.

Hypothesis 3c. Family CEOs observe lower pay dispar-
ity compared to non-family CEOs within family 
firms.

Data and sample selection

Research context

The Australian market provides an ideal setting to analyze 
the effect of family firm’s heterogeneity derived from the 
generation in control and the recruitment of non-family 
CEOs because family firms represent a 70% of all 
Australian firms with 81% of owners dealing with succes-
sion and selection of new CEOs during the last decade1 
(KPMG & Australia FBA, 2009). In addition, the continu-
ous growth experienced by the Australian economy from 
1991 to 2020 provides us with a stable window of study, 
eluding the confounding effects derived from the 2008 
Global Financial Crisis.

Sample and databases

We started the process of classification of family and non-
family firms using as our initial sample the total number of 
Australian Stock Exchange (ASX) listed companies 
included in the Boardroom database for the year 20112 
(1854 firms). We excluded from our sample financial firms 
and utilities (246 firms) leaving us a group of 1,608 firms. 
From this set, we have excluded a group of 469 companies 
that do not provide enough information to classify them 
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either as family or non-family firms, such as the missing 
information on the board of directors or ownership and 
management structures. We also exclude companies where 
ownership is evenly split between a man and a woman 
without information about their marital status and firms 
belonging to several family groups. This process results in 
a sample of 10,918 firm-year observations on 1,139 non-
financial and non-utility ASX listed firms between 2004 
and 2018 for which we have a complete description of 
their ownership and board structures (i.e., the identities of 
the top shareholders, top executives, and directors). We 
have eliminated firm-year observations for which we do 
not have executive compensation data, or we find more 
than one executive serving as CEO during the year or we 
observe a CEO change during the year resulting in 6,838 
observations. We then eliminate firms for which we do not 
have their year of foundation which leaves us with 6,224 
firm-year observations. Finally, we eliminate firms for 
which we do not have financial data, market values, or 
daily returns leaving us with an unbalanced panel of 4,581 
firm-year observations corresponding to 501 firms that on 
average represent 72% of the ASX market capitalization of 
non-financial and non-utility firms for the whole period of 
study.

All data relating to the executive’s compensation, 
boards, and committees’ structures are from Connect4 
Boardroom database. The accounting data which is used to 
determine the size of the company, its profitability, and 
leverage comes from Capital IQ and Morgan Stanley data-
bases. Finally, the share prices, necessary to estimate mar-
ket risk and returns, are from Capital IQ and DataStream 
databases.

Measurement of variables

Our article analyzes the relevance of family control on 
three different aspects of the executive’s compensation: 
CEO total pay, its composition (variable vs fixed pay), and 
pay disparity between the CEO total pay and the total pay 
of the highest non-CEO executives.

The first dependent variable is the natural logarithm of 
the CEO total pay measured in Australian Dollars (TOTAL 
PAY). TOTAL PAY includes all components of the CEO 
compensation: fixed, variable, short or long-term of any 
nature: cash, non-pecuniary, equity, or option based (Croci 
et al., 2012). Also following Croci et al. (2012) and 
Voulgaris et al. (2010), we capture the CEO pay structure 
or design with the proportion of four elements in relation 
to total CEO pay: salary (SALARY), bonus (BONUS), 
equity and option-based pay (EQUITY OPTIONS), and 
variable pay (VARIABLE PAY). In addition, we use two 
measures of pay disparity between CEO total compensa-
tion and the highest total pay to the non-CEO executives: 
the ratio of CEO total pay and the highest total pay of the 

top non-CEO executives (PAY SLICE) and the difference 
between the log transformation of CEO total pay and log 
transformation of the highest total pay of the top non-CEO 
executives (PAY GAP).

We analyze the effects of family control and two addi-
tional characteristics: the generation in control and the 
family ties of the CEO. Family control of the firms is cap-
tured by a binary variable that takes value one if the firm is 
family controlled and zero otherwise (FAMILY). As the 
focus of this article is to examine the executive compensa-
tion of family firms listed in the ASX, the first challenge is 
to identify those family firms. In the absence of any offi-
cial database of family firms in Australia, we classify fam-
ily firms following the ownership and governance criteria 
adopted by prior studies such as Chua et al. (1999), 
Anderson and Reeb (2003), Villalonga and Amit (2006), or 
Zellweger (2017). Particularly, we define a company as a 
family firm if the founding family or a member of the fam-
ily group by either blood or marriage or a private individ-
ual owns at least 20% of the company’s shares (minimum 
control) and at least one family member is an executive or 
board director (governance).

It is often the case that the ownership structure of the 
companies does not present a single majority shareholder. 
A firm’s ownership structure is often composed of a chain 
of direct and indirect holdings, with shares in the hands of 
other firms, holding companies, family funds, and so on. 
For this reason, when shareholders were such entities as 
other companies or institutional investors, we have exam-
ined ownership chains to trace the ultimate individual 
owner. Consequently, our classification of ASX listed 
firms as family or non-family firms involves many man-
hours of hand collection and in-depth reviews of both 
ownership and board structures of all sample firms.

From the analysis of the ownership data reported in the 
OSIRIS database, we classify a firm as family controlled if 
the largest shareholder is “one person or a group of family 
related people” with a shareholding above 20%. When the 
ownership is shared by a group of individuals who accu-
mulate a combined majority share of at least 20%, we ana-
lyze the relationship between individuals to determine 
whether there is any family bond between them. The usual 
practice to determine a family relationship is to match their 
surnames.

The generation in control (first generation vs second 
generation and beyond) is proxied by a binary variable that 
takes value one if the firm is in second generation or 
beyond (firm’s age is above 30 years) and zero otherwise 
(MULTI GEN). We have chosen this specific time span 
following Handler (1994) and Menéndez-Requejo (2006), 
who noted that intergenerational succession entails an age 
gap often of 25–30 years. If socioemotional wealth declines 
in second and subsequent generations of control, we expect 
this variable to relate positively to CEO total pay, to the 
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weight of variable pay, and to pay disparity. The CEO fam-
ily affiliation is captured by a binary variable that takes 
value one if the CEO belongs to the family in control and 
zero otherwise (CEOFAM). Consistent with our previous 
theoretical discussion, we would expect family firms and 
family CEOs to relate negatively to CEO pay size and to 
pay disparity.

We include a set of eight control variables for board 
structure, and other firm characteristics considered to 
influence executive compensation. Particularly, we control 
two elements of the board structure: board size (BD SIZE) 
and the proportion of independent directors (BD INDEP). 
BD SIZE is the natural logarithm of the number of board 
directors, while BD INDEP is the number of independent 
directors scaled by board size. Six other firm-specific con-
trols include investment (CAPEX = the ratio of annual 
capital expenditure to the book value of total assets), mar-
ket performance (Q = Tobin’s q ratio), firm size (SIZE = nat-
ural logarithm of total annual revenue), profitability 
(ROA = the ratio of earnings before interest payments and 
income taxes to total assets), leverage (LEVERAGE = total 
liabilities over total assets ratio), and risk (RISK = the 
annualized standard deviation of the firm’s daily stock 
market returns over a 1-year period). Table 1 presents the 
definitions of all variables used in this study.

Descriptive statistics and correlations

The descriptive statistics of the variables are given in Table 
2 and Spearman’s rank correlations are given in Table 3.

The mean annual total compensation of CEO is A$ 
1,410,037, clearly above its median value of A$ 714,384 due 

to extreme values, and hence, we take Napierian logarithm 
of the CEO’s total pay in our multivariate analysis. This 
mean value of CEO total pay is greater than the mean total 
pay of A$ 988,824.2 in Fernández-Méndez et al. (2015) as 
their amount is expressed in 2001 constant dollars and their 
period of study ends in 2011.3 Approximately 63% of the 
CEO total pay is paid in the form of fixed salary which is 
comparable to the 60% salary pay in Schultz et al. (2013). As 
for the rest of pay components, 11.5% of CEO pay is bonus, 
15.5% equity, and options with a combined 27% of variable 
pay.4 An average CEO retains 53.71% of the total remunera-
tion paid jointly to the CEO and the top paid non-CEO exec-
utive. This value indicates that on average the CEO is paid 
16% more than the next executive. On average, 27% of our 
sample firms are family controlled. This value is higher than 
the same reported by Saleh et al. (2017), which is 22.45% for 
1998–2007 period and 24.54% for 2008–2010 period. This 
small difference might be attributable to differences on the 
sample size: 677 ASX firms in their case and 1,139 in ours. 
In relation to the generation in control, 68% of the family 
firms in our sample are in second generation or beyond and 
72% are run by family CEOs.

As for control variables, the mean of board size is 6 
akin to the 5.96 value reported by Fernández-Méndez et al. 
(2015). The average proportion of independent directors is 
52% indicating that the typical board of directors is domi-
nated by independent directors. To conserve space, we 
omit discussion of the descriptive statistics of our remain-
ing control variables.

The last column in Table 2 displays the variance 
inflation factors (VIFs). All the values are far below 10 
(maximum VIF value is 2.64) indicating that our 

Table 1. Definition of variables.

Variables Definitions

TOTAL PAY Napierian logarithm of the CEO’s total pay measured in AUD.
SALARY The ratio of salary to total pay of CEO.
BONUS The ratio of bonus to total pay of CEO.
EQUITY OPTIONS The ratio of equity and option-based pay to total pay of CEO.
VARIABLE PAY The ratio of variable pay to total pay of CEO.
PAY SLICE The ratio of CEO total pay and the highest total pay of the top non-CEO executives.
PAY GAP Difference between the Napierian logarithm of the CEO total pay and Napierian logarithm of the highest 

total pay to non-CEO executive.
FAMILY A binary variable which equals one if the firm is classified as a family controlled and zero otherwise.
MULTI GEN Binary variable that takes value one if the firm is in second generation or beyond (firm’s age is above 

30 years) and zero otherwise.
CEOFAM A binary variable one is the firm’s CEO belongs to the family in control and zero otherwise.
BD SIZE Napierian logarithm of the number of board members.
BD INDEP Proportion of board independent directors.
CAPEX Ratio of annual capital expenditure to the book value of total assets.
Q Ratio of market capitalization to book value of equity.
SIZE Napierian logarithm of the firm’s book value of total revenue.
ROA The ratio of EBIT to total assets.
LEVERAGE The ratio of book value of total liabilities to total assets.
RISK Annualized of daily market return volatility.
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estimations do not present multicollinearity issues (Hair 
et al., 1995).

Contrarily to our expectations, we observe in Table 3 a 
significant positive correlation between family control and 
both CEO total pay and the bonus pay. We also observe a 
negative correlation between family control and the weight 
of equity and option-based pay, and both of our proxies of 
CEO pay disparity. The set of correlation coefficients for 
our indicator of family-tied CEO indicates that CEOs 
belonging to the control family receives lower compensa-
tion basically with less equity based and variable compo-
nents and presents lower pay disparity with other 
executives. All these results are in line with the predictions 
of the BAM and the reluctance to use forms of compensa-
tion that increase the CEO’s risk exposure to the firm’s 
affairs. The positive correlations of the multi-generational 
firm indicator with the total compensation, the variable 
components, and pay disparity indicate that the succession 
of family generations erodes the executives’ ties with the 
family firm and reduces their incentives to act as 
stewards.

Empirical method and results

Empirical methodology

The following regression equation is used to test our 
hypotheses on the effect of family control on CEO pay, its 
structure, and pay disparity in relation to other top 
executives

TOTALPAY SALARY BONUS EQUITY OPTIONS

VARIABLEPAY PAY SLICE PAYGAP =

αα β
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j i t
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i i t
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where subscript i denotes individual firms and subscript t 
represents the time period (t = 2004, 2005, . . ., 2018). The 
coefficients α, β, μ, ω, and ψ are the parameters to be esti-
mated, while ε is a disturbance term. Our key proxies of 
family control and its specific features are FAMILY, 
MULTI GEN, and CEO FAM which are indicators of fam-
ily control, multi-generational firm, and CEO affiliation to 
the family. CONTROLS comprise a total of eight varia-
bles, as discussed in Section “Measurement of variables.” 
In addition, year dummies (YEAR) and two-digit GICS 
industry dummies (INDUSTRY) are used to control for 
time fixed-effects and industry fixed-effects, respectively. 
We have estimated pooled OLS robust linear regressions 
with White-corrected standard errors in the presence of 
heteroscedasticity.5 We have used propensity score match-
ing (PSM) and regressions on matched samples to alleviate 
endogeneity concerns. We also test the effect of family 
generational stage (H2a, H2b, and H2c) and CEO family 
ties (H3a, H3b, and H3c) using Heckman (1979) two-stage 

Table 2. Descriptive statistics.

Variable Obs. Frequencies M Median SD Minimum Maximum VIF

TOTAL PAY (A$) 4,581 1,410,037 714,384 1,748,481 18,500 8,126,175  
SALARY 4,481 0.627 0.626 0.235 0.101 1.000  
BONUS 4,581 0.115 0.036 0.142 0.000 0.528  
EQUITY OPTIONS 4,581 0.155 0.074 0.196 –0.054 0.820  
VARIABLE PAY 4,581 0.271 0.246 0.247 –0.019 0.868  
PAY SLICE 3,767 2.004 1.746 1.374 0.194 11.520  
PAY GAP 3,767 0.280 0.000 0.449 0.000 1.000  
FAMILY 4,581 27.2% – – – – – 1.06
MULTI GEN 1,282 68.6% – – – – – 1.12
CEOFAM 1,282 72.2% – – – – – 1.15
BD SIZE 4,581 6.641 6.000 2.411 3 21 1.64
BD INDEP 4,581 0.527 0.5 0.258 0.071 1 1.21
CAPEX 4,581 –0.119 –0.044 0.219 –1.889 0 1.21
Q 4,581 6.362 1.526 26.054 –2.127 302.983 1.26
SIZE 4,581 4.573 4.602 2.596 –4.231 10.302 2.64
ROA 4,581 –0.069 0.041 0.479 –6.233 0.440 1.5
LEVERAGE 4,581 0.146 0.118 0.106 0.017 0.819 1.01
RISK 4,581 0.627 0.626 0.235 0.101 1.000 1.36

This table presents the distribution of variables for the period between 2004 and 2018 by showing the number of observations, mean, median, 
standard deviation, minimum, maximum, and the coefficients associated with the VIF. Definitions of the variables shown are displayed in Table 1. All 
variables coincide with definitions in Table 1 except for TOTAL PAY and BD SIZE which for the sake of clarity are not log-transformed.
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Table 4. Regression results: the effect of family control on CEO pay.

Variable TOTAL PAY SALARY BONUS EQUITY 
OPTIONS

VARIABLE 
PAY

PAY SLICE PAY GAP 

 Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7

FAMILY –0.0724*** 0.0162** 0.0051 –0.0231*** –0.0173** –0.122** –0.0505**
 (–3.22) (2.16) (1.18) (–3.60) (–2.32) (–2.57) (–2.56)
BD SIZE 0.4260*** –0.0504*** 0.0180*** 0.0732*** 0.0881*** 0.1850** 0.0187
 (12.15) (–4.30) (2.67) (7.33) (7.60) (2.45) (0.60)
BD INDEP –0.4760*** 0.0589*** –0.0404*** –0.0520*** –0.0920*** –0.3770*** –0.2370***
 (–11.53) (4.28) (–5.10) (–4.43) (–6.74) (–4.23) (–6.43)
CAPEX –0.396*** 0.0212 0.0111 –0.0877*** –0.0737*** 0.347*** 0.1380***
 (–7.92) (1.25) (1.15) (–6.15) (–4.45) (2.80) (2.69)
Q 0.0066*** –0.0013*** 0.0005*** 0.0008*** 0.0014*** 0.0006 0.0009**
 (16.10) (–9.62) (6.97) (7.44) (10.41) (0.64) (2.25)
SIZE 0.3090*** –0.0347*** 0.0210*** 0.0173*** 0.0385*** –0.0111 0.0186***
 (48.94) (–16.49) (17.32) (9.64) (18.44) (–0.79) (3.20)
ROA –0.0156 –0.0018 –0.0006 0.0028 0.0012 –0.0840 –0.0160
 (–0.63) (–0.22) (–0.14) (0.40) (0.16) (–1.36) (–0.63)
LEVERAGE –0.0083** 0.0003 0.0004 –0.0021** –0.0017 –0.0147** –0.0042
 (–2.58) (0.32) (0.66) (–2.28) (–1.64) (–2.07) (–1.45)
RISK –0.2240** 0.0549 –0.1370*** 0.0599* –0.0748** 0.3050 –0.0053
 (–2.04) (1.50) (–6.50) (1.91) (–2.06) (1.20) (–0.05)
CONSTANT 11.2800*** 0.8390*** 0.0344** –0.0902*** –0.0486* 1.8850*** 0.4870***
 (142.49) (31.66) (2.26) (–4.00) (–1.86) (10.81) (6.74)
Total obs. 4,585 4,585 4,585 4,585 4,585 4,515 4,515
N firms 501 501 501 501 501 477 477
Adjusted R2 .663 .185 .242 .131 .255 .0140 .0280
F-statistics 302.0 34.95 49.87 24.09 53.24 3.139 5.342
p-value .0000 .0000 .0000 .0000 .0000 .0000 .0000

This table presents the pooled OLS estimates of equation (1) explaining CEO pay size, CEO pay composition, and CEO pay disparity using an 
unbalanced panel of firm-level data for the period between 2004 and 2018. Definitions of the variables shown are displayed in Table 1. All models 
include 2-digit GICS and year dummy variables. Levels of significance are indicated by *, **, and *** for 10%, 5%, and 1%, respectively. We signal in 
bold statistically significant coefficients at ordinary levels.

Table 5. Regression results for the effect of generation in control on CEO pay.

Variable TOTAL 
PAY

SALARY BONUS EQUITY 
OPTIONS

VARIABLE 
PAY

PAY SLICE PAY GAP 

 Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7

MULTI GEN 0.1400*** –0.0077 0.0322*** –0.0140 0.0216 0.2630*** 0.1190***
 (3.22) (–0.51) (2.98) (–1.12) (1.39) (3.03) (2.77)
CONTROLS YES YES YES YES YES YES YES
YEAR-FE YES YES YES YES YES YES YES
INDUSTRY-FE YES YES YES YES YES YES YES
Total obs. 1,281 1,281 1,281 1,281 1,281 1,133 1,133
N firms 130 130 130 130 130 126 126
Adjusted R2 .702 .200 .174 .191 .282 .0682 .106
F-statistics 76.39 8.864 7.724 8.579 13.55 3.073 4.343
p-value .0000 .0000 .0000 .0000 .0000 .0000 .0000

Regression results of CEO pay on family firm generational stage. This table presents the pooled OLS estimates of equation (1) predicting CEO pay 
size, CEO pay composition, and CEO pay disparity using an unbalanced panel of firm-level data on family firms for the period between 2004 and 
2018. Dependent and control variables are the same as in Table 4. Definitions of the variables shown are displayed in Table 1. All models include 
two-digit GICS and year dummy variables. Levels of significance are indicated by *, **, and *** for 10%, 5%, and 1%, respectively. We signal in bold 
statistically significant coefficients at ordinary levels.
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models to control for the endogeneity bias from self-selec-
tion of family versus non-family firms.

Main results

Tables 4 to 6 show, respectively, results from robust linear 
regressions with White-corrected standard errors for the 
effects of: the family control, the generation in control, and 
the CEO family ties.

The results in the first column of Table 4 show a sig-
nificant negative relationship between the family nature 
of the firm and CEO total pay. This result suggests that 
family firms pay less to their CEOs relative to non-family 
firms, and hence, this strongly supports our first 
Hypothesis H1a. The coefficients obtained show an eco-
nomically significant decrease in CEO pay associated 
with family control. For example, the coefficient in 
Model 1 for the variable FAMILY indicates that family 
firms’ CEOs will experience approximately a 7% reduc-
tion in the geometric average of CEO pay. With a A$ 
775,196 geometric average for CEO pay, family firm 
CEOs will receive on average A$ 54,140 less than CEOs 
in non-family firms.

Column (5) shows a significant negative relationship 
between family control and the variable components of 
CEO total pay (VARIABLE PAY). Our coefficients indi-
cate that CEOs pay in family firms contains 1.7% less of 
variable components than in non-family firms. The nega-
tive and statistically significant coefficient for the family 
control variable in Column (4) suggests that the results for 
VARIABLE PAY are driven by the equity- and option-
based component of CEO pay (EQUITY OPTIONS). 
Furthermore, our estimates indicate a significant positive 
relationship between family control and the proportion of 
CEO fixed (SALARY). In sum, these results offer strong 
support for Hypothesis H1b that states a negative influence 

of family control on the use of variable- and incentive-
based pay to CEOs. The weak incentives offered by family 
firms to their CEOs are consistent with the strong motiva-
tion of highly invested and undiversified family control 
groups to engage in direct managerial monitoring. From 
the BAM’s perspective, we can also explain the lower 
option- and equity-based pay by the family groups’ reluc-
tance to alter the ownership structure of the firm, which 
might erode the family control resulting in the loss of soci-
oemotional wealth.

Finally, the estimates in Columns (6) and (7) indicate a 
significant negative relationship between family control 
and our proxies of executive pay disparity. The relative 
difference between CEO’s and the next executive’s pay 
(PAY GAP) is lower in family-controlled firms. We 
observe a similar result for the proportion of the remunera-
tion awarded to the two highest paid executives appropri-
ated by the CEO (PAY SLICE). This equalitarian way of 
setting executive compensation is consistent with the 
BAM’s notion that families hold a long-term generational 
outlook and present a strong aversion to socioemotional 
wealth loss. Altruist family owners and executives will 
invest personal resources for the benefit of the family 
goals (Lim et al., 2010). Maintaining low levels of pay dis-
parity prevents socioemotional wealth loss due to jealousy 
among executives, especially in the family firm’s context 
where altruism in executive pay setting and the loss of a 
clear link between pay and performance makes pay dispar-
ity difficult to justify.

As for our results for the control variables, we find sta-
ble and significant coefficients for firm size, investment 
opportunities, board size, and board independence. Large 
firms, those with more investment opportunities, and firms 
with larger boards tend to offer higher and more incentive-
based pay to their CEOs. However, firms with a higher 
proportion of independent directors tend to pay less to 

Table 6. Regression results: the effect of CEO family affiliation on CEO pay.

Variable TOTAL 
PAY

SALARY BONUS EQUITY 
OPTIONS

VARIABLE 
PAY

PAY SLICE PAY GAP 

 Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7

CEOFAM –0.0538 0.0687*** –0.0198** –0.0508*** –0.0689*** –0.2990*** –0.1880***
 (–1.34) (5.05) (–2.02) (–4.54) (–4.91) (–3.91) (–4.90)
CONTROLS YES YES YES YES YES YES YES
YEAR-FE YES YES YES YES YES YES YES
INDUSTRY-FE YES YES YES YES YES YES YES
Total obs. 1,281 1,281 1,281 1,281 1,281 1,133 1,133
N firms 130 130 130 130 130 126 126
Adjusted R2 .682 .201 .151 .184 .271 .0553 .0806
F-statistics 92.57 11.57 8.590 10.66 16.87 3.210 4.308
p-value .0000 .0000 .0000 .0000 .0000 .0000 .0000

Regression results of CEO pay on CEO family affiliation. This table presents the pooled OLS estimates of equation (1) predicting CEO pay size, CEO pay 
composition, and CEO pay disparity using an unbalanced panel of firm-level data for the period between 2004 and 2018. Dependent and control variables 
are the same as in Table 4. Definitions of the variables shown are displayed in Table 1. All models include two-digit GICS and year dummy variables. Levels 
of significance are indicated by *, **, and *** for 10%, 5%, and 1%, respectively. We signal in bold statistically significant coefficients at ordinary levels.
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their CEOs and to offer them a lower proportion of incen-
tive-based CEO pay.

Table 5 presents the results related to our second set of 
hypotheses, relating the effect of the different stages of 
family generation (i.e., first generation as opposed to next 
generations) on executive pay for the subsample of family 
firms. The coefficient on the indicator of multi-genera-
tional firm (MULTI GEN) in Columns (1) and (3) is posi-
tive and statistically significant at 1% or better. These 
results illustrate that older firms, in second generation and 
beyond, pay higher compensation to their CEOs which is 
mostly in the form of higher bonus payments. The coeffi-
cient for the variable MULTI GEN in Model 1 indicates 
that the geometric average of CEO pay in multi-generation 
family firms experience a 15% increase in comparison 
with family firms in the first generation. This effect 
accounts for an economically significant increase of A$ 
116,491 in total CEO pay.

The significant positive coefficients on MULTI GEN in 
Columns (6) and (7) evidence that firms in second genera-
tion or above exhibit higher pay disparity between the CEO 
and the next top non-CEO executive. Hence, these results 
provide strong support to our two hypotheses, H2a and 
H2c, and are consistent with a decline of the socioemo-
tional goals and the altruistic behavior within family firms 
as the generations evolve. Descendent-controlled firms 
tend to behave more like non-family firms as the identifica-
tion of the CEO with the family group declines and extracts 
family resources through high levels of compensation. Our 
results indicating that the higher CEO pay is done in the 
form of bonus (i.e., variable pay) might be interpreted as a 
sign that in descendent-controlled firms the dispersion of 
power in the hands of multiple family members implies that 
the CEO is forced to accept variable pay to fulfill his 
demands of higher rent extraction. The rent extraction 
through higher CEO pay is also in accordance with the 
higher disparity of CEO pay observed in these firms.

Table 6 reports the results for the analysis if externally 
hired CEOs are paid differently compared to family CEOs. 
The results in the first column of Table 6 show a negative 
but insignificant coefficient for the proxy indicating the 
CEO family ties (CEOFAM). Therefore, we do not find 
support to our Hypothesis H3a according to which family 
CEOs accept lower pay in exchange for the family’s soci-
oemotional wealth. Although the size of CEO pay does not 
differ between family and non-family CEOs, we have 
detected significant and sizable differences in the design of 
their pay packages. For example, the significant negative 
coefficient on CEOFAM in Column (5) suggests that fam-
ily CEO receives low variable pay. The significant nega-
tive coefficients on CEOFAM in Columns (3) and (4) 
demonstrate that the low variable payment to family CEO 
is sourced from low bonuses and low equity- and option-
based payments. Hence, these results provide strong sup-
port to Hypothesis H3b and suggest that there is no need to 

use incentive-based pay in the case of family CEOs, who 
are naturally aligned with the family’s goals. In addition, 
family CEOs, heavily invested in their own companies, 
will be reluctant to increase their exposure to the firm’s 
risk through variable pay formulae. Finally, the significant 
positive coefficient on CEOFAM for fixed salary in 
Column (2) might have offset the significant negative 
coefficient on variable pay in Column (5) resulting in an 
insignificant coefficient for TOTAL PAY in Column (1).

We also observe a significant negative relationship 
between CEO family ties and pay disparity measures in 
Columns (6) and (7). This result strongly supports 
Hypothesis H3c. The models in Columns 6 and 7 are esti-
mated for 477 observations because there are firms that 
only provide information on the remuneration of the CEO 
and consequently, we cannot calculate pay gap or pay dis-
parity. When we use this reduced sample to estimate mod-
els in Columns 1 to 5, the sign and the significance of the 
coefficients remain. Despite our hypotheses on the effect 
of CEO family affiliation not being totally ratified, the 
results show interesting findings about the relationship 
between CEO family ties and pay, highlighting that family 
CEO receives more fixed salary, less variable pay both in 
bonuses and options and equity, and presents less pay dis-
parity with other top executive pay.

In summary, with regard to our first set of hypotheses, 
our results support that family firms offer lower CEO total 
pay (supporting H1a), offer less variable pay (supporting 
H1b), and present less pay disparity (supporting H1c). 
About our second set of hypotheses related to multi-gener-
ational family firms, we detect that firms in second genera-
tion and beyond exhibit higher CEO total pay (supporting 
H2a) and greater pay disparity (supporting H2c). Finally, 
with regard to our third set of hypotheses related to CEO 
family ties, we also observe that family firms with family 
CEOs use less variable pay (supporting H3b) and experi-
ence low pay gap (supporting H3c).

Robustness tests

In this section, we present robustness checks using alterna-
tive methods and alternative definitions of the variables 
analyzed. In order to address endogeneity concerns, we 
have used PSM comparing the mean values of our set of 
dependent variables for the whole sample and matched 
samples after controlling for confounding factors. Our 
results are shown in Table 7. Panel A of Table 7 displays 
the mean difference comparing family and non-family 
firms and Panel B shows, for the sample of family firms, 
the mean difference between firms run by family CEOs 
and by external CEOs.

Our PSM-based results for the effect of family control 
as reported in Panel A are similar to those shown in Table 
4. Particularly, we observe for the matched sample that the 
mean CEO pay, equity- and option-based pay, and variable 
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pay are lower, but salary is higher for the treatment firms, 
that is, family firms. There is also evidence of a lower 
mean pay-slice and pay-gap in the group of family firms. 
The estimates in Panel B also confirm those findings pre-
sented in Table 6. We find for the matched sample a higher 
salary, a lower equity- and option-based pay, and variable 
pay for firms run by family CEOs. Also, as in the case of 
Table 6, family CEOs show lower pay disparity with other 
top executives. Altogether, the mean differences from 
matched samples provide robustness to the set of results 
from the regression analysis in Tables 4 and 6.

We have also performed regressions of Tables 4 and 6 
based on matched samples derived from the PSM. Both 
regressions are shown in Table 8. Panel A estimates the 
effect of family control while Panel B estimates the effect 
of CEO family affiliation. Coefficients in Panel A are simi-
lar in sign and statistical significance to those displayed in 
Table 4. These results confirm that CEOs in family firms 
receive lower pay, more fixed and less variable compo-
nents, and present lower pay disparity. Results in Panel B 
are also similar to results in Table 6 with the only excep-
tion of the first column that with the matched sample is 
now negative and marginally significant. Therefore, we 
obtain further confirmation that CEOs belonging to the 
control family receive more fixed pay, less variable pay, 
and present lower pay disparity. We also have evidence 
that family CEOs receive lower compensation than exter-
nally hired CEOs.

We have also checked whether our results in our regres-
sion models are dependent on the use of additional or alter-
native definitions of the control variables. In the first place, 
we obtain similar results when we use the log transforma-
tion of total assets or market capitalization as alternative 
proxies for firm’s size. In the second place, considering 
that the remuneration committee is a major element in the 
design of executive pay, we have conducted robustness 
analysis including controls of the remuneration committee 
size and independence. Our results (untabulated) indicate 
that the sign and the significance of the coefficients for our 
proxies of family firm, generation in control, and family 
CEO remain unchanged.

Due to the fact that the effects of the family generation 
in control (H2) and CEO family ties (H3) are tested for the 
sample of family firms, there might be endogeneity con-
cerns due to sample selection bias. There is a possibility 
that unobservable variables that differ systematically 
between family and non-family firms might be correlated 
with unobservable factors that affect the design of execu-
tive pay. To alleviate this concern of endogeneity due to 
sample bias in family firm, we re-estimated models in 
Tables 5 and 6 using the Heckman model (Heckman, 
1979). To instrument family firm status in the first-stage 
probit, we use the industry-level competition proxied by 
the Herfindahl index at the two-digit GICS industry (Klasa, 
2007) and the number of years elapsed since the firm 
became publicly traded (Anderson & Reeb, 2003). Our 

Table 7. Results for treatment effect analysis using propensity score matching.

Outcome variables Original sample (M) Nearest neighbor matched sample (M)

Treated Controls Difference t stat Treated Controls Difference t stat

Panel A: Effect of family control (FAMILY)
 TOTAL PAY 13.6976 13.5798 0.1178*** [3.2] 13.6976 13.7707 –0.0731** [–1.95]
 SALARY 0.6237 0.6094 0.0143** [1.86] 0.6238 0.5863 0.0375*** [4.82]
 BONUS 0.1438 0.1156 0.0282*** [6.11] 0.1436 0.1396 0.0040 [0.78]
 EQUITY 
OPTIONS

0.1352 0.1716 –0.0365*** [–5.78] 0.1353 0.1736 –0.0384*** [–6.09]

 VARIABLE PAY 0.2785 0.2874 –0.0089 [–1.11] 0.2784 0.3135 –0.0351*** [–4.23]
 PAY SLICE 1.8661 2.0058 –0.1397*** [–3.23] 1.8661 1.9947 –0.1285*** [–3.11]
 PAY GAP 0.4746 0.5158 –0.0412** [–2.21] 0.4746 0.5252 –0.0507*** [–2.65]
Panel B: Effect of CEO family affiliation (CEO FAM)
 TOTAL PAY 13.4001 13.8073 –0.4072*** [–6.41] 13.4803 13.5066 –0.0263 [–0.33]
 SALARY 0.6936 0.5966 0.0971*** [7.3] 0.6833 0.6286 0.0547*** [3.11]
 BONUS 0.1229 0.1512 –0.0283*** [–2.98] 0.1294 0.1374 –0.0080 [–0.64]
 EQUITY 
OPTIONS

0.0820 0.1566 –0.0747*** [–6.96] 0.0875 0.1243 –0.0367*** [–2.72]

 VARIABLE PAY 0.2044 0.3074 –0.1029*** [–7.16] 0.2148 0.2621 –0.0473*** [–2.53]
 PAY SLICE 1.7066 1.9336 –0.227*** [–3.27] 1.6325 1.9139 –0.2814*** [–3.58]
 PAY GAP 0.3640 0.5183 –0.1543*** [–4.61] 0.3557 0.5127 –0.1570*** [–3.88]

Average differences of CEO pay size, CEO pay composition, and pay disparity between family and non-family firms (Panel A) and family firms run by 
family CEOs and non-family CEOs (Panel B). This table presents average differences of CEO pay size, CEO pay composition, and CEO pay disparity 
for the original sample and matched samples obtained from propensity score matching analysis. Definitions of the variables shown are displayed in 
Table 1. Levels of significance are indicated by *, **, and *** for 10%, 5%, and 1%, respectively.
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results for the (untabulated) selection probit model indi-
cate that both instruments are strongly correlated to the 
dummy variable indicating family control, while they are 
not correlated to CEO pay.

Panel A in Table 9 shows the first-stage probit estima-
tion of the family firm status, Panel B shows estimates of 
the effect of family generational stage, and Panel C dis-
plays the results for CEO family affiliation.6 The results in 
Panel B indicate that CEOs in multi-generational family 
firms receive higher total pay, with less proportion of fixed 
elements and more variable components and present 
higher pay disparity. Overall, these results confirm our 
Hypotheses H2a and H2c. Results in Panel B are similar to 
those performed for the matched samples displayed in 
Panel B of Table 7. Therefore, we obtain further confirma-
tion of the Hypotheses H3a, H3b, and H3c indicating that 
family CEOs receive lower total pay with higher propor-
tion of fixed pay, less proportion of variable pay, and pre-
sent lower pay disparity.

In addition, we have used a 25-year cutoff point in the 
definition of the binary indicator of family firms’ genera-
tional stage. The results in Table 10 resemble those in Table 
5 and affirm that multi-generational family firms provide 
higher total pay to their CEOs. Also, like Table 5, we 
observe higher pay disparity for multi-generational family 

firms. All our results hold when we eliminate from the sam-
ple of study firms that evolve from less to more than 
30 years of age during the period of study. In summary, our 
results concerning the effect of the generation in control are 
robust to the use of the alternative time intervals considered 
in the literature to define the passing of a generation.

Discussion and conclusion

In this article, we examine within the framework of the 
BAM how family control affects CEO pay for a sample of 
Australian listed firms. We do not consider family firms as 
a homogeneous block; therefore, within the group of fam-
ily firms, we further study the effects of two sources of 
family firm heterogeneity (i.e., the generational stage of 
the company and CEO family ties) on CEO pay design. 
Our results provide novel evidence that family firms offer 
lower, less variable pay to their CEOs presenting also 
lower levels of executive pay disparity. Multi-generational 
family firms offer higher compensation to their CEOs and 
present wider pay inequalities among the top executives. 
Finally, family CEOs tend to receive less variable pay 
(more fixed) also with lower pay disparity.

Our results of lower pay size, incentive pay, and pay 
disparity can be explained by the preservation of 

Table 8. Regression results with matched samples.

TOTAL 
PAY

SALARY BONUS EQUITY 
OPTIONS

VARIABLE 
PAY

PAY SLICE PAY GAP

Panel A: The effect of family control on CEO pay
 FAMILY –0.1040*** 0.0154* 0.0092 –0.0300*** –0.0211** –0.1900*** –0.0877***
 (–3.94) (1.80) (1.60) (–4.14) (–2.40) (–3.27) (–3.56)
 CONTROLS YES YES YES YES YES YES YES
 YEAR-FE YES YES YES YES YES YES YES
  INDUSTRY-

FE
YES YES YES YES YES YES YES

Total obs. 2,308 2,308 2,308 2,308 2,308 1,988 1,988
Adjusted R2 .688 .231 .187 .187 .296 .0434 .0707
F-statistics 170.6 23.79 18.66 18.74 33.27 4.005 6.040
p-value .0000 .0000 .0000 .0000 .0000 .0000 .0000
Panel B: The effect of CEO family affiliation on CEO pay
 CEOFAM –0.0873* 0.0706*** –0.0363*** –0.0338*** –0.0722*** –0.2940*** –0.1810***
 (–1.71) (4.17) (–2.90) (–2.70) (–4.20) (–3.65) (–3.97)
 CONTROLS YES YES YES YES YES YES YES
 YEAR-FE YES YES YES YES YES YES YES
  INDUSTRY-

FE
YES YES YES YES YES YES YES

Total obs. 592 592 592 592 592 539 539
Adjusted R2 .593 .189 .124 .217 .259 .0965 .102
F-statistics 29.75 5.489 3.776 6.473 7.894 2.916 3.035
p-value .0000 .0000 .0000 .0000 .0000 .0000 .0000

Regression results of CEO pay on family control (Panel A) and CEO family affiliation (Panel B). This table presents the pooled OLS estimates 
of equation (1) predicting CEO pay size, CEO pay composition, and CEO pay disparity using matched samples obtained from propensity score 
matching analysis. Dependent and control variables are the same as in Table 4. Definitions of the variables shown are displayed in Table 1. All 
models include two-digit GICS and year dummy variables. Levels of significance are indicated by *, **, and *** for 10%, 5%, and 1%, respectively.
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socioemotional wealth which is the primary motivation 
of family control groups according to BAM (Gómez-
Mejía et al., 2007). An inappropriate executive pay 
design can lead to undesired choices of risk level with 
catastrophic results of socioemotional wealth losses 
linked to the firm’s failure or the inability to retain con-
trol (Berrone et al., 2012). Family control groups are 

especially vulnerable to the risks derived from an inade-
quate incentive pay design (Gómez-Mejía et al., 2019). 
High exposure to risk promotes monitoring by the family 
group, contributing to reduce excessive pay levels and 
the need for variable incentives.

Nevertheless, socioemotional factors affecting family 
decision-making vary with the age of the company (Sciascia 

Table 9. Heckman regression results.

FAMILY

Panel A: First-stage regression
FIRM AGE 0.0755*** (2.81)
HERF IND 0.6822*** (4.20)
CONTROLS YES
N 4,225
Chi-square 397.29
p-value .0000

Variable TOTAL 
PAY

SALARY BONUS EQUITY 
OPTIONS

VARIABLE 
PAY

PAY SLICE PAY GAP 

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7

Panel B: The effect of family generational stage
Main  
MULT–GEN 0.2826*** –0.0358*** 0.0093 0.0263*** 0.0324** 0.3299*** 0.2495***
 (7.53) (–2.87) (1.00) (2.63) (2.49) (4.41) (6.77)
CONTROLS YES YES YES YES YES YES YES
YEAR-FE YES YES YES YES YES YES YES
INDUSTRY-FE YES YES YES YES YES YES YES
N_Uncensorerd 1,224 1,224 1,224 1,224 1,224 1,081 1,081
Wald chi-square 2,132.2 320.0 209.7 304.3 474.7 120.3 161.2
p-value .0000 .0000 .0000 .0000 .0000 .0000 .0000
Mills ratio: λ 0.5720* 0.0475 –0.0547 0.0061 –0.0257 –0.5097 –0.0232
p-value (1.93) (0.47) (–0.78) (0.08) (–0.26) (–0.77) (–0.07)
Panel C: The effect of CEO family affiliation on CEO pay
Main  
CEOFAM –0.0828** 0.0820*** –0.0220** –0.0625*** –0.0846*** –0.2489*** –0.1748***
 (–2.05) (6.17) (–2.22) (–5.92) (–6.17) (–3.14) (–4.43)
CONTROLS YES YES YES YES YES YES YES
YEAR-FE YES YES YES YES YES YES YES
INDUSTRY-FE YES YES YES YES YES YES YES
N_Uncensorerd 1,224 1,224 1,224 1,224 1,224 1,081 1,081
Wald chi-square 2,454.3 353.3 213.0 338.9 516.0 100.5 116.6
p-value .0000 .0000 .0000 .0000 .0000 .0000 .0000
Mills ratio: λ –0.0523 0.0693 –0.0608 –0.0110 –0.0409 –1.2436* –0.5908*
p-value (–0.19) (0.72) (–0.91) (–0.16) (–0.45) (–1.80) (–1.73)

This table presents the Heckman (1979) estimates of equation (1) predicting CEO pay size, CEO pay composition, and CEO pay disparity. Panel 
A shows the first-stage estimations of the probit model predicting family firm status (FAMILY) while Panels B and C present, respectively, the 
treatment models predicting the effects of family generational stage (MULT-GEN) and CEO family ties (CEOFAM). Dependent and control variables 
are the same as in Table 4. Definitions of the variables shown are displayed in Table 1. Second-stage models include two-digit GICS and year 
dummy variables. The instruments for the family firm dummy in the first-step estimation are industry-level competition proxied by the Herfindahl 
index at the two-digit GICS industry (HERF IND) and firm’s age (FIRM AGE). First-stage regressions include all the control variables that enter the 
second stage, excluding year dummies that perfectly predict family firms. Levels of significance are indicated by *, **, and *** for 10%, 5%, and 1%, 
respectively. The presence of the selection bias is captured by the coefficient λ of the inverse of Mills ratio. Typically, if λ is statistically equal to 
zero, then there is no issue of sample selection. In contrary, if λ is statistically different from zero, then there is a sample selection issue and the 
baseline estimates are biased. We signal in bold statistically significant coefficients at ordinary levels.
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et al., 2014). The weight of non-financial goals for family 
members declines with the passing of generations while 
financial goals increase as family ties weaken and differ-
ences among new family branches emerge (Arrondo-García 
et al., 2016; Le Breton-Miller & Miller, 2013; Lubatkin 
et al., 2005). Our results indicate that as family control is 
diluted through the emergence of different family branches, 
family firms behave more like non-family firms, that is, 
paying higher and more variable CEO compensation.

The lower pay size, variable pay, and pay disparity 
associated with CEO family ties are consistent with the 
notion that family CEOs are naturally aligned with the 
interests of the family group, which reduces the need of 
supervision or incentive use. Family CEOs benefit from 
the fulfillment of family-related socioemotional goals and 
are prone to present altruistic behaviors that are aligned 
with the family goals.

Theoretical implications/contributions

This research contributes to the literature on family firms 
by offering evidence that helps understanding the design 
of CEO compensation in heterogeneous family firms. We 
respond to the calls for deeper research on additional ele-
ments of family influence such as the generation in control 
and CEO family ties (Alessandri et al., 2018). First, in this 
respect, we present results indicating that the family firms 
configure executive pay according to their exposure to 
specific family risk and its evolution through time and 
generations. Second, we observe that the different nature 
of risk borne by family and non-family executives is also a 
key determinant of the compensation formulae chosen by 
the firm.

Several authors have contributed to this line of study by 
analyzing how family firm’s heterogeneity affects diverse 

managerial outcomes. For instance, recent studies by 
Sánchez-Marín et al. (2020) and Belda-Ruiz et al. (2021) 
analyze the influence of generation in control and the CEO 
family ties on the dividend policy and the level of CEO 
compensation monitoring, respectively. More closely 
linked to our line of study, Michiels et al. (2013), using the 
agency perspective, analyze the influence of these same 
aspects on the pay-performance ratio while Barontini and 
Bozzi (2018), from the stewardship theory, analyze the 
size of the different components of executive compensa-
tion. Our article complements these studies by considering 
a different theoretical perspective and extending the analy-
sis to the remuneration of executives below the CEO level 
specifically in comparison with CEO pay.

Our study belongs to the stream of the academic litera-
ture that analyzes the influence of family control on execu-
tive pay, which departing from a purely agency perspective 
has evolved toward socio-psychological perspectives 
(Jaskiewicz & Dyer, 2017). By using the BAM perspective 
through the lens of the SEW, we are able to explain how 
the changing non-economic aims and affective bonds of 
family members contribute to the shaping of executive 
pay.

Our results offer support to BAM’s predictive validity 
with respect to executive compensation design in the spe-
cific case of family firms. Combining BAM with family 
firm literature, we advance our knowledge of the specific 
nature of agency relations within family firms. Our results 
are in accordance with the BAM’s assumption that the 
behavior of all parts implicated in the firm’s management 
and control are driven by loss aversion and that family 
groups are especially motivated by aversion to the loss of 
socioemotional wealth. While alternative approaches such 
as the agency theory or the stewardship theory do not 
explain consistently the differences in the size and design 

Table 10. Results alternative cutoff point for multi-generational firms (25 years).

(1) (2) (3) (4) (5) (6) (7)

 TOTAL PAY SALARY BONUS EQUITY 
OPTIONS

VARIABLE 
PAY

PAY SLICE PAY GAP

MULTI GEN 0.1660*** 0.0006 0.0253* –0.0165 0.0080 0.2370** 0.0540
 (3.16) (0.03) (1.94) (–1.10) (0.43) (2.23) (1.02)
CONTROLS YES YES YES YES YES YES YES
YEAR-FE YES YES YES YES YES YES YES
INDUSTRY-FE YES YES YES YES YES YES YES
Total obs. 1,281 1,281 1,281 1,281 1,281 1,133 1,133
N firms 130 130 130 130 130 126 126
Adjusted R2 .702 .200 .170 .191 .281 .0647 .100
F-statistics 76.37 8.856 7.565 8.578 13.49 2.957 4.152
p-value .0000 .0000 .0000 .0000 .0000 .0000 .0000

Regression results of CEO pay on family firm generational stage. This table presents the pooled-OLS estimates of Eq. (1) predicting CEO pay size, 
CEO pay composition and CEO pay disparity using an unbalanced panel of firm-level data for the period between 2004–2018. Dependent and 
control variables are the same as in Table 4. Definitions of the variables shown are displayed in Table 1. All models include 2-digit GICS and year 
dummy variables. Levels of significance are indicated by *, **, and *** for 10%, 5%, and 1%, respectively. We signal in bold statistically significant 
coefficients at ordinary levels. 
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of managerial pay observed between founder-controlled 
and descendant-controlled firms and between firms run by 
family and non-family CEOs, the BAM perspective, 
through the consideration of the evolution of socioemo-
tional goals pursued by family members, provides a valid 
explanation to the dynamics observed in the executive pay 
policies of family firms.

Practical implications

Our findings have several practical implications for regu-
lators, practitioners, and family owners. First, we obtain 
evidence that might be useful in the formulation of the rec-
ommendations on executive compensation by policymak-
ers, by signaling that rather than using a “one-size fits all” 
recipe, compensation formulas should be adapted to the 
ownership and control structures of the companies. The 
ASX makes a general recommendation to include an 
appropriate balance of fixed and performance-based remu-
neration with targets aligned to the firm’s circumstances in 
relation to goals and risk appetite. Our results contribute to 
clarify executive pay design considering the objectives 
and risk exposure of owners and agents in family firms. 
The evidence suggests that executive pay design in family 
firms in general and more specifically those managed by 
family CEOs should not rely heavily on the use of contin-
gent pay due to the existence of a strong monitoring by the 
family group and a natural alignment of the managers with 
the family owners’ goals. As family ownership is predomi-
nant in most of the countries, we encourage policymakers 
to be aware of the conflicts of interest among family mem-
bers that may arise from the use of variable compensation 
formulas, especially those that affect the firm’s ownership 
structure.

Second, our results provide valuable insights to inves-
tors. A better knowledge of the family firms’ features will 
facilitate an accurate assessment of the compensation 
packages proposed in these firms. Family firms’ non-
financial objectives and their aversion to the loss of soci-
oemotional wealth are specific characteristics that affect 
the need to use variable remuneration formulas for mana-
gerial control. Therefore, the investors should be aware 
that remuneration formulas considered unsuitable for non-
family firms with dispersed ownership might perfectly suit 
family firms. Thus, the financial markets should not penal-
ize the predominance of fixed compensation components 
in family firms because of their high level of managerial 
monitoring and interests’ alignment. Moreover, within the 
current trend of submitting executive compensation plans 
to shareholder votes (say on pay), it is crucial that the vot-
ers are aware of how the value creation potential of com-
pensation formulae might depend on the ownership and 
control structures of the firm.

Finally, family firms’ leaders and owners should pro-
mote appropriate compensation packages. The results of 

our research advise family firms to adapt their compensa-
tion formulae to the evolution of the control structure of 
the firm. By considering the heterogeneity of family firms 
derived from their generational stage and the hiring of 
non-family managers, we can explain within the BAM’s 
framework the multiple faces of the influence of family 
control on executive’s pay design. We see the generational 
change and the professionalization of family firms’ man-
agement are factors that shape family control and conse-
quently should be considered in the design of executive’s 
pay.

Limitations

We acknowledge several limitations in the study that mod-
erate the scope of our results and indicate a hint about pos-
sible lines of future research. The intrinsic difficulty in 
building a multi-country family firm database under a sin-
gle set of classification criteria make us to focus our atten-
tion on a single country. We have chosen Australia since 
this market has presented a period of economic growth and 
stability despite the recession periods derived from the 
global financial crisis experienced in most of the devel-
oped countries. Therefore, our results are not affected by 
this external shock, but might be difficult to extrapolate to 
other markets with different regulations and entrepreneur-
ial culture.

A second limitation resides in the fact that we only use 
quantitative data in our analysis. A qualitative approach 
might provide interesting insights about the family dynam-
ics and the importance of non-financial goals pursued by 
family members. The consideration of these qualitative 
aspects might allow to gain a deeper knowledge of the het-
erogeneity among family firms and its influence on the 
design of executive compensation.

Future lines of study

It is worth to mention that our research focus on a sam-
ple listed firms that are subjected to the provisions of 
the ASX codes of good governance prescribing the issu-
ance of transparent and accurate information on execu-
tive compensation. The differences in the level of public 
scrutiny on executive compensation between public and 
private firms might cause marked dissimilarities in the 
design of CEO pay as the latter tend to use less sophis-
ticated CEO compensation plans (Bebchuk & Fried, 
2003; Bitler et al., 2005). Therefore, it would be of the 
upmost interest to study the effect of family firm control 
and heterogeneity on executive pay design in private 
firms, which constitute the majority of companies in 
most countries (Lisowsky & Minnis, 2020; Qian et al., 
2018).

It also results of great importance the consideration of 
cultural legacy and institutional aspects that might affect 
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the dynamics within the family group. The very concept 
of family and the attitudes toward risk of failure and com-
pensation are intimately linked to tradition. For instance, 
the management of family affairs might be affected by the 
size of the family group, with extended family groups 
being the norm in certain territories and the nuclear family 
group in others. The use of a multi-country framework 
might allow to take account of these environmental fac-
tors (e.g., culture, religiosity, political risk, economic 
development) that can influence the family attitudes 
toward risk-taking and therefore the design of executive 
pay packages.
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Notes

1. The average age of family firm in Australia is 32 years 
which is slightly above the 25–30 years span usually consid-
ered for the transition of a generation.

2. We have selected the year 2011 (middle year of our period 
of study) for the classification of companies into the catego-
ries of family and non-family firms, so as to minimize the 
time span over which the ownership structure can evolve 
with respect to the year of classification.

3. When we adjust our CEO pay figures based on 2001 con-
stant A$ for the period ending in 2011, our mean value is 
A$ 991,988 which is now comparable to the figure in 
Fernández-Méndez et al. (2015).

4. The remainder 11% are fixed non-salary components.
5. The results remain when we use clustering by firm.
6. The number of observations in Table 9 is 1,224 while in 

Tables 5 and 6 they amount to 1,281. The reason for the loss 
of these 57 observations is the existence of missing values 
due to the log transformation of the number of years since 
the firm became publicly listed (variable used as an instru-
ment in the first-stage probit of the Heckman estimation).
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