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ABSTRACT 

 

Motivated by the unique agency environment in family firms, we examine how family firms provide 

compensation incentives for executives not related to founding family. These outsider executves receive 

weaker pay-for-performance incentives, weaker risk-taking incentives, and higher fixed pay. Tournament 

incentives, measured by the pay gap between CEOs and vice-presidents, are present and positively related 

to firm performance only in family firms without family vice-presidents as potential heirs. The influence 

of family on incentives depends on founding family ownership and involvement in management. The effect 

of family on incentives is significantly stronger than that of nonfamily blockholders, which suggests that 

family influence goes beyond concentrated ownership.  
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Outsiders in family firms: contracting environment and incentive design 

 

In this paper, we examine how the unique contracting environment in family firms influence 

compensation incentives offered to nonfamily executives, the “outsiders”.  Family firms comprise more 

than one third of publicly held firms in the United States and around the world.1 Among the family firms 

in the S&P 1500 index, about half are led by nonfamily CEOs and more than 90% of the top executives are 

not from the founding family. Despite the prominent presence of nonfamily executives in family firms and 

a unique contracting environment that results from altered agency relationships, there is little evidence on 

how nonfamily executives are provided with compensation incentives.2 

In a firm characterized by separation of ownership and control, agency conflicts arise as a 

result of incongruent objectives between shareholders and managers. Family executives combine 

control and ownership, which eliminates the conflict between owners and managers (Villalonga 

and Amit, 2006). For nonfamily executives in family firms, however, the principal-agent conflict 

remains. Moreover, a second type of agency problem, principal-principal conflicts, appears as family 

shareholders could use their influence to extract private benefits at the expense of the nonfamily 

shareholders (Shleifer and Vishny, 1986; Villalonga and Amit, 2006). Thus, nonfamily executives in family 

firms face a contracting environment with both principal-agent and principal-principal conflicts, which 

should influence the compensation incentive design for these executives.3 

                                                      
1 Shleifer and Vishny (1986) find that about 33% of firms in the Fortune 500 have family directors. Anderson and 

Reeb (2003) report about one-third of S&P 500 firms are family firms, while Villalonga and Amit (2006) classify 

about 38% of Fortune 500 firms as family firms. La Porta et al. (1999) find that about 30% of a sample of primarily 

large firms in 27 nations is controlled by families or individuals, while Claessens, Djankov, and Lang (2000) find that 

over two-thirds of firms in nine East Asian countries are controlled by families or individuals.  Faccio and Lang (2002) 

find that 44% of the public corporations in Western Europe are family controlled.  
2 Gomez-Mejia, Larraza-Kintana, and Makri (2003) compare the pay level and mix of CEO compensation for family 

and nonfamily CEOs within a sample of 253 family firms. Li and Srinivasan (2011) examine corporate governance, 

including ex-post pay for performance sensitivity for CEOs, in founder-director firms. Cohen and Lauterbach (2008) 

examine pay level and ex-post pay performance sensitivity for a sample of 124 Israeli firms. We are not aware of any 

large sample study on U.S. firms that compare various compensation incentives of top nonfamily executives in family 

firms to those in nonfamily firms.   
3 The literature suggests that the characteristics of family firms affect firm value (e.g., Anderson and Reeb, 2003a; 

Morck and Yeung, 2003; Villalonga and Amit, 2006; Bertrand et al., 2008).  
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Compared to the shareholder-manager conflict in nonfamily firms, the conflict between 

shareholders and nonfamily executives is mitigated by family monitoring as concentrated ownership 

provides family members with strong incentives to monitor (Shleifer and Vishny, 1986). Family members 

are also likely better monitors because of their firm-specific knowledge and stronger commitment to the 

firm (Bertrand and Schoar, 2006; Wasserman, 2006; Villalonga and Amit, 2010). When shareholders 

cannot observe a manager’s effort, tying her pay to performance can alleviate the shareholder-manager 

conflict (Jensen and Meckling, 1976; Holmstrom, 1979; Shavell, 1979). However, such incentive alignment 

is costly and a second-best solution. If family monitoring mitigates the shareholder-manger conflict, family 

firms will rationally rely less on costly stock performance based compensation incentives for nonfamily 

executives. Moreover, the shareholder-manger conflict is further mitigated when there are family 

executives that can better observe the effort of nonfamily executives, serve as internal monitors, and 

enhance external monitoring by giving information to family members that are not in the management 

team.4 We thus expect even lower performance incentives for nonfamily executives in the presence of 

family executives. 

The family-nonfamily shareholder conflict emerges if family shareholders receive private benefits 

of control at the expense of nonfamily shareholders. Private benefits of control include utility derived from 

preserving the family legacy or enhancing welfare of family members (Becker, 1981; Bertrand and Schoar, 

2006). Concentrated ownership exposes family owners to idiosyncratic volatility, which puts 

family wealth and private benefits of control at risk. Compared to dispersed shareholders who can 

efficiently diversify risk, family members are likely to prefer lower risk and incorporate lower risk-taking 

incentives in executive compensation. Family CEOs commonly have long tenures and tend to pass control 

to family members. In the absence of a CEO tournament, these firms would not offer tournament incentives 

to nonfamily executives to compete for the CEO position. We expect family’s influence on risk-taking and 

                                                      
4 This argument is in the spirit of Raheja (2005) and Harris and Raviv (2008) who demonstrate theoretically that inside 

directors can facilitate better monitoring by providing information to outside directors. 
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tournament incentives to be greater when the need to preserve long-term family control is high, such as 

when there are family members as potential heirs.  

In summary, the trade-off of principal-agent and principal-principal conflicts in family firms shapes 

the design of incentive compensation for nonfamily executives. Family monitoring mitigates the principal-

agent conflict and reduces the need to use costly performance incentives. Family’s pursuing private benefits 

of control introduces principal-principal conflicts and leads to lower risk-taking incentive and tournament 

incentives for nonfamily executives. To test these predictions, we use a sample of 5,112 firm-year 

observations that cover 1,579 S&P 1500 firms to investigate compensation incentives for the top 

five executives in family and nonfamily firms.  

 Consistent with predictions, we find that compensation for nonfamily executives in family firms, 

including both CEO and vice-presidents (henceforth, VPs), has significantly lower pay-for-performance 

sensitivity (delta).  After further dividing family firms based on family involvement in management, we 

find that the lower delta for nonfamily executives is driven by the subsample of firms where family 

members serve as board chair or VPs. These results are consistent with our hypothesis that family firms use 

weaker incentive compensation when there are internal monitors to facilitate family monitoring. We also 

find that family firms offer lower risk-taking incentives (vega) to nonfamily executives, especially when 

there is a family VP as potential heir. In the absence of family executives, nonfamily executives in family 

firms receive comparable compensation deltas and vegas as executives in nonfamily firms.  

We use the compensation gap between CEO pay and VP pay to capture the use of tournament 

incentives. Researchers (e.g., Lazear and Rosen, 1981; Kale, Reis, and Venkateswaran, 2009) suggest that 

the compensation gap includes a “tournament prize” component to provide incentives for lower-tier 

executives to exert effort, and find that the gap is positively related to firm performance.  Families that 

intend to pass control to family heirs, however, will not conduct a CEO tournament and thus have no 

incentives to include a “tournament prize” in executive compensation. Supporting this premise, we find that 

when there is a family VP as a potential heir, the CEO-VP compensation gap is lower. The compensation 
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gap is also not correlated with firm performance as it no longer represents tournament incentives in these 

firms. When family firms have outside CEOs and no family VPs, in which case a CEO tournament is likely, 

the CEO-VP compensation gaps in family firms are comparable to those in nonfamily firms and are 

positively related to firm performance. 

Nonfamily concentrated ownership, like ownership by the founding family, can mitigate the 

principal-agent problem but create principal-principal conflicts (e.g., Chen, Harford and Li, 2007). To 

investigate if the effect of family exceeds that of concentrated ownership, we compare the influence of 

family ownership on compensation incentives to the influence of nonfamily block ownership. We separate 

nonfamily block ownership into passive blocks and active blocks, where active blocks are defined as 

nonfamily blocks owned by individuals or entities that are active in firm management or serve as board 

directors. For performance incentives, we find that family ownership has a greater impact on VP 

compensation design than active nonfamily block ownership. For risk-taking incentives, we find that the 

influence of active family ownership is significantly higher than that of active nonfamily blocks for both 

CEOs and VPs. These results suggest that compensation incentives in family firms reflect unique family 

ties that go beyond concentrated ownership. 

We examine several alternative explanations to our findings.  First, one might argue that family 

firms pay lower delta to nonfamily executives because they are reluctant to use equity-based pay to dilute 

their controlling influence. The dilution of control should be less of a concern when the family has dual 

class shares where the control rights and cash flow rights are separated. Failing to support the dilution 

explanation, we find no difference in compensation incentives for family firms with dual class shares and 

those without.   

Second, if family members manage the firm primarily to receive private benefits, they would not 

want incentive alignment between executives and nonfamily shareholders. In this case, the lower delta in 

family firms would reflect the intensified principal-principal conflicts instead of the mitigated principal-

agent conflicts.  Given that family firms’ ability to derive private benefits depends on how much control 

they have over the firm (Villalonga and Amit, 2006), this alternative argument suggests that we should 
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observe an even lower delta in family firms where the family has enhanced control rights. Contrary to this 

prediction, we find no difference in delta between family firms with enhanced controls rights and those 

without. 

Third, managers that choose to work for family firms could be less talented than the ones in 

nonfamily firms. Consequently, these executives receive lower deltas and vegas than their peers in 

nonfamily firms. To shed light on this issue, we compare the total pay of nonfamily executives in family 

firms to those in nonfamily firms. We find that the total pay for CEOs or VPs is not significant different 

between family and nonfamily firms, which suggests that the ability of managers is comparable across these 

two types of firms. We also find that nonfamily executives in family firms receive significantly higher 

percentage of pay in fixed salary than their counterparts in nonfamily firms. These results suggest that 

nonfamily executives in family firms receive safer pay in exchange for the absence of promotion incentives 

and a lower upside potential in pay.  

Lastly, our results could be driven by unobservable sources of endogenous variation or sample 

selection bias induced by the family’s choice to exit or remain in the firm. We use multiple approaches to 

control for the potential biases. Specifically, our results are robust to the inclusion of a variety of firm- and 

manager-specific characteristics, industry and year fixed effects, and the use of several alternative 

definitions of family firms. Our results are also robust to the use of a two-step treatment model (Heckman, 

1979) and propensity-score matching to control for potential sample selection bias associated with a 

family’s choice to retain control of a firm.  Overall, the evidence supports the interpretation that our results 

stem from the influence of founding family ownership and management. 

Our findings contribute to both the family firm literature and the compensation literature. 

Villalonga and Amit (2006) suggest that the valuation of family firms represents a tradeoff between lower 

principal-agent conflicts and higher family-nonfamily shareholder conflicts.  Our results indicate that the 

same two economic forces shape the compensation incentives in family firms. To our knowledge, we are 

the first to show that family’s influence on compensation incentives goes beyond that of non-family 

blockholders. In addition, we find that family’s involvement in management further changes the dynamics 
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of the trade-off between the two types of agency conflicts and affects executive compensation incentives. 

Together, our research highlights the importance of understanding the differences in agency conflicts and 

family involvement when we study the differences in firm policies and decisions between family firms and 

nonfamily firms (e.g., Anderson and Reeb, 2003b; Fahlenbrach, 2009; and Li and Srinivasan, 2011).  

Our findings also have implications for research on incentive compensation in publicly held firms.  

Most studies of executive compensation pool family and nonfamily firms together and examine 

compensation incentives using models of widely held public firms that emphasize incentive alignment 

between managers and dispersed shareholders (e.g., Bizjak, Brickley, and Coles, 1993; Core and Guay, 

1999; Ryan and Wiggins, 2001; Coles, Daniel and Naveen, 2006). Our study suggests that this approach 

obscures the differences in contracting environment between family and nonfamily firms and could lead to 

biased understanding of compensation incentive design.   

I. Data, Variable Construction and Summary Statistics 

A. Data 

To obtain a sample, we start with all firm years in the Standard and Poor’s Execucomp database 

from 2003 to 2006. The Execucomp database provides data on compensation for the top executives of firms 

in the S&P 1500 index. We exclude financial firms (SIC codes 6000 – 6999) and utility firms (SIC codes 

4900 - 4999). We obtain financial and accounting data for the firms from the Compustat Fundamental 

Annual database and stock return data from the Center for Research on Security Prices (CRSP) database. 

From the Execucomp database, we also obtain information on CEO age and tenure. Board-of-director 

characteristics come from the Board Analyst database published by the Corporate Library and corporate 

proxy statements. To estimate the risk-free rate used in vega and delta computations, we use the ten-year 

treasury notes constant maturity series available from the Federal Reserve Bank’s official website. To be 

included in the sample, we require information on CEO and VP compensation, CEO age, CEO tenure, sales, 

leverage and profitability.  We use the Consumer Price Index (CPI-U) compiled by the BLS to adjust dollar 

values to 2003-dollar levels. Our final sample consists of 5,112 firm-years for 1,579 firms. 
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B.  Family Firms 

Following Villalonga and Amit (2006), we define the individual who is “responsible for the firm’s 

early growth and development into the business that it later became known for” as the firm’s founder.  

Family firms are then defined as firms in which the founder or any member of the founding family is a 

director or one of the top five officers, or family members in the aggregate own 5% or more of the 

outstanding equity (e.g. Anderson and Reeb, 2003a, 2003b; Villalonga and Amit, 2006, 2009, 2010). Our 

results are robust to three alternative family firm definitions: (i) a family member serves as one of the top 

five executives or the family ownership of at least 10% of outstanding equity (ii) a family member serves 

as one of the top five executives or a director, or (iii) a family member serves as the CEO or the family is 

the largest vote holder.     

We use a two-step process to collect the information to determine a firm’s family status.  In the 

first step, we read news wire stories, company filings, and corporate websites to identify the founder and 

the founding family of each firm in our sample. In the case of multiple founders, we define the controlling 

family as the family that has the largest ownership.  In the event multiple families have equal ownership, 

we define the controlling family as the family with the most managerial positions and directors on the board. 

In the second step, we read each firm’s annual proxy statement to determine if members of the founding 

family remain active in the management of the firm, the ownership by the founding family, and the presence 

of family directors.   

Our final sample comprises 1,579 firms of which 683 are classified as family firms and 952 are 

classified as nonfamily firms.5  Over the period of the study, the panel dataset contains 2,122 family firm-

year observations and 2,996 nonfamily firm-year observations for a total of 5,112 observations.  

Approximately 42% of our sample consists of family firms, which compares to prior studies (e.g., Faccio 

                                                      
5 The number of family firms and nonfamily firms exceed the total number of firms because 57 firms change their 

status from family to nonfamily during the sample period.  Our results are robust to removing these 57 firms. 
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and Lang, 2002; Anderson and Reeb, 2003a; Villalonga and Amit, 2006; and Anderson, Duru, and Reeb, 

2009).  

C. Variables for Compensation Incentives 

We measure performance incentives as the sensitivity of the executive’s annual compensation to 

the firm’s stock performance (delta). We follow Core and Guay (2002) and Coles et al (2006) and compute 

the compensation delta as the dollar change in the executive’s annual compensation with respect to a 1% 

change in stock price. In a given year, an executive’s compensation delta is the sum of the delta of new 

restricted stock grants and the delta of new option grants.  The delta of restricted stock grants equals the 

number of restricted stock grants multiplied by the stock price times 0.01, and the delta of option grants is 

the number of option grants multiplied by the change in the Black-Scholes option value for a 1% change in 

stock price.  

To determine an executive’s risk-taking incentives, we estimate the sensitivity of the executive’s 

Black-Scholes value of new option grants with respect to a 0.01 change in stock volatility (vega).  We do 

not estimate the vega of stock grants since Guay (1999) documents that stocks have insignificant vega 

compared to options.  To capture executives’ existing incentive from their portfolio holdings, we calculate 

the portfolio delta and portfolio vega based on the executives’ existing equity holdings at the beginning of 

the year following the approximation method of Core and Guay (2002).  We include these two variables as 

control variables in our regression analysis.  

We use the method in Kale et al. (2009) to compute tournament incentives as the compensation gap 

between the CEO’s total compensation and the median total compensation of the firm’s VPs.  We obtain 

similar results if we use the mean value of the VPs’ total compensation to construct the compensation gap 

measure.  We use TDC1 in the ExecuComp database to measure the total executive compensation and 

follow Coles, Daniel and Naveen (2014) to adjust post-2006 TDC1 values to be comparable to pre-2006 

TDC1 values.  
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For the purposes of our study, we use annual compensation incentives instead of incentives from 

executives’ existing portfolio holdings because the former better reflect the difference in compensation 

policies between family and nonfamily firms. An executive’s annual compensation incentives are 

determined by the firm, but her portfolio holding is influenced by many factors that are beyond the firm’s 

control. For example, a firm cannot fully control when and how an executive exercises her options or sells 

stocks for personal financial need.  However, since firms are likely to consider an executive’s equity 

ownership and overall target levels of incentives when they determine annual compensation incentives, we 

control for incentives from the executive’s existing stock and option holdings in the regressions.   

D. Summary Statistics 

Table I presents summary statistics for the family and compensation variables, and control variables 

used in our study. Of the 5,112 firm-year observations in our sample, 41.5% are classified as family firms 

based on the definition in Villalonga and Amit (2006). Within family firms, family members collectively 

hold 12.16% of the company on average. Slightly less than half of family firms (47.36%) are run by CEOs 

from outside the family. 

 The mean (median) CEO compensation delta is $38,671 ($17,414) and the mean (median) 

portfolio delta is $798,862 ($262,760).  The mean (median) CEO compensation vega is $29,128 ($9,592) 

and the mean (median) CEO portfolio vega is $173,751 ($69,619). VPs have lower deltas and vegas 

compared to those of the CEO. The average CEO-VP compensation gap is about 3.1 million dollars and 

the median gap is about 1.7 million dollars. We also present summary statistics for control variables, defined 

in the Appendix, in Table I. To control for the influence of extreme values, we winsorize accounting, 

compensation, and performance variables at the 99th and 1st percentiles.   

[Insert Table I about here] 
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II. Results 

A. Compensation Incentives for Nonfamily Executives 

In this section, we present our multivariate analysis of the impact of measures of family ownership 

and involvement on the various measures of compensation incentives. We use two measures to identify 

family control: the percentage of shares held by the founding family as a group and a family firm indicator 

variable. To measure family involvement in the firm’s management, we construct dummy variables to 

indicate if CEO is a founding family member, if the chairman of the board is a founding family member, 

or if there are family members serving as VPs in the firm.  Since our paper focuses on compensation 

incentives of nonfamily executives, we exclude compensation incentives of family executives in our 

analysis.6  Specifically, for analysis on CEO compensation, we exclude family CEOs from the sample. For 

analysis on VP compensation, we exclude the compensation of family VPs when we estimate the mean or 

median of VP compensation incentives.  

We control for multiple factors that have been identified in the literature to influence incentive 

compensation.7  These control variables include the CEO’s age and tenure, return on assets, sales growth, 

financial leverage, stock return volatility, firm size as measured by the natural log of total assets, capital 

expenditures, R&D expense, advertising expense, and the number of 4-digit SIC codes that the firm 

operates each fiscal year.  Villalonga and Amit (2006) and Gompers, Ishii and Metrick (2010) argue that 

dual-class stocks change a firm’s ownership structure and have significant value impact, so we include a 

dummy variable for dual-class firm-year observations.  We also collect block ownership (≥5%) from proxy 

statements and include the percentage of nonfamily block ownership as a control variable since evidence 

indicates that blockholders influence executive compensation design, corporate governance and monitoring 

                                                      
6 The incentives of family executives are likely determined by their large ownership, which makes their annual 

compensation incentives less important.  
7 See, for instance, Bizjak, Brickley, and Coles (1993), Mehran (1995), Core and Guay (1999), Ryan and Wiggins 

(2001) and Coles, Daniel and Naveen (2006). 
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(e.g., Gillan and Starks, 2000; Hartzell and Starks, 2003; Parrino, Sias, and Starks, 2003).  We include year 

and industry dummy variables to control for year and industry fixed effects.8 

A.1. Pay-for-performance Sensitivity for Nonfamily Executives in Family Firms 

We first examine the influence of various levels of family involvement on the annual compensation 

delta.  If family monitoring mitigates the principal-agent conflict, we expect that family firms will rely less 

on stock performance based compensation to motivate managers than do nonfamily firms. Since firms may 

consider an executive’s equity ownership when they determine annual grants, we include the delta from the 

executive’s existing portfolio of stock and stock options at the beginning of the year as an additional control 

variable in these regressions.  The data required to calculate portfolio deltas is unavailable for a few firms, 

which results in a sample size of 4,966 observations for VP analysis. After excluding firms with family 

CEOs, the sample size is further reduced to 3,898 for CEO analysis. 

Models 1 to 4 in Panel A of Table II present the results of our analysis of nonfamily CEOs’ annual 

pay-for-performance sensitivity, and models 5 to 9 present the results for nonfamily VPs.  Consistent with 

the hypothesis that family firms rely less on stock-performance based incentives to monitor nonfamily 

executives, both CEO and VP’s compensation deltas are negatively related to the family ownership and the 

family firm dummy variable, as shown in models 1, 2, 5 and 6. 

We next divide family firms into sub-groups based on the presence of family VP and family board 

chair.  We present the results for nonfamily CEOs in model 3 and 4, and for VPs in model 7 and 8.  When 

there are family VPs or family chairs, outside CEO and VPs have significantly lower compensation deltas 

(p-values are 0.01 or lower) than top executives in nonfamily firms. When the CEO is a family member, 

nonfamily VPs receive significantly lower deltas.  These results support our hypothesis that family firms 

                                                      
8 In the subsample of S&P 500 firms, we also include G-index and E-index as additional control variables and find 

similar results. G-index is the governance index from Gompers, Ishii, and Metrick (2003) and is downloaded from 

Andrew Metrick’s website, http://faculty.som.yale.edu/andrewmetrick/data.html. E-index is the entrenchment index 

from Bebchuk, Cohen, and Ferrell (2009) and is downloaded from Lucian Bebchuck’s website, 

http://www.law.harvard.edu/faculty/bebchuk/data.shtml. Both indices are constructed based on the governance 

provisions that are beneficial to management and have been used in the literature to measure the overall governance 

quality of a firm.   
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rely less on stock performance incentives when family members are in positions that allow them to more 

effectively monitor nonfamily executives, either by direct monitoring (as the chair or CEO) or by providing 

useful information to other monitors (as a VP).  On the other hand, when no family members serve as VPs 

or board chairs to facilitate monitoring, the outside CEO’s delta is not different from that in nonfamily 

firms. If the chair of the board is not a family member, the compensation delta of nonfamily VPs is 

marginally lower than that of peers in nonfamily firms (p-value is 0.06) in model 8. But this result is mainly 

driven by the presence of family VPs as shown in model 9. Within the subcategory of firms with neither a 

family VP nor a family chair to facilitate monitoring, nonfamily VPs receive similar compensation delta to 

those in nonfamily firms.  Together, these findings suggest that family presence in the top management 

team significantly changes the dynamics of agency conflicts within firms and substitutes family monitoring 

for incentive alignment.    

[Insert Table II about here] 

A.2. Risk-taking Incentives for Nonfamily Executives in Family Firms  

Family holdings are undiversified and families receive private benefits of control, so family 

members would prefer less risky strategies to ensure firm survival and protect private benefits.  Compared 

to firms with dispersed shareholders, we expect that family firms will provide weaker risk-taking incentives 

to curb outside executives’ risk preferences. The empirical model is similar to the model used to analyze 

delta incentives, but we substitute the compensation vega and portfolio vega for the compensation delta and 

portfolio delta as control variables, respectively. 

The first three models of Table III present the results from our analysis of risk-taking incentives for 

nonfamily CEOs.  The coefficients on family ownership (model 1) and the family firm indicator (model 2) 

are negative, but not significant at conventionally levels. In model 3, we divide family firms into firms with 

family VPs and without family VPs.  We find that risk-taking incentives are significantly lower for 

nonfamily CEOs when the firm has family VPs (p-value is 0.03).  These results are consistent with the 
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conjecture that when the need to preserve private benefits of family control is high, i.e., with family VPs as 

potential heirs, family firms reduce the nonfamily CEO’s risk-taking incentives.  

[Insert Table III about here] 

We present the analysis of VPs’ risk-taking incentives in models 4 to 6 of Table III.  In model 4 

and 5, vega is negatively related to family ownership and the family firm indicator variable. In model 6, we 

again observe that the negative coefficient is driven by the sub-group where the CEO is from outside the 

family and there is a family VP.  Anderson and Reeb (2003b) find no evidence that founding family 

ownership or the presence of family CEO leads to lower firm-specific risk.  Complementing their findings, 

we examine ex ante risk-taking incentives and find that family firms do not offer weaker risk-taking 

incentives to their executives except when there is a family VP as potential heir. Our findings suggest that 

studying family involvement in non-CEO executive positions helps to better identify family firms with 

private benefits of control, which allows us to gain additional insights on family firms’ risk-taking 

motivations.  

A.3. Analysis of the compensation gap between CEOs and VPs 

A.3.1. Compensation gap in family firms 

In addition to incentive compensation, firms may structure compensation across managerial 

hierarchies to provide promotion incentives to non-CEO executives.  The literature suggests that the 

compensation gap between CEO and VPs includes a “tournament prize” component that provides incentives 

for VPs to exert efforts for better performance (e.g., Kale, Reis, and Venkateswaran, 2009). Family CEOs 

commonly have long tenures and tend to pass control to family members (Bertrand and Schoar, 2006). 

These features suggest that many family firms will not conduct a tournament with the CEO position as the 

reward. As a result, the compensation gap in these firms would not include a tournament prize, which would 
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lead to a lower compensation gap in family firms, ceteris paribus.9 To test this hypothesis, we examine the 

difference in the CEO-VP compensation gap between family and nonfamily firms.  We use the natural log 

value of the compensation gap as the dependent variable in the gap regressions.  Since the compensation 

gap can be negative in some cases (around 5.7% of the sample for the total gap), we follow Kale et al. 

(2009) and add the absolute value of the minimum gap to each observation to monotonically transform all 

the compensation gaps to be positive. Our results are qualitatively similar if we exclude all observations 

with a negative compensation gap from the sample. Table IV present the regression results.   

[Insert Table IV about here] 

As shown in model 1 and 2 of Table IV, the overall effect of family ownership or family dummy 

on compensation gap is insignificant.  However, the likelihood of having a tournament is not the same for 

all family firms.  Family firms in which the entire management team consists of nonfamily executives are 

more likely to conduct a CEO tournament as they have already demonstrated that they will appoint 

nonfamily CEOs and there is no family VP who might receive preferential treatment. The results for model 

3 reveal that the compensation gaps of family firms with no family executives do not differ from those of 

nonfamily firms. For family firms with family VPs in line to claim the CEO title, the compensation gap is 

significantly lower as it does not include a CEO tournament prize (model 3).  The coefficient on the family 

CEO dummy is negative and statistically significant in all models, which indicates a lower gap. Since the 

compensation of family CEOs is often not comparable to nonfamily CEOs, the compensation gap 

between a family CEO and a nonfamily VP is not meaningful. 

Overall, the results presented in Table IV support our prediction that the use of tournament 

incentives in family firms depends on the likelihood of having a CEO tournament.  When there are family 

members in the upper management of the firm, the compensation gap is lower, consistent with the premise 

                                                      
9 Not including the tournament prize, the compensation gap in these firms would be mainly influenced by other factors, 

such as differences in firm ownership and productivity (e.g., Rosen, 1981, 1982; Gabaix and Landier, 2008; Masulis 

and Zhang, 2013). 



15 

 

that these firms are unlikely to conduct a CEO tournament and therefore do not include tournament 

incentives in executive compensation.  When no family members are top executives, the compensation gap 

would include a tournament prize and is comparable to that of nonfamily firms.  

A.3.3. Compensation gap and firm performance  

Kale et al. (2009) find that firm performance relates positively to the compensation gap between 

the CEO and VPs because the tournament prize embedded in the compensation gap provide motivations 

for VPs to perform better.  Following their arguments, we expect that the compensation gap would not be 

related to firm performance in family firms with family executives because these firms do not conduct CEO 

tournaments and their compensation gap does not incorporate tournament incentives.  

To test this hypothesis, we divide our sample into four subgroups based on our finding in Table IV: 

nonfamily firms, family firms with family CEOs, family firms without family CEOs but with family VPs, 

and family firms without family executives. We use a firm fixed effect model to study the influence of 

tournament incentives on firm performance. To measure firm performance, we use a firm’s return on asset 

(ROA) and the industry-adjusted ROA based on the Fama-French 48 industry classifications. We obtain 

qualitatively similar results when we use Tobin’s Q to measure firm performance. In the regressions, we 

include the portfolio deltas of both the CEO and VPs, the CEO and firm characteristic variables used in 

previous regressions, firm fixed effects, and year fixed effects. Following Kale et al. (2009), we also include 

the square of firm size and dividend yields as additional control variables.    

[Insert Table V about here] 

Table V presents the regression results.10  For nonfamily firms, we find a positive and statistically 

significant relation between the compensation gap and both unadjusted and industry-adjusted ROA. When 

there is a family member in the top management team, either as CEO or VP, we find that the compensation 

gap has no effect on firm performance. In the last two columns of Table V, we find that for family firms 

                                                      
10 In untabulated results, we find that the compensation gap relates positively to firm ROA and Q in the overall sample, 

confirming the results in Kale et al. (2009). 
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without family executives, the coefficients on the compensation gap are positive and statistically significant. 

Altogether, these results support the prediction that family firms do not structure compensation to offer 

tournament incentives when family members are active in the top management of the firm.  When there are 

no family executives, family firms appear to act more like nonfamily firms and the compensation gap 

includes tournament incentives that improve firm performance.   

B. Comparison of the Influence of Family Ownership to Nonfamily Block Ownership 

The literature on family firms argues that the influence of founding families go beyond that of 

concentrated ownership and involvement in firm management. Founding families make substantial 

relationship-specific investments in the firm, have a psychological attachment to the business, and maintain 

the desire to preserve the family legacy (e.g., Wasserman, 2006; Villalonga and Amit, 2010).11 Nonfamily 

blockholders, however, are less likely to possess the same attachments and thus will have weaker 

commitment to the firm than the founding family (Villalonga and Amit, 2006).  To examine if the effect of 

family exceeds that of concentrated ownership, we compare the influence of family ownership on 

performance and risk-taking incentives to that of nonfamily block ownership. We do not conduct the 

comparison for compensation gap because, unlike founding family, there is no reason to expect that 

blockholders in nonfamily firms would exclude a CEO tournament.  

We classify nonfamily block ownership by the degree of involvement in the firm’s management 

and governance (CEO, VP, or director) as reported in the proxy statements. Panel A of Table VI presents 

descriptive statistics on the involvement of nonfamily blockholders in the firm by investment type.12 The 

blockholders are sorted by descending order in the percentage of the block owners that are active in 

management or have a presence on the board. The general pattern is consistent with the premise that 

                                                      
11 For example, John Walton depicts the Walton family’s view of Wal-Mart Stores, Inc. as follows “We view it really 

more as a trust, or as a legacy that we’re responsible for, rather than something we own” (Weber and Lavelle, 2003).   
12We classify the blockholders based on the type of investment disclosed in the proxy statements, articles in the popular 

press, and institutional websites. When we cannot determine the type of investment from these sources, we use the 

primary business of the blockholder in the expanded Thompson 13-f classifications created by Agarwal, et al (2013).  

For each year and type of blockholder, we aggregate the block ownership in each firm. 



17 

 

institutions with passive investment style are less likely to be involved in firm management and governance. 

Nonfamily individual blockholders, including firm executives, wealthy individuals, and families of co-

founders whose aggregate ownership is less than that of the majority founder, are the most active. Over 

66% of these individual blockholders serve as a director or as an executive of the firm.  Private equity 

investors are the next most active (52.2% have executive or director positions), followed by non-financial 

corporations that own blocks in other corporations (44.8% have director or executive positions).13  Mutual 

fund families and asset management firms, which represent the majority of blockholders, are the least active 

in the firms in which they invest.  Less than 1% of these blockholders hold executive or director positions.  

[Insert Table VI about here] 

Panel B of Table VI presents descriptive statistics of block ownership in family and nonfamily 

firms.  In our sample, about 92% of the firms have nonfamily blockholders.  The average block ownership 

is 23.2% for all the firms in our sample, 20.1% for family firms and 25.5% for nonfamily firms. Holderness 

(2009) analyzes 375 randomly selected public firms.  He finds that 96% of the firms have at least one 

blockholder, and that these blockholders own 39% of the firms’ stock on average.  Our numbers are lower 

because our sample firms, the S&P 1500, are on average larger than those in Holderness (2009) and we 

exclude family ownership from the calculation of block ownership. 14  Nonetheless, our data supports 

Holderness’ conclusion that that ownership in U.S. public firms is more concentrated than is generally 

believed.       

B.1. Comparison for pay-for-performance incentives 

We first compare the influence of family ownership and that of nonfamily block ownership on 

executive compensation delta. We classify a block ownership as active (passive) if the blockholder holds 

                                                      
13 We follow the method in Villalonga and Amit (2006, 2009) to classify family cash flow and control rights obtained 

through indirect (pyramid) corporate ownership. Pyramid corporate block holdings are considered family blocks and 

do not constitute corporate block ownership. 
14 For instance, the average book value of assets for our sample is $5.5 billion, and the average book value in 

Holderness’ sample is $2.0 billion. 
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(does not hold) top management positions or seats on the board of directors. Similarly, we also divide family 

ownership into active and passive family ownership based on if there is a family executive or director.  The 

regression results are presented in Panel A of Table VII. We only report the coefficients of interest variables 

to preserve space, but all regressions include control variables and industry and year fixed effects as in 

Table II.  

[Insert Table VII about here] 

In model 1 and 3, the coefficient on active family ownership is negative and statistically significant 

for both CEO and VP compensation deltas. The coefficient on the largest nonfamily active block ownership 

is also negative, but is only marginally significant for VP deltas.  The coefficients on passive ownership, 

no matter that they are owned by families or nonfamily shareholders, are insignificant in both regressions. 

F-tests on the difference between the coefficients, reported at the bottom of the table, show that the effect 

of active family ownership on VP delta is significantly higher than the effect of the largest nonfamily active 

block ownership.   

The regressions in model 1 and 3 compare the influence of total family ownership to concentrated 

nonfamily ownership.  However, almost 39% of the founding families in our sample own less than 5% of 

the firm. Thus, to better isolate the influence of concentrated ownership, we compare the influence of family 

block ownership (5% or greater) on compensation incentives to the influence of nonfamily block ownership.  

The results, reported in model 2 and 4, are similar to those presented earlier.  Passive blocks have no 

influence on delta. Firms with active family blocks have significantly lower delta for both CEOs and VPs. 

We again find a significant difference between the influence of active family block and the influence of 

active nonfamily block on VP delta (p-value<0.01).  

Together, these results suggest that concentrated ownership only has impact on compensation delta 

when the concentrated owner is actively involved in the firm’s management or board.  Moreover, the active 

family ownership exerts influence on VP compensation beyond the influence of active nonfamily 

ownership.  
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B.2. Comparison for risk-taking incentives 

We next examine if the influence of family ownership on compensation vega goes beyond the 

influence of concentrated ownership.  The regression results are presented in Panel B Table VII. Only 

coefficients of interest variables are reported in the table to preserve space, but all regressions include 

control variables and industry and year fixed effects as in Table III.  

As shown in Table III, the decision to use lower risk-taking incentives is mostly driven by the 

presence of family VPs. Thus, we separate family ownership into two categories based on the presence of 

family VPs.  In model 1 and 3, the coefficient on family ownership with a family VP is negative and 

statistically significant for both CEO and VP compensation vega (p-value <0.01). The coefficients on 

family ownership without a family VP and biggest nonfamily blocks are all insignificant in both 

regressions. F-tests on the difference between the coefficients, reported at the bottom of the table, show 

that the effect of family ownership with a family VP on both CEO and VP vega is significantly higher than 

the effect of family ownership without a family VP and that of the largest nonfamily active block.  We find 

similar results in model 2 and 4 when we compare the effects of family blocks with that of nonfamily 

blocks. Family firms with family VPs use significantly less vega, while concentrated ownership do not have 

any impact on compensation vega granted to executives.  These results suggest that the influence of family 

ownership on compensation vega is driven by family-specific desire to protect future private benefit of 

control.   

Our analysis of family and nonfamily block ownership in Table VII provides two insights for 

understanding the influence of family and nonfamily concentrated owners on compensation incentives.  

First, family ownership exerts a significant influence on performance incentives and risk-taking incentives 

beyond that associated with nonfamily block ownership.  These findings suggest that the family’s unique 

attachment to the firm, perhaps due to large firm-specific investments or the desire to preserve family 

control, results in better monitoring that lessens the need for costly incentive alignment.  The family bonds 

also create private benefits of control that are uniquely valuable to founding families and correspondingly 
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reduce the use of risk-taking incentives to nonfamily executives. Second, the influence of families or 

nonfamily blockholders who are actively involved in the firm is greater than the influence of passive 

owners. Active involvement in the management or governance of the firm allows the concentrated owners 

to better monitor executives, which reduce the need to use costly compensation incentives to align the 

interests of CEOs with that of shareholders or that of family members.      

C. Robustness Checks 

C.1 Alternative definitions of family firms 

Our base definition of family firms, which follows Anderson and Reeb (2003a, 2003b) and 

Villalonga and Amit (2006, 2009, 2010), is designed to create a broad sample of firms under the influence 

of the founding family.  Recognizing that this broad baseline definition may include some firms that are 

not under the influence and control of the founding family, we use three more restrictive alternative 

definitions of family firms to examine if our results are sensitive to the definition of a family firm.  In the 

first alternative definition, we classify a firm as family firm if there is at least one family executive or the 

family ownership is at least 10%. This definition results in 1,639 family firm years, which accounts for 

32.1% of the sample.  In the second alternative definition, we define a firm as family firm only if there is a 

family director or a family executive, which results in 2,065 family firm years (40.4% of the sample). In 

the third and the most stringent definition, we classify a firm as a family firm only if a family member 

serves as the CEO or the family is the largest vote holder.  Under this definition, there are 1,578 family firm 

years that account for 30.9% of the sample.   

In untabluated results, we confirm the earlier findings: family firms offer lower performance and 

risk-taking incentives for both nonfamily CEOs and VPs. These lower incentives in family firms are driven 

by family firms with family VPs or a family chair. The compensation gap in family firms is only 

significantly lower when there is a family executive, i.e, the CEO is a family member or when there is a 

family VP.   
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C.2 Self-selection of family firms 

Founding families make explicit decisions to retain the control of a firm.  If unobserved factors 

influence both the family’s decision and it’s compensation design, our analysis could suffer from a self-

selection bias.  To mitigate this concern, we repeat our analysis using the Heckman (1979) two-stage 

treatment effects model with corrected standard errors as suggested by Greene (1981). The treatment 

variable is the family dummy variable that equals one if the firm is a family firm and zero otherwise. In the 

first stage, we use a probit model to estimate the probability that a firm is a family firm. In the second stage, 

we include the family dummy variable to measure the treatment effect of family control and the inverse 

Mills ratio to control for the conditional probability that the firm is a family firm. 

To meet the exclusion restrictions in the Heckman model, we need observable variables in the first 

stage that capture the unobservable factors that influence a family’s decision to remain in the firm.  Survey 

evidence (Astrachan and Tutterow, 1996) indicates that 64% of family business owners believe that paying 

estate taxes threatens the survival of their businesses. Studies have shown empirically that inheritance laws 

and taxes influence the level of investments in family firms and families’ decisions to sell or retain the firm 

within the family (e.g., Ellul, Pagano, and Panunzi 2010; Tsoutsoura, 2015). Historically, a modest amount 

of the estate is exempt from the estate tax with the remainder taxed at two rates.  For most families with 

enterprises of a reasonable size to go public, the bulk of the estate tax will be determined by the top marginal 

estate tax rate and the top marginal estate tax bracket. Modifications to either of these parameters alter the 

expected tax burden, and the frequency of these modifications introduces uncertainty into the estate 

planning process. Thus, observable changes in these two parameters should influence unobservable estate 

tax planning decisions that lead founding families to exit the firm.  

We use two variables to capture exogenous variation in the estate tax environment: (i) the number 

of changes in the top marginal federal estate tax rate from ten years before the firm’s IPO year through ten 

years after the IPO and (ii) the number of changes in the top federal estate tax bracket from ten years before 

the year of the firm’s IPO through ten years after the firm’s IPO. We do not expect that these macro 

environment shocks around the firm’s IPO date will influence the firm’s current compensation incentives. 
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Indeed, correlations between these two variables and the five compensation incentive variables are quite 

low and range from 0.001 to 0.036.   We expect that these two variables would have the opposite influence 

on a family’s decision to exit as they have the reverse effects on the family’s expected tax burdens. While 

an increase in the top estate tax rate would increase expected estate taxes, an increase in the top estate tax 

bracket would decrease expected estate taxes.  

We present the results of our two-stage Heckman analysis in Panel A of Table VIII.  We report 

coefficients and p-values for family variables and instrumental variables. Other coefficients are not reported 

for ease of exposition, but the regressions include all control variables used in earlier tables, and industry 

and year dummy variables.  The first-stage estimation produces coefficients on both instrumental variables 

that are significant at the 1% significance level.  The coefficient on the number of top rate changes is 

negative and the coefficient on the number of top bracket changes is positive. The opposite loadings on 

these two variables are expected given their opposite effects on expected estate taxes, and subsequently, 

the family’s decision to exit.  

We present the second stage regressions of compensation incentives on the family dummy in the 

remaining columns of Panel A in Table VIII. Confirming the results in Tables II, III and VI, we find that 

family firms have significantly lower deltas, vegas and compensation gaps. In untabulated results, we use 

the treatment-effects model to estimate the probability of being in the sub-group of family firms with family 

VPs or a family chair.  In this robustness check, we confirm earlier findings that deltas and vegas are lower 

in these subgroups and the compensation gap is lower for family firms with family VPs. 

As an alternative approach to address sample selection, we use the firm and executive 

characteristics from the first-stage of the Heckman selection model to create matched samples based on 

propensity scores.  For each family firm, we identify three matched samples: (i) the firm from the same 

industry as the family firm and with the closest propensity score (ii) three firms from the same industry as 

the family firm based on the three closest propensity scores and (iii) all firms with a propensity score within 

0.05 of the propensity score of the family firm. We then estimate the average treatment effect on the treated 

(ATT), which captures the influence of family status on compensation incentives.  We then compare 
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compensation incentives in family firms to compensation incentives in each of the matched samples.   

Panel B of Table VIII presents these estimates. The comparison of compensation incentives in 

family firms to the compensation incentives in each of the matched samples yields similar results and 

confirms the results from our base analysis and the Heckman selection model.  All three compensation 

incentive measures for nonfamily CEOs and VPs are significantly lower in family firms than in matched 

nonfamily firms when there is a family VP.  In untabulated results, we confirm that the compensation delta 

is also significantly lower when there is a family chair. Taken together, these results suggest that our 

findings are unlikely to be driven by the self-selection of family firms. 

C.3. Enhanced control and performance incentives 

An alternative explanation to a lower compensation delta in family firms is that family members 

are not necessarily better monitors, but instead manage the firm to receive private benefits.  Thus, they do 

not have incentives to align the interests of executives to that of nonfamily shareholders through 

performance-based pay, which can explain the lower compensation delta in family firms.  As suggested in 

Villalonga and Amit (2006), family firms’ ability to derive private benefits depends on how much control 

they have over the firm. To retain their control, families may implement control enhancing mechanisms 

that allow their voting rights to be significantly higher than their cash flow rights. If lower compensation 

deltas in family firms are due to the family’s pursuit of private benefits, we expect this result to be more 

intense for family firms with enhanced control right. However, as shown in Table II, the coefficient on the 

dual class dummy is insignificant across all models, which fails to support the alternative explanation. To 

more directly capture if family has enhanced control rights, in Panel C of Table VIII, we include an 

enhanced control dummy variable that equals one if the family’s voting rights are greater than its cash flow 

rights.15 Again, the coefficient on this dummy variable is insignificant in all models. In untabulated results, 

we replace the enhanced control dummy with the actual control wedge, measured as the difference in the 

                                                      
15 Enhanced control rights can occur through alternative channels such as pyramid ownership or voting agreements in 

addition to dual class shares with differential control rights. 
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percentage of voting rights and cash flow rights, and again find insignificant coefficients on this variable. 

Thus, the data fail to support the alternative explanation that the lower delta exists as a result of the family’s 

pursuit of private benefits.    

C.4. Pay Level and Structure for Nonfamily Executives in Family Firms 

Results in earlier sections show that family firms pay nonfamily executives lower performance and 

risk-taking incentives, especially when there is a family VP to facilitate monitoring.  The compensation gap 

is also lower in family firms that are unlikely to conduct a tournament to the CEO position.  Since firms 

often use incentive compensation and the potential for promotion to attract and retain executives, these 

results raise the question of why nonfamily executives choose to work and stay in family firms.   One 

possible explanation is that family firms attract employees of lower quality and pay them accordingly. To 

shed light on these issues, we compare the total pay level and structure of executive compensation in family 

firms to those in nonfamily firms. Panel D of Table VIII presents the regression results.   

The dependent variable is the natural log of total compensation for the first four models and the 

ratio of salary to total compensation in the last four models.  The upper half of Panel D presents results for 

nonfamily CEOs.  As shown in the table, none of the coefficients on the family variables is significant in 

the first four models, suggesting that the total pay of nonfamily CEOs in family firms is comparable to that 

of their peers in nonfamily firms. Since family firms pay nonfamily executives lower performance 

incentives and similar total pay, it follows that the pay structure, i.e. the pay mix between fixed 

compensation and incentive compensation, should be different. In model 5 and 6 where we regress the ratio 

of salary to total pay on family variables , the coefficient on family ownership or family dummy is positive 

and statistically significant, indicating that family firms pay their executives a higher fixed pay.  Consistent 

with our finding that lower performance incentives are mostly present in family firms with family VPs or 

a family chair, we find that the ratio of salary to total compensation is significantly higher only when there 

is a family VP or chair (model 7 and 8).  

The lower half of Panel D examines the total pay and fixed pay of nonfamily VPs in family firms.  
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For VPs’ total compensation, the coefficient on family ownership and family dummy is negative and 

statistically significant. However, model 3 and 4 show that the lower total VP pay is driven by family firms 

with family CEOs.  For family firms with nonfamily CEOs, VP total pay is not significantly different from 

that of VPs in nonfamily firms.  For the salary to total compensation ratio, model 5 and 6 show that family 

firms pay nonfamily VPs higher salary than nonfamily firms. The results in model 7 and 8 further show 

that VP salary is significantly higher in family firms with family VPs or a family chair, where we also find 

significantly lower performance incentives.  Together, results in Panel D of Table VIII suggest that 

nonfamily executives in family firms are not paid less than their counterparts in nonfamily firms, which 

does not suggest that nonfamily executives are of lower quality on average. However, in return for lower 

upside pay and promotion potentials, they receive a higher portion of pay in fixed salary.  Holmstrom (1979) 

suggests that the pay mix between performance incentives and fixed pay depends on the principal’s ability 

to observe and monitor the agent’s effort. When the principal can better observe the agent’s effort, the pay 

mix would shift toward more fixed pay than incentive pay. Our findings are consistent with this argument.  

III. Conclusion 

Our analysis of incentive compensation design in family firms suggests that the compensation 

incentives of family firms are significantly different from those of nonfamily firms in ways that are 

consistent with the predictions from the mitigated shareholder-manager agency conflict and the presence 

of family and nonfamily shareholder conflicts. We find that family firms rely less on performance-based 

compensation when there is family member in the top management team to facilitate monitoring.  Family 

firms also pay nonfamily executives lower risk-taking incentives, particularly when there are family 

members present in the firm to receive future private benefits. Moreover, the CEO-VP compensation gap 

in family firms is lower when the firms are unlikely to conduct CEO tournaments, but is comparable to the 

gap in nonfamily firms when a CEO tournament among nonfamily VPs is likely.      

We also find that the influence of family control and management on compensation incentives is 

different from that of nonfamily blockholder control and management.  Notably, family firms offer weaker 
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pay-for-performance sensitivity to nonfamily VPs and lower risk-taking incentives to all nonfamily 

executives than do other concentrated owners that are also active in the management and governance of the 

firm.  These results suggest that the attachment of the founding family to the firm creates unique contracting 

environments that change the compensation incentive design.  

In the aggregate, our study enhances our understanding of how family control and management 

influence compensation incentives in the firm. The contracting environment in family firms differs from 

that in nonfamily firms in dimensions that cannot be measured easily by financial or accounting variables, 

and compensation design in family firms reflects these differences. Since family firms represent a 

substantial proportion of publicly traded firms, these differences can exert a non-trivial influence on the 

cross-sectional variation in compensation practices. Thus, researchers who study the presence and effects 

of compensation incentives should consider the nature of the firm’s ownership structure. Likewise, 

researchers who study the actions and valuation of family firms should consider the level and types of 

incentives offered to management based on the extent to which the family is active in the management of 

the firm. Our research also highlights the importance of separating the nonfamily executives from family 

executives when analyzing compensation incentives. Further research on the characteristics of nonfamily 

executives would help us better understand who work for family firms and why.  
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Appendix:  Definitions and Data Source of Control Variables 

Variable Source Definition 

CEO Tenure ExecuComp Number of years served as CEO  

CEO Age ExecuComp Age of CEO  

ROA Compustat Return on Asset; OIBDP/AT 

Q Compustat (Market value of equity + book value of debt) / 

book value of total assets;  

(AT-CEQ + RPCC_F * CSHO) / AT 

Sales Growth Compustat Annual sales growth rate 

Leverage Compustat Book value of debt / total assets; 

(DLTT+DLC)/AT 

Stock Volatility CRSP Standard deviation of stock returns in the previous 

60 months. 

Firm Size Compustat Ln (total assets); Ln(AT) 

Firm Age Corporate Library, 

Web Search 

Number of years since the firm’s founding 

Capital/Sales Compustat Net fixed assets / sales; PPENT / Sales 

RD/Sales Compustat R&D to capital; XRD/ Sales; zero if missing 

Adv./Sales Compustat Advertising to sales; XAD/ Sales, zero if missing 

Dual Class (0/1) Corporate Library,  

Proxy Statements,  

and RiskMetrics 

1 if the firm has dual class shares; 0 otherwise 

Board Size Corporate Library  

and Proxy Statements 

The total number of directors in the board. 

Classified Board (0/1) Corporate Library  

and Proxy Statements 

1 if the firm’s board is classified; 0 otherwise  

Nonfamily Block Ownership Proxy Statements The sum of nonfamily ownership positions that are 

greater than 5% of cash flow rights 

Dividend Yield Compustat Dividend per share divided by price per share 

# of SIC Codes Compustat Segment Number of 4-digit SIC codes reported by the firm 

# of VP ExecuComp Number of nonfamily VPs reported in ExecuComp  
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Table I. Summary Statistics 

This table presents summary statistics for the variables. The sample period is from 2003 to 2006 and has 5,112 firm-
year observations. A firm is defined as a Family Firm if its founder or a member of the founding family is an officer 
or director, or owns at least 5% of the firm’s equity, either individually or as a group. CEO or VP Compensation Delta 
is measured as the sum of delta of annual stock grants and option grants. CEO or VP Portfolio Delta is measured as 
the sum of the delta of total stock holdings and the delta of total options held at the beginning of the year. Delta 
measures the change in the CEO’s income with respect to a 1% change in stock price. CEO or VP annual 
Compensation Vega is measured as the Vega of the annual option grants. CEO or VP Portfolio Vega is measured as 
the Vega of all the options held at the beginning of the year. Vega measures the change in the CEO’s income with 
respect to a 0.01 change in stock volatility. Compensation Gap is measured as the difference between the CEO’s total 
compensation and the median VP’s total compensation for that firm year. Total Compensation is comprised of annual 
salary, bonus, other annual payment, total value of restricted stock and options granted, long-term incentive payouts, 
and others.  Refer to the Appendix for definitions of control variables. Compensation and financial variables are 
winsorized at the 1st and 99th percentile levels. 

 Mean Median 25th 75th Std. Dev. Obs. 

Family Firm Variables       

Family Firm Dummy (%) 41.510%        5,112  

Family Ownership 12.160% 7.195% 2.147% 17.965% 13.209%    2,122  

% Family CEOs in Family Firms 52.640%        2,122  

% Nonfamily CEOs in Family Firms 47.360%        2,122  

Pay for Performance Sensitivity       

CEO Compensation Delta ($000s)          38.671           17.414             3.031           48.078           57.457     4,966  
VP Compensation Delta($000s)          10.232             5.176             1.705           12.739           13.944     4,966  

Risk-taking Incentives       

CEO Compensation Vega($000s)          29.128             9.592  0.000           34.015           49.484     4,966  

VP Compensation Vega($000s)            7.738             3.151  0.000             9.321           12.295     4,966  

CEO-VP Compensation Gap       

Compensation GAP ($000s)    3,092.473     1,686.816        674.860     3,760.492     4,265.718     5,112  

Other Compensation Variables       

CEO Total Comp ($000s)    4,570.795     2,814.187     1,372.665     5,573.418     5,250.853     5,112  

VP Total Comp ($000s)    1,483.644     1,010.233        587.175     1,804.690     1,427.902     5,112  

CEO Portfolio Delta (($000s)       798.862        262.760        102.554        666.829     1,818.670     4,966  

VP Portfolio Delta($000s)          92.813           44.552           19.012        102.157        138.329     4,966  

CEO Portfolio Vega($000s)       173.751           69.619           24.404        191.066        288.570     4,966  

VP Portfolio Vega($000s)          40.908           18.066             7.401           44.048           63.487     4,966  

Other Firm Variables       

CEO Age           55.402           55.000           50.000           60.000             7.385     5,112  

CEO Tenure            7.371             5.000             2.000           10.000             7.802     5,112  
Q            1.777             1.434             1.028             2.135             1.140     5,112  

ROA            0.139             0.133             0.089             0.188             0.090     5,112  

Sales Growth            0.141             0.105             0.035             0.203             0.206     5,112  

Leverage            0.168             0.124             0.019             0.251             0.174     5,112  

Stock Volatility            0.486             0.410             0.308             0.585             0.313     5,112  

Ln(Assets)            7.316  7.162             6.243             8.243             1.499     5,112  
Capital/Sales            0.344  0.185             0.103             0.367             0.476     5,112  

RD/Sales            0.049  0.003  0.000             0.053             0.096     5,112  

Adv./Sales            0.012  0.000  0.000             0.012             0.025     5,112  

Dual Class (0/1)            0.109  0.000  0.000  0.000             0.311     5,112  

# of Directors            8.992             9.000             7.000           10.000             2.161     5,112  

Classified Board (0/1)            0.563  1.000  0.000             1.000             0.496     5,112  
Nonfamily Block Ownership            0.232  0.214  0.122             0.324             0.155     5,112  

Firm Age          52.026  38.000  22.000           77.000           38.204     5,112  

# of SIC codes            1.572  1.000  1.000             2.000             0.987     5,112  

Dividend Yield            0.771  0.000  0.000             1.172             1.549     5,112  
 



 

Table II.  

Pay for Performance Incentives 

This table presents OLS regressions of nonfamily CEO and VP annual pay for performance sensitivity on family firm and CEO characteristics.  Models (1) to (4) 

exclude firm year observations with family CEOs, models (5) to (8) include all observations in the sample. The dependent variable is the log of nonfamily CEO or 

VP annual Compensation Delta.  A firm is defined as a Family Firm if its founder or a member of the founding family is an officer or director, or owns at least 5% 

of the firm’s equity, either individually or as a group. Refer to the Appendix for detailed definitions of other independent variables. All regressions include year 

fixed effect and Fama-French 48 industry fixed effect. The standard errors are robust and adjusted for firm clustering.  The symbols ***, **, and * denote 

significance at the 1%, 5% and 10% levels, respectively. 

Panel A. Family Firms and Pay for Performance Incentives 

 Nonfamily CEO Compensation Delta   Nonfamily VP Compensation Delta 

 (1) (2) (3) (4)  (5) (6) (7) (8) (9) 

Family Ownership  -0.788*         -1.004***        

 (0.07)      (0.00)      

Family Firm   -0.139**       -0.144***     

   (0.05)       (0.00)     

Nonfamily CEO w/ Family VPs    -0.383***       -0.281***    

    (0.01)       (0.00)    

Nonfamily CEO w/o Family VPs    -0.052       -0.060    

    (0.48)       (0.17)    

Nonfamily CEO w/ Family Chair     -0.323***      -0.166** -0.168** 

     (0.00)      (0.01) (0.01) 

Nonfamily CEO w/o Family Chair     -0.014      -0.088*  

     (0.85)      (0.06)  

Nonfamily CEO w/o Family Chair 

w/ Family VPs 

         -0.300** 

         (0.04) 

Nonfamily CEO w/o Family Chair 

w/o Family VPs 

         -0.055 

         (0.23) 

Family CEO           -0.174*** -0.174*** -0.176*** 

           (0.00) (0.00) (0.00) 

Control Variables           

CEO or Nonfamily VP Portfolio 0.096*** 0.096*** 0.101*** 0.098***  0.202*** 0.211*** 0.214*** 0.211*** 0.212*** 

Delta (0.00) (0.00) (0.00) (0.00)  (0.00) (0.00) (0.00) (0.00) (0.00) 

Ln(CEO age) -0.866*** -0.876*** -0.888*** -0.912***  -0.163 -0.207 -0.212 -0.216 -0.222* 

 (0.00) (0.00) (0.00) (0.00)  (0.21) (0.12) (0.11) (0.10) (0.09) 

          (Continued) 

           



 

Table II Continued.           

Ln(CEO tenure) -0.129*** -0.129*** -0.141*** -0.137***  -0.010 -0.009 -0.006 -0.002 -0.002 

 (0.00) (0.00) (0.00) (0.00)  (0.60) (0.64) (0.77) (0.92) (0.92) 

Ln(Firm age) 0.061 0.053 0.048 0.050  -0.024 -0.037 -0.040 -0.039 -0.041 

 (0.16) (0.22) (0.26) (0.26)  (0.35) (0.16) (0.13) (0.14) (0.12) 

ROA 1.743*** 1.793*** 1.765*** 1.795***  0.896*** 0.908*** 0.882*** 0.901*** 0.888*** 

 (0.00) (0.00) (0.00) (0.00)  (0.00) (0.00) (0.00) (0.00) (0.00) 

Sales Growth -0.080 -0.071 -0.069 -0.072  0.086 0.104 0.101 0.100 0.103 

 (0.55) (0.59) (0.61) (0.59)  (0.23) (0.15) (0.16) (0.17) (0.15) 

Leverage -0.951*** -0.963*** -0.961*** -0.956***  -0.798*** -0.795*** -0.789*** -0.790*** -0.788*** 

 (0.00) (0.00) (0.00) (0.00)  (0.00) (0.00) (0.00) (0.00) (0.00) 

Stock Volatility 0.221** 0.215** 0.212** 0.217**  0.178*** 0.179*** 0.178*** 0.179*** 0.179*** 

 (0.02) (0.03) (0.03) (0.02)  (0.00) (0.00) (0.00) (0.00) (0.00) 

Ln(Assets) 0.490*** 0.491*** 0.488*** 0.490***  0.378*** 0.380*** 0.378*** 0.380*** 0.379*** 

 (0.00) (0.00) (0.00) (0.00)  (0.00) (0.00) (0.00) (0.00) (0.00) 

Capital/Sales -0.063 -0.057 -0.046 -0.056  -0.100** -0.096** -0.092** -0.097** -0.093** 

 (0.46) (0.51) (0.59) (0.52)  (0.03) (0.04) (0.05) (0.04) (0.05) 

Advertising/Sales 0.578 0.295 0.200 0.176  1.224* 0.872 0.829 0.849 0.856 

 (0.69) (0.84) (0.89) (0.90)  (0.09) (0.24) (0.26) (0.25) (0.25) 

RD/Sales 1.660*** 1.720*** 1.684*** 1.638***  1.230*** 1.289*** 1.256*** 1.264*** 1.248*** 

 (0.00) (0.00) (0.00) (0.00)  (0.00) (0.00) (0.00) (0.00) (0.00) 

Dual Class (0/1) -0.008 -0.023 -0.005 -0.007  -0.011 -0.054 -0.042 -0.047 -0.048 

 (0.95) (0.85) (0.97) (0.96)  (0.87) (0.40) (0.51) (0.47) (0.46) 

Nonfamily Block Ownership -0.180 -0.152 -0.174 -0.180  -0.042 0.056 0.043 0.048 0.044 

 (0.35) (0.43) (0.36) (0.34)  (0.70) (0.60) (0.69) (0.65) (0.68) 

Board Size 0.031 0.047 0.042 0.055  -0.020 -0.000 -0.010 -0.005 -0.008 

 (0.83) (0.75) (0.78) (0.71)  (0.79) (1.00) (0.89) (0.94) (0.92) 

Classified Board (0/1) 0.083 0.087 0.086 0.086  0.028 0.035 0.036 0.036 0.034 

 (0.16) (0.13) (0.13) (0.14)  (0.37) (0.26) (0.24) (0.24) (0.27) 

#of SIC Codes -0.052 -0.050 -0.053 -0.055  -0.036* -0.035 -0.037* -0.036 -0.036* 

 (0.13) (0.15) (0.12) (0.11)  (0.10) (0.11) (0.09) (0.10) (0.10) 

Intercept 0.252 0.267 0.390 0.443  -1.002* -0.881 -0.822 -0.837 -0.793 

 (0.81) (0.80) (0.72) (0.68)   (0.07) (0.12) (0.14) (0.13) (0.16) 

Year and Industry Fixed Effects Yes Yes Yes Yes  Yes Yes Yes Yes Yes 

Obs. 3,898 3,898 3,898 3,898  4,966 4,966 4,966 4,966 4,966 

R2 0.287 0.287 0.289 0.289  0.457 0.454 0.456 0.454 0.455 



 

Table III.  

Risk-taking Incentives 

This table presents OLS regressions of nonfamily CEO and VP annual risk-taking incentives on family firm and CEO 

characteristics.  Models (1) to (3) exclude firm year observations with family CEOs, models (4) to (5) include all 

observations in the sample. The dependent variable is the log of nonfamily CEO or VP annual Compensation Vega.  

A firm is defined as a Family Firm if its founder or a member of the founding family is an officer or director, or owns 

at least 5% of the firm’s equity, either individually or as a group. Refer to the Appendix for definitions of other 

independent variables. All regressions include year fixed effect and Fama-French 48 industry fixed effect. The 

standard errors are robust and adjusted for firm clustering.  The symbols ***, **, and * denote significance at the 1%, 

5% and 10% levels, respectively. 

 Nonfamily CEO Compensation Vega   Nonfamily VP 

Compensation Vega  (1) (2) (3)  (4) (5) (6) 

Family Ownership  -0.500       -0.565***     

 (0.24)    (0.00)   

Family Firm   -0.119     -0.075**  

   (0.11)     (0.05)  

Nonfamily CEO w/ Family VPs    -0.269**     -0.163** 

    (0.03)     (0.04) 

Nonfamily CEO w/o Family VPs    -0.065     -0.047 

    (0.42)     (0.34) 

Family CEO         -0.069 

         (0.16) 

Control Variables        

CEO or Nonfamily VP Portfolio 0.285*** 0.286*** 0.284***  0.320*** 0.326*** 0.326*** 

Vega (0.00) (0.00) (0.00)  (0.00) (0.00) (0.00) 

Ln(CEO age) -0.652** -0.664*** -0.671***  -0.152 -0.175 -0.176 

 (0.01) (0.01) (0.01)  (0.25) (0.19) (0.18) 

Ln(CEO tenure) -0.170*** -0.171*** -0.176***  -0.004 -0.004 -0.008 

 (0.00) (0.00) (0.00)  (0.84) (0.84) (0.72) 

Ln(Firm age) 0.065 0.059 0.056  -0.001 -0.008 -0.009 

 (0.16) (0.20) (0.23)  (0.98) (0.78) (0.75) 

ROA 1.479*** 1.511*** 1.504***  1.065*** 1.079*** 1.076*** 

 (0.00) (0.00) (0.00)  (0.00) (0.00) (0.00) 

Sales Growth -0.001 0.008 0.009  0.117 0.129* 0.130* 

 (0.99) (0.95) (0.95)  (0.10) (0.07) (0.07) 

Leverage -1.012*** -1.024*** -1.027***  -0.660*** -0.659*** -0.661*** 

 (0.00) (0.00) (0.00)  (0.00) (0.00) (0.00) 

Stock Volatility -0.521*** -0.525*** -0.530***  -0.279*** -0.275*** -0.276*** 

 (0.00) (0.00) (0.00)  (0.00) (0.00) (0.00) 

Ln(Assets) 0.325*** 0.324*** 0.325***  0.247*** 0.248*** 0.248*** 

 (0.00) (0.00) (0.00)  (0.00) (0.00) (0.00) 

Capital/Sales -0.178 -0.173 -0.166  -0.143** -0.141** -0.139** 

 (0.12) (0.14) (0.15)  (0.02) (0.02) (0.02) 

Advertising/Sales 0.307 0.097 0.056  0.847 0.649 0.631 

 (0.84) (0.95) (0.97)  (0.29) (0.43) (0.44) 

RD/Sales 1.693*** 1.738*** 1.722***  1.111*** 1.142*** 1.136*** 

 (0.00) (0.00) (0.00)  (0.00) (0.00) (0.00) 

Dual Class (0/1) 0.108 0.107 0.117  -0.048 -0.074 -0.071 

 (0.34) (0.34) (0.30)  (0.42) (0.21) (0.23) 

       (Continued) 



 

Table III Continued.        

Nonfamily Block Ownership -0.028 -0.025 -0.038  -0.135 -0.077 -0.082 

 (0.88) (0.90) (0.84)  (0.23) (0.47) (0.44) 

Board Size -0.053 -0.037 -0.041  -0.036 -0.027 -0.028 

 (0.73) (0.81) (0.79)  (0.66) (0.75) (0.74) 

Classified Board (0/1) 0.092 0.094 0.094  0.022 0.026 0.026 

 (0.15) (0.14) (0.14)  (0.52) (0.44) (0.44) 

#of SIC Codes -0.041 -0.039 -0.042  -0.021 -0.020 -0.021 

 (0.27) (0.29) (0.26)  (0.34) (0.35) (0.33) 

Intercept -1.571 -1.530 -1.456  -0.425 -0.361 -0.340 

 (0.23) (0.25) (0.27)   (0.44) (0.51) (0.54) 

Year and Industry Fixed Effects Yes Yes Yes  Yes Yes Yes 

Obs. 3,898 3,898 3,898  4,966 4,966 4,966 

R2 0.322 0.322 0.323  0.452 0.451 0.451 



 

Table IV.  

The CEO-VP Compensation Gap 

This table presents OLS regressions of the compensation gap on family firm characteristics. The dependent variable 

is the log of Total Compensation Gap, which is measured as the difference between the CEO’s total compensation 

and the median nonfamily VP’s total compensation for that firm year. All regressions include year and Fama-French 

48 industry fixed effect. Appendix provides definitions of independent variables. The standard errors are robust and 

adjusted for firm clustering. ***, **, and * denote significance at the 1%, 5% and 10% levels, respectively. 

 (1) (2) (3) 

Family Ownership  -0.436   
 (0.11)   

Family Firm   -0.062  

   (0.30)  

Nonfamily CEO w/ Family VPs    -0.244* 

    (0.09) 

Nonfamily CEO w/o Family VPs    0.002 

    (0.97) 

Family CEO -0.271*** -0.270*** -0.334*** 

 (0.00) (0.00) (0.00) 

Ln(CEO age) -0.244 -0.263 -0.265 

 (0.25) (0.22) (0.21) 

Ln(CEO tenure) 0.079*** 0.079*** 0.072** 

 (0.01) (0.01) (0.01) 

Ln(Firm age) 0.091*** 0.085*** 0.082*** 

 (0.00) (0.00) (0.00) 

ROA 1.259*** 1.274*** 1.257*** 

 (0.00) (0.00) (0.00) 

Sales Growth 0.040 0.049 0.047 

 (0.69) (0.63) (0.65) 

Leverage 0.057 0.054 0.052 

 (0.74) (0.76) (0.77) 

Stock Volatility 0.192*** 0.190*** 0.188*** 

 (0.00) (0.00) (0.00) 

Ln(Assets) 0.221*** 0.225*** 0.226*** 

 (0.00) (0.00) (0.00) 

Capital/Sales -0.017 -0.016 -0.011 

 (0.72) (0.75) (0.82) 

Advertising/Sales -0.228 -0.372 -0.385 

 (0.83) (0.73) (0.72) 

RD/Sales 0.636** 0.668** 0.652** 

 (0.03) (0.02) (0.03) 

Dual Class (0/1) -0.055 -0.076 -0.069 

 (0.52) (0.37) (0.42) 

Nonfamily Block Ownership -0.261 -0.218 -0.226 

 (0.16) (0.24) (0.22) 

Board Size 0.021 0.030 0.027 

 (0.85) (0.80) (0.81) 

Classified Board (0/1) 0.047 0.051 0.051 

 (0.26) (0.23) (0.23) 

#of SIC Codes -0.011 -0.011 -0.013 

 (0.72) (0.72) (0.67) 

# of VPs -0.020 -0.020 -0.029* 

 (0.25) (0.24) (0.07) 

Intercept 6.490*** 6.535*** 6.618*** 

 (0.00) (0.00) (0.00) 

Obs. 5,112 5,112 5,112 

R2 0.129 0.129 0.130 



 

Table V.  

The CEO-VP Compensation Gap and Firm Performance 

This table presents firm fixed effects regressions of ROA on the compensation gap. The dependent variables are 

firm ROA or the industry adjusted ROA. The Compensation Gap is measured as the difference between the CEO’s 

total compensation and the median nonfamily VP’s total compensation for that firm year. A firm is defined as a Family 

Firm if its founder or a member of the founding family is an officer or director, or owns at least 5% of the firm’s 

equity, either individually or as a group. All regressions include year and firm fixed effects. Refer to the Appendix for 

definitions of other independent variables. The standard errors are robust and adjusted for firm clustering.  The 

symbols ***, **, and * denote significance at the 1%, 5% and 10% levels, respectively. 

 
Nonfamily firms 

Family Firms 
w/ Family CEO 

Family Firms 
w/ Outside CEO, 

w/ Family VP 

Family Firms 
w/ Outside CEO, 
w/o Family VP 

 ROA Adj. ROA ROA Adj. ROA ROA Adj. ROA ROA Adj. ROA 
Compensation Gap 0.002** 0.002* 0.000 0.000 0.003 0.004 0.004** 0.004** 
 (0.02) (0.06) (0.84) (0.73) (0.26) (0.15) (0.02) (0.03) 

Control Variables        

CEO Portfolio Delta 0.003** 0.004*** 0.004* 0.003 -0.002 -0.002 0.001 -0.001 

 (0.04) (0.01) (0.07) (0.14) (0.60) (0.61) (0.81) (0.79) 

VP Portfolio Delta 0.002 0.001 -0.002 -0.002 0.004 0.006 0.005 0.003 

 (0.34) (0.74) (0.50) (0.45) (0.45) (0.23) (0.18) (0.37) 

Ln(CEO age) -0.002 -0.013 -0.048 -0.025 0.095 0.097 -0.005 -0.014 

 (0.88) (0.42) (0.28) (0.60) (0.19) (0.22) (0.90) (0.71) 

Ln(CEO tenure) 0.002 0.002 0.008 0.006 -0.006 -0.003 0.008** 0.008* 

 (0.34) (0.23) (0.21) (0.41) (0.41) (0.73) (0.04) (0.06) 

Ln(Firm age) -0.064*** -0.056** 0.013 0.032 -0.255* -0.250* -0.087 -0.089 

 (0.00) (0.02) (0.78) (0.52) (0.05) (0.08) (0.12) (0.14) 

Leverage -0.177*** -0.145*** -0.153*** -0.180*** -0.278*** -0.273*** -0.128*** -0.094*** 

 (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

Stock Volatility 0.008 0.012 -0.017 -0.069*** -0.138* -0.131 -0.023 -0.014 

 (0.40) (0.25) (0.43) (0.00) (0.08) (0.12) (0.25) (0.50) 

Ln(Assets) 0.059*** 0.051** 0.118*** 0.137*** 0.355*** 0.447*** -0.045 -0.080* 

 (0.00) (0.02) (0.00) (0.00) (0.00) (0.00) (0.32) (0.10) 

Ln(Assets) Squared -0.004*** -0.004*** -0.007** -0.008*** -0.021*** -0.027*** 0.000 0.003 

 (0.00) (0.01) (0.01) (0.00) (0.00) (0.00) (0.93) (0.44) 

CapEx / Sales -0.077*** -0.072*** -0.167*** -0.133*** -0.132*** -0.105*** -0.040** -0.058*** 

 (0.00) (0.00) (0.00) (0.00) (0.00) (0.01) (0.02) (0.00) 

Advertising / Sales -0.725*** -0.866*** -0.682*** -0.311 -0.175 -0.135 0.008 0.051 

 (0.00) (0.00) (0.00) (0.12) (0.60) (0.71) (0.98) (0.86) 

RD / Sales -0.212*** -0.234*** -0.329*** -0.267*** -0.654*** -0.453*** -0.252*** -0.198*** 

 (0.00) (0.00) (0.00) (0.00) (0.00) (0.01) (0.00) (0.00) 

Classified Board (0/1) 0.008 0.002 -0.003 0.000 -0.024 -0.032 0.009 0.002 

 (0.14) (0.80) (0.80) (0.99) (0.32) (0.22) (0.52) (0.87) 

Nonfamily Block -0.040*** -0.039*** -0.061*** -0.061*** -0.012 0.013 -0.067*** -0.070*** 

 (0.00) (0.00) (0.00) (0.00) (0.75) (0.75) (0.00) (0.00) 

Board Size -0.006 -0.012 0.003 -0.005 0.029 -0.002 -0.002 0.001 

 (0.44) (0.18) (0.87) (0.77) (0.38) (0.96) (0.92) (0.97) 

# of SIC Codes -0.005** -0.004* -0.001 0.000 -0.012 -0.007 0.003 0.001 

 (0.03) (0.07) (0.85) (0.98) (0.28) (0.60) (0.45) (0.83) 

Dividend Yield -0.001 -0.000 0.013*** 0.009* 0.001 0.001 -0.002 -0.002 

 (0.25) (0.87) (0.00) (0.07) (0.86) (0.89) (0.13) (0.10) 

Intercept 0.228* 0.250* -0.131 -0.385 -0.607 -1.032 0.783*** 0.909*** 

 (0.06) (0.06) (0.62) (0.18) (0.30) (0.11) (0.01) (0.00) 

Firm & Yr. Fixed 

Effects 

Yes Yes Yes Yes Yes Yes Yes Yes 

Obs. 2,919 2,919 1,069 1,069 281 281 697 697 

R2 0.259 0.193 0.362 0.290 0.521 0.453 0.306 0.233 



 

Table VI.  

Descriptive Statistics for Block Ownership 

Panel A of this table presents descriptive statistics on the types of nonfamily block ownership and the percentage of 

the blockholders that is active in the management of the firm or hold seats on the board of directors.  Nonfamily 

blockholders are individuals or entities that are not affiliated with the founding family and own 5% or more of the 

firm’s shares as determined by cash flow rights.  We present nonfamily block ownership by descending order of the 

frequency that the type of blockholder is active in firm management or holds seats on the board of directors. Panel B 

presents the average block ownership in family and nonfamily firms. 

Panel A. Descriptive Statistics for Involvement of Nonfamily Block Ownership in Firms 

  % of Nonfamily Blockholders with 

Blockholder Type Obs. CEO VP Director Director or Executive 

Individuals (nonfamily) 475 27.8% 10.5% 65.3% 66.5% 

Private Equity 274 5.1% 2.9% 52.2% 52.2% 

Corporation 210 4.3% 0.5% 42.9% 44.8% 

Other 249 4.4% 1.6% 29.7% 29.7% 

Hedge Funds 1,317 0.2% 0.1% 4.6% 4.6% 

Insurance Related 361 0.3% 0.0% 1.7% 1.7% 

Inv. Banking/Brokerage/Financial 187 0.0% 0.0% 1.6% 1.6% 

Bank (or holding) & Trust 891 0.2% 0.0% 1.5% 1.5% 

Asset Management Firms 177 0.0% 0.0% 0.6% 0.6% 

Pension, Retire., & Emp. Savings 4,359 0.1% 0.0% 0.5% 0.6% 

Mutual Fund Families 5,170 0.1% 0.0% 0.2% 0.2% 

Panel B. Block Ownership in Family and Nonfamily Firms 

  All Firms Family Firms Nonfamily Firms 

 Obs. Percentage Obs. Percentage Obs. Percentage 

Firms with nonfamily blockholders 4,703 92.0% 1,913 90% 2,790 93.3% 

Firms with blockholders 4,868 95.2% 2,078 98% 2,790 93.3% 

 Mean Median Mean Median Mean Median 

Average Block ownership (%) 23.2 21.4 20.1 18.5 25.5 23.8 



 

Table VII.  

Family Ownership vs. Nonfamily Block Ownership on Compensation Incentives 

This table presents OLS regressions that test for differences in the influence of family-firm ownership and nonfamily 

block ownership on nonfamily CEO and VP compensation incentives. Panel A presents results for pay-for-

performance incentives and Panel B present results for risk-taking incentives. Models (1) to (2) exclude firm year 

observations with family CEOs, models (3) to (4) include all observations within the sample. Family Ownership is the 

family owned cash flow rights as a % of total cash flow rights.  Family Block is the % of total cash flow rights to 

family that are 5% or greater. Nonfamily Block is the % of total cash flow rights for nonfamily investors with ownership 

of 5% or greater.  The family (nonfamily) ownership is defined as Active if the family (blockholder) holds top 

management position or seats on the board of directors. The family (nonfamily) ownership is defined as Passive if the 

family (blockholder) does not hold top management or director position. We report coefficients and p-values for the 

ownership and block variables. Other coefficients are not reported for ease of exposition, but all regressions include 

control variables and industry and year fixed effects. The standard errors are robust and adjusted for firm clustering.  

The symbols ***, **, and * denote significance at the 1%, 5% and 10% levels, respectively. 

Panel A. Pay for Performance Incentives 

 

Nonfamily CEO 

Compensation Delta 

 Nonfamily VP  

Compensation Delta 

 (1) (2)  (3) (4) 

Active family ownership %  -0.829*    -1.030***   

 (0.07)    (0.00)   

Passive family ownership %  1.188    -0.021   

 (0.31)    (0.99)   

Active family block %    -0.817*    -1.029*** 

   (0.07)    (0.00) 

Passive family block %    1.298    -0.001 

   (0.26)    (1.00) 

Largest nonfamily active block % -0.580 -0.575  -0.490* -0.484 

 (0.25) (0.25)  (0.10) (0.10) 

Largest nonfamily passive block % 0.229 0.234  -0.005 -0.004 

 (0.69) (0.68)  (0.99) (0.99) 

Control Variables Yes Yes  Yes Yes 

Year and Industry Fixed Effects Yes Yes  Yes Yes 

      

F-tests for Equality of Coefficients      

βActive family ownership (block) % ≠ β Passive family ownership % 2.67 3.01*  0.75 0.78 

 (0.10) (0.08)  (0.39) (0.38) 

βActive family ownership (block) %  ≠ βLargest nonfamily active Block % 0.15 0.15  2.66* 2.71*** 

 (0.70) (0.70)  (0.10) (0.01) 

Obs. 3,898 3,898  4,966 4,966 

R2 0.288 0.288  0.458 0.458 

 

 (Continued.)



 

Table VII Continued. 

Panel B. Risk-taking Incentives 

 

Nonfamily CEO 

Compensation Vega 

 Nonfamily VP  

Compensation Vega 

 (1) (2)  (3) (4) 

Family ownership % w/ family VP -1.893***    -0.837***   

 (0.00)    (0.00)   

Family ownership % w/o family VP 0.129    -0.376*   

 (0.78)    (0.07)   

Family block % w/ family VP   -1.882***    -0.838*** 

   (0.00)    (0.00) 

Family block % w/o family VP   0.133    -0.384* 

   (0.78)    (0.06) 

Largest nonfamily active block % 0.016 0.020  -0.226 -0.224 

 (0.97) (0.97)  (0.45) (0.45) 

Largest nonfamily passive block % 0.361 0.366  -0.149 -0.150 

 (0.56) (0.56)  (0.67) (0.67) 

Control Variables Yes Yes  Yes Yes 

Year and Industry Fixed Effects Yes Yes  Yes Yes 

      

F-tests for Equality of Coefficients      

βActive family ownership (block) % ≠ β Passive family ownership % 7.20*** 7.14***  3.33* 3.25* 

 (0.01) (0.01)  (0.07) (0.07) 

βActive family ownership (block) %  ≠ βLargest nonfamily active Block % 5.70** 5.65**  3.14* 3.17* 

 (0.02) (0.02)  (0.08) (0.08) 

Obs. 3,898 3,898  4,966 4,966 

R2 0.323 0.323  0.452 0.452 

 

 

 

  



 

Table VIII. Robustness Checks  

This table presents results from several robustness checks. Panel A presents two-step treatment effects estimation of nonfamily CEO and VP compensation 
incentives on family firm and CEO characteristics. A firm is defined as a Family Firm if its founder or a member of the family is an officer or director, or owns at 
least 5% of the firm’s equity, either individually or as a group. The dependent variable for pay for performance regressions is the natural log of nonfamily CEO or 
VP Compensation Delta, for risk-taking incentives regressions is the natural log of nonfamily CEO or VP Compensation Vega, for tournament incentives 
regressions is the natural log of Total Compensation Gap. We use the number of changes in the Federal top estate tax rate and top estate tax bracket that occur plus 
or minus ten years from the firm’s IPO year as instruments in the first-stage probit. Lambda is the inverse Mills ratio from the treatment equation. Other coefficients 
are not reported for ease of exposition, but all regressions include control variables and industry and year fixed effects. Panel B presents the difference between 
nonfamily CEO and VP compensation incentives and those of propensity score matched firms. Panel C presents regression results of nonfamily CEO and VP pay 
for performance incentives on family firm characteristics. Enhanced control dummy equals one if the family’s voting rights are greater than their cash flow rights. 
Panel D presents multivariate analysis of total pay and salary% of nonfamily CEO and VPs. The dependent variable is log of executive total compensation or salary 
as % of total compensation. Family Ownership is the family owned cash flow rights as a % of total cash flow rights. Other coefficients are not reported for ease of 
exposition, but all regressions include control variables as in Table II, III, VI, and industry and year fixed effects. Refer to the Appendix for definitions of other 
variables. All regressions include year fixed effect and Fama-French 48 industry fixed effect.  The standard errors are robust and adjusted for firm clustering.  The 
symbols ***, **, and * denote significance at the 1%, 5% and 10% levels, respectively.  

Panel A. Multivariate Analysis with Treatment Effects and Propensity Score Matched Comparison 

 Pay for Performance Risk-Taking Incentives Compensation Gap 

Tournament 

Incentives 
 CEO Delta VP Delta CEO Vega VP Vega   

 1st Stage 2nd Stage 1st Stage 2nd Stage 1st Stage 2nd Stage 1st Stage 2nd Stage 1st Stage 2nd Stage 

Family Firm (0/1)  -0.760*  -0.899***  -0.958**  -0.870***  -1.543*** 

  (0.10)  (0.00)  (0.05)  (0.00)  (0.00) 

# Changes in the Top Estate Tax Rate  -0.139***  -0.129***  -0.139***  -0.128***    

(0.00)  (0.00)  (0.00)  (0.00)    

# Changes in the Top Estate Bracket 0.156***  0.147***  0.155***  0.147***    

(0.00)  (0.00)  (0.00)  (0.00)    

Lambda  0.371  0.474***  0.493*  0.475***  0.823*** 

  (0.17)  (0.00)  (0.08)  (0.01)  (0.00) 

Intercept 2.318*** 2.420** 4.002*** 0.168 2.441*** 2.347** 4.026*** 0.467 4.183*** 9.443*** 

 (0.00) (0.01) (0.00) (0.80) (0.00) (0.02) (0.00) (0.50) (0.00) (0.00) 

           

Control Variables Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 

Year and Industry Fixed Effects Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 

Obs. 3,727 3,727 4,805 4,805 3,727 3,727 4,805 4,805 4,945 4,945 

(Continued.) 

 



 

Table VIII Continued. 

 

(Continued.) 

 

Panel B.  Propensity Score Matched Comparison  

 Obs. 

Mean Diff.  

(Family - Matched ) t-statistic 

The nearest neighbor match (1 match)  

Nonfamily CEO Compensation Delta 970 -0.056 -0.641  

Nonfamily CEO Compensation Delta (w/ Family VP) 276 -0.490 -3.294 *** 

Nonfamily VP Compensation Delta 2,038 -0.134 -2.467 ** 

Nonfamily VP Compensation Delta (Nonfamily CEO w/ Family VP) 276 -0.300 -2.754 *** 

Nonfamily CEO Compensation Vega 970 -0.096 -1.039  

Nonfamily CEO Compensation Vega (w/ Family VP) 276 -0.461 -2.950 *** 

Nonfamily VP Compensation Vega 2,038 -0.081 -1.479  

Nonfamily VP Compensation Vega (Nonfamily CEO with Family VP) 276 -0.241 -2.165 ** 

Compensation Gap 2,038 -0.224 -4.318 *** 

Compensation Gap (Nonfamily CEOs) 970 -0.091 -1.392  

Compensation Gap (Nonfamily CEO w/ Family VP) 276 -0.348 -2.596 ** 

The nearest neighbor match (3 matches)  

Nonfamily CEO Compensation Delta 970 -0.100 -1.386  

Nonfamily CEO Compensation Delta (w/ Family VP) 276 -0.392 -3.136 *** 

Nonfamily VP Compensation Delta 2,038 -0.200 -4.408 *** 

Nonfamily VP Compensation Delta (Nonfamily CEO w/ Family VP) 276 -0.249 -2.652 *** 

Nonfamily CEO Compensation Vega 970 -0.090 -1.174  

Nonfamily CEO Compensation Vega (w/ Family VP) 276 -0.332 -2.559 ** 

Nonfamily VP Compensation Vega 2,038 -0.130 -2.829 *** 

Nonfamily VP Compensation Vega (Nonfamily CEO with Family VP) 276 -0.197 -2.093 ** 

Compensation Gap 2,038 -0.244 -5.389 *** 

Compensation Gap (Nonfamily CEOs) 970 -0.100 -1.386  

Compensation Gap (Nonfamily CEO w/ Family VP) 276 -0.392 -3.136 *** 

Caliper match 

(|Propensity Scoresample – Propensity Scorematch ≤ 0.05 

 

Nonfamily CEO Compensation Delta 796 -0.072 -0.783  

Nonfamily CEO Compensation Delta (w/ Family VP) 224 -0.512 -3.211 *** 

Nonfamily VP Compensation Delta 2,038 -0.200 -4.408 *** 

Nonfamily VP Compensation Delta (Nonfamily CEO w/ Family VP) 224 -0.306 -2.614 *** 

Nonfamily CEO Compensation Vega 796 -0.110 -1.130  

Nonfamily CEO Compensation Vega (w/ Family VP) 224 -0.444 -2.678 *** 

Nonfamily VP Compensation Vega 2,038 -0.081 -1.479  

Nonfamily VP Compensation Vega (Nonfamily CEO with Family VP) 224 -0.242 -2.058 ** 

Compensation Gap 1,549 -0.244 -4.777 *** 

Compensation Gap (Nonfamily CEOs) 796 -0.072 -0.783  

Compensation Gap (Nonfamily CEO w/ Family VP) 224 -0.512 -3.211 *** 



 

Table VIII Continued. 

Panel C. Enhanced Control Right and Pay for Performance Incentives 

 Nonfamily CEO Compensation Delta   Nonfamily VP Compensation Delta 

Family Ownership  -0.838*         -1.008***        

 (0.06)      (0.00)      

Family Firm   -0.144**       -0.142***     

   (0.04)       (0.00)     

Nonfamily CEO w/ Family VPs    -0.391***       -0.280***    

    (0.00)       (0.00)    

Nonfamily CEO w/o Family VPs    -0.057       -0.059    

    (0.44)       (0.18)    

Nonfamily CEO w/ Family Chair     -0.330***      -0.166** -0.167** 

     (0.00)      (0.01) (0.01) 

Nonfamily CEO w/o Family Chair     -0.019      -0.087*  

     (0.81)      (0.06)  

Nonfamily CEO w/o Family Chair 

w/ Family VPs 

         -0.300** 

         (0.04) 

Nonfamily CEO w/o Family Chair 

w/o Family VPs 

         -0.054 

         (0.25) 

Family CEO        -0.171*** -0.171*** -0.173*** 

        (0.00) (0.00) (0.00) 

Enhanced Control Dummy 0.060 0.027 0.058 0.050  -0.006 -0.068 -0.051 -0.057 -0.059 

 (0.79) (0.90) (0.79) (0.82)  (0.94) (0.40) (0.52) (0.49) (0.46) 

Control Variables Yes Yes Yes Yes  Yes Yes Yes Yes Yes 

Year and Industry Fixed Effects Yes Yes Yes Yes  Yes Yes Yes Yes Yes 

Obs. 3,898 3,898 3,898 3,898  4,966 4,966 4,966 4,966 4,966 

R2 0.287 0.287 0.289 0.289  0.457 0.454 0.455 0.454 0.455 
 

(Continued.) 

 

 

 

 



 

Table VIII Continued. 

Panel D. Total Compensation and Salary of Nonfamily Executives 

 Ln(CEO Total Compensation)  Salary % of CEO Total Compensation 

Family Ownership  -0.143       0.179***       
 (0.53)     (0.00)     

Family Firm   -0.040      0.024**    

   (0.32)      (0.02)    

Nonfamily CEO w/ Family VPs    -0.112      0.043**   

    (0.17)      (0.03)   

Nonfamily CEO w/o Family VPs    -0.016      0.017   

    (0.69)      (0.10)   

Nonfamily CEO w/ Family Chair     -0.091     0.050*** 

     (0.15)     (0.00) 

Nonfamily CEO w/o Family Chair     -0.007     0.006 

     (0.87)     (0.55) 

         
Control Variables Yes Yes Yes Yes Yes Yes Yes Yes 

Year and Industry Fixed Effects Yes Yes Yes Yes Yes Yes Yes Yes 

Obs. 3,995 3,995 3,995 3,995 3,990 3,990 3,990 3,990 

R2 0.508 0.508 0.509 0.509 0.253 0.251 0.252 0.254 

 

 Ln(Nonfamily VP Total Compensation)  Nonfamily VP Salary % of Total Compensation 

Family Ownership  -0.403***       0.203***       
 (0.00)     (0.00)     

Family Firm   -0.050*      0.018**    

   (0.07)      (0.02)    

Nonfamily CEO w/ Family VPs    -0.070      0.029**   

    (0.15)      (0.03)   

Nonfamily CEO w/o Family VPs    -0.043      0.014   

    (0.14)      (0.10)   

Nonfamily CEO w/ Family Chair     -0.063     0.032*** 

     (0.13)     (0.01) 

Nonfamily CEO w/o Family Chair     -0.041     0.008 

     (0.17)     (0.35) 

Family CEO -0.028 -0.033 -0.083** -0.082** 0.020** 0.027*** 0.045*** 0.045*** 

 (0.40) (0.36) (0.02) (0.02) (0.04) (0.01) (0.00) (0.00) 

         
Control Variables Yes Yes Yes Yes Yes Yes Yes Yes 

Year and Industry Fixed Effects Yes Yes Yes Yes Yes Yes Yes Yes 

Obs. 5,112 5,112 5,112 5,112 5,112 5,112 5,112 5,112 

R2 0.620 0.618 0.619 0.619 0.366 0.359 0.360 0.360 


