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Abstract
This study examines the effectiveness of CEO compensation monitoring depending on
the extent of family involvement in the firm. Considering the contradictory evidence on
the effects of family involvement on CEO compensation reported by the literature to
date, we adopt a procedural conception of CEO monitoring – that reflect processes and
rules used in family firms for the alignment of CEO incentives structure to the firm
interests –, to test four hypotheses derived from agency and socioemotional wealth
(SEW) perspectives. Using a sample of 357 family and non-family Spanish companies,
the results show that CEO compensation monitoring is inversely related to family
status, and the relationship between CEO compensation monitoring and firm perfor-
mance is stronger in firms where family influence is higher. In addition, we found that
the presence of a family CEO negatively affects the implementation of economically
instrumental monitoring mechanisms, decoupling CEO compensation from firm per-
formance. Our research, aligned with recent socio-psychological literature on the study
of processes of family firm’s management policies, thus contributes to a better under-
standing of the setting of CEO compensation in family firms as a result of a combina-
tion of common bonds and mutual expectations based on emotions and values with
contractual and financial factors.
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Introduction

Agency theory originally focuses on contractual relationships where the physical and
emotional distance between principals and agents can lead managers to act in their own
self-interest (Eisenhardt 1989; Jensen and Meckling 1976). The evidence suggests that
opportunism on the part of managers (Devers et al. 2007; Murphy 2013) may be less
where the parties are highly interdependent, as is the case of family firms (Gomez-
Mejia et al. 2001). The presence of altruism between the CEO (as an agent) and the set
of family owners of the firm (as principals) reduces information asymmetries and
potential acts of self-interest, increasing feelings of loyalty and commitment (Gomez-
Mejia et al. 2003; Schulze et al. 2003).

The potential for opportunism in family firms must also take into account the close
relationship where the parties work closely together and are emotionally attached (Cruz
et al. 2010; Jaskiewicz et al. 2017). The socioemotional wealth (SEW) perspective
(Gomez-Mejia et al. 2007) argues that the affective endowment of family firms may
explain the design of contracts and monitoring mechanisms for the CEO. Family
owners may not always be economically instrumental when monitoring the CEO, if
it means threatening the family influence and permanence in the business (Berrone
et al. 2012). Family owners are likely to see potential gains in welfare as their primary
frame of reference in firm management when they trust their CEO. They may neglect
their own protection in their (explicit or implicit) contracts and monitoring mechanisms
(Cruz et al. 2010).

Monitoring is the observation, measurement, assessment, and compensation of
managerial behaviors and decisions, and is therefore a central concept in the contractual
relationships between CEOs and company owners in consideration of their mutual
expectations (Fama and Jensen 1983). Compensation monitoring is the extent of CEO
supervision by means of the design of his/her payment structure, and is normally
intended to align CEO with the family owners’ interests (Cruz et al. 2010; Tosi and
Gomez-Mejia 1989). While affective compensation monitoring (oriented towards
emotional incentives and considerations of CEO welfare) is expected to apply to CEOs
of family firms and highly involved family firms, instrumental compensation monitor-
ing (oriented towards CEO economic incentives and accountability for the firm’s
outcomes) is expected to apply to CEOs of non-family firms or firms with limited
family influence.

An abundant literature (Block 2011; Carrasco-Hernandez and Sánchez-Marín 2007;
Cheng et al. 2015; Chrisman et al. 2009; Combs et al. 2010; Cruz et al. 2010;
McConaughy 2000; Gomez-Mejia et al. 2003; He 2008; Jaskiewicz et al. 2017;
Michiels et al. 2013; Schulze et al. 2001; Young and Tsai 2008) has failed to provide
a consensus on the influence of the family in the mechanisms for monitoring
compensation and their consequences. While Combs et al. (2010) and Gomez-Mejia
et al. (2003) find that, when the family power increases, the level of CEO compensation
decreases and pay-for-performance sensitivity grows (Michiels et al. 2013; Cheng et al.
2015; Jaskiewicz et al. 2017), Cruz et al. (2010) find that performance-related executive
compensation is not affected by family involvement, except in cases of strong variable
compensation (McConaughy 2000; Young and Tsai 2008).

These contradictory findings may be explained by the extensive use of objective
pay-for-performance approaches in most of these studies. In the context of family firms,
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perceptions of justice may play a key role in the design of CEO compensation, as the
family owners may wish it to appear that they set compensation in ways that are similar
to non-family firms, including the equal treatment of family and non-family executives,
when, in fact, they do not (Gomez-Mejia et al. 2003). Consequently, objective measures
of pay-for-performance may not capture the essence of monitoring mechanisms, and it
may be better to ask family owners in charge of pay policies what it is that they intend
(Verbeke and Kano 2012). Asking family owners (or their management representatives)
what is being controlled and assessed when setting CEO compensation may be better
than relying on the proportion of incentives in total pay (Tosi and Gomez-Mejia 1994).

Trying to fill these gaps and using a procedural conception of CEO monitoring, the
aim of this paper is to analyze the relationships between CEO compensation, family
involvement and firm performance in a sample of 357 large Spanish companies with
varying degrees of family ownership and influence. This paper contributes to the
literature in several ways. First, we provide new evidence about the influence of family
involvement in the design of CEO compensation policies and the consequences in
terms of firm performance, combining explanations of agency theory with those from
the SEW perspective, which may better fit the peculiarities of family firms (Jaskiewicz
et al. 2017; Schulze and Kellermanns 2015). Second, we adopt a procedural approach
to the analysis of CEO compensation, and the internal process of setting CEO com-
pensation and incentive structure, in order to more properly reflect the intangible
aspects of CEO effectiveness and his/her monitoring (Cruz et al. 2010; Tosi and
Gomez-Mejia 1994). Third, we analyze the heterogeneity of family firms (Chua et al.
2012) in the setting of CEO compensation policies and the mechanisms of monitoring,
considering different levels of family involvement – in ownership and management.
We also consider the family status of the CEO (Alessandri et al. 2012). Fourth, we
provide methodological validation of the CEO compensation monitoring scale (Tosi
and Gomez-Mejia 1989, 1994), demonstrating its appropriateness for analyzing CEO
compensation policies in the context of family firms.

The article is structured as follows. In the next section, we develop our theoretical
framework, leading to the formulation of hypotheses about the effectiveness of CEO
compensation and the extent of family involvement. We then develop the methodolog-
ical aspects and explain the results obtained. We conclude with a discussion of results
and the main implications of the study.

Theoretical framework and hypotheses

Compensation monitoring in family and non-family firms

In agency theory, the owner or principal hires the agent (CEO) to perform, with
hierarchical authority and autonomy, management services on their behalf (Jensen
and Meckling 1976). Delegating power to the CEO increases both the risks of the
company and its need for supervision, due to information asymmetries that create the
potential for opportunistic behavior by agents, who are assumed to be risk averse
(Dalton et al. 2007; Eisenhardt 1989). One solution to this potential divergence of
interests is to offer the CEO a pay-for-performance system of compensation that
encourages him/her to make decisions in line with the owners’ interests (Jensen and

International Entrepreneurship and Management Journal (2020) 16:1347–1366 1349



Murphy 1990; Murphy 2013). Although there are universal problems arising in
situations where authority is delegated, the specific manifestation of CEO compensa-
tion in family firms may vary depending on the context of family influence, and where
there may be damaging selfishness or altruistic behaviors (Fama and Jensen 1983;
Gomez-Mejia et al. 2001).

According to the SEW perspective (Gomez-Mejia et al. 2007), family owners are
less exposed to CEO opportunism than in non-family firms. Perceptions of benevo-
lence and / or family ties lead family owners and CEO to have similar goals, even
though some conflicts may still be present, where mutual social obligations create
greater organizational commitment (Cruz et al. 2010). Trusting the CEO usually occurs
in a context of altruism (Gomez-Mejia et al. 2001; Schulze et al. 2001). Altruism
creates a sense of collective ownership among family members that reinforces gener-
osity and engagement in the business, also emphasizing the alignment of interests and
cooperation in the long term (Eddleston and Kellermanns 2007; Lubatkin et al. 2005;
Verbeke and Kano 2012). The CEO and family share in the firm’s socioemotional
wealth, and this gives them a more unified outlook (Berrone et al. 2012).

As a result, family owners who perceive opportunism to be less likely will feel
compelled to reciprocate by designing caring contracts with stronger mechanisms to
protect the CEO’s welfare (Gomez-Mejia et al. 2003). This affective monitoring will be
less dependent on instrumental controls, such as quantitative performance indicators.
When family owners are confident that the CEO executes his/her tasks in good faith
and actively use his/her talents to achieve the strategy of the firm, family owners want
to make him/her feel valued, well treated, and protected (Chrisman et al. 2009). In this
situation, the perceived threat of CEO opportunism is lower, so that CEO compensation
will be designed to monitor welfare and affective issues rather than instrumental aspects
(Gomez-Mejia et al. 2003). The implementation of instrumental monitoring mecha-
nisms based on economic incentives and quantitative indicators of performance are
deemed unnecessary (Cruz et al. 2010), and may even harm the trust that both parties
value as motivation of the CEO.

Although these affective contracts may emphasize the protection of CEO welfare as
well as the SEW of the family, from the viewpoint of agency theory they could
underestimate the potential for asymmetric altruism (Michiels et al. 2013; Schulze
et al. 2001, 2003). While altruism serves to limit the CEO’s opportunistic behavior in
family firms, asymmetric altruism – the firm owners’ tendency to be generous to the
CEO (Chrisman et al. 2004; Lubatkin et al. 2005) – can interfere with the proper
monitoring of the CEO (Chua et al. 2009). Family influence leads to biased judgments
about the suitability of CEO decision-making, and underperformance may be attributed
to exogenous forces rather than to the family-linked CEO. The emotions associated
with family ties may reduce the effectiveness of CEO monitoring, distorting the
economic instrumentality of the judgments (Gomez-Mejia et al. 2001).

In this context, the instrumental mechanisms of monitoring the CEO are more
important to control for unexpected deviations in CEO behavior (Schulze et al. 2001;
Lubatkin et al. 2005). Non-family firms, doubting the good faith of the CEO and
perceiving greater risks of opportunistic behavior and agency costs, will intensify the
monitoring effect of CEO compensation, based on economic incentives and accounting
indicators of the firm’s outcomes, possibly even punishing poor performance, to ensure
competent and responsible CEO behavior (Combs et al. 2010; Gomez-Mejia et al.
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2003; Michiels et al. 2013). Pay-for-performance and associated accountability mech-
anisms are prevalent in non-family firms as a way to mitigate agency conflicts (Murphy
2013); ownership and control are completely separated. Considering all the above
arguments, we expect instrumental monitoring mechanisms of CEO compensation to
be applied more intensively in non-family than in family firms. This leads to our first
hypothesis:

H1: CEO compensation monitoring is lower in family firms than in non-family
firms.

According to SEW and agency principles, the linkage between CEO compensation
monitoring and firm performance operates differently in family and non-family firms
(Chrisman et al. 2009). While non-family firms design CEO compensation monitoring
procedures on instrumental economic grounds, family firms share an affective align-
ment with their CEO. In family firms the payments to the CEO transcend economic
rationality (Gomez-Mejia et al. 2011), and CEOs, because of their emotional attach-
ment to the family firm, are willing to sacrifice their economic well-being by accepting
lower compensation. As a result, in family firms, CEO compensation monitoring may
be decoupled from firm performance (Combs et al. 2010; Cruz et al. 2010; Gomez-
Mejia et al. 2003).

Combining these considerations with the findings of Tosi and Gomez-Mejia
(1994), that there is a marginal and asymptotic positive relationship between CEO
compensation and firm performance, we expect that, in family firms, an increase in
the low level of CEO monitoring will be associated with greater improvements in
firm performance. The lower level of CEO instrumental monitoring in family firms
makes it possible to obtain greater improvement in firm performance as supervision
of the CEO increases. In contrast, increasing the higher levels of CEO instrumental
monitoring in non-family firms, which are already near optimal, will produce little
improvement in firm performance. In other words, at low levels of compensation
monitoring – as may be found in family firms – increases in instrumental CEO
supervision significantly improves firm performance by preventing overly selfish
and opportunistic behavior (Fama and Jensen 1983; Eisenhardt 1989). If instrumen-
tal compensation monitoring is high, the CEO achieves performance levels that
approach the upper limits what is possible. At that level, an increase in monitoring of
CEO compensation will not lead to further firm performance improvement. Consid-
ering all the above arguments, we formulate the second hypothesis in the following
terms:

H2: CEO compensation monitoring is more strongly related to performance in
family firms than in non-family firms.

The role of family involvement and CEO family status

The relationships between CEO compensation monitoring and firm performance may
also depend, among family firms, on the extent of family involvement and on the
CEO’s blood ties with the owning family, which may affect the principal’s perception
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of opportunism. Applying the logic of SEW, when the influence of the family in the
ownership and management of the company is strong, and when the CEO belongs to
the family, they share an altruistic, emotional alignment that transcends economic
rationality, and they share SEW (Eddleston and Kellermanns 2007; Gomez-Mejia
et al. 2011). The family thinks CEO opportunism is unlikely, making it unnecessary
to invest in instrumental or economic monitoring mechanisms that transfer risk to the
CEO (Eisenhardt 1989; Gomez-Mejia et al. 2001). In these contexts, according to
Gomez-Mejia et al. (2007), CEOs are willing to behave in the family’s best interests, to
avoid losses of their own socioemotional wealth. The regulation of these relationships
altruism and trust require the family owners to implement an (explicit or implicit)
contract that prioritizes and assures the protection of the family SEWand the welfare of
the CEO (Gomez-Mejia et al. 2003; Verbeke and Kano 2012), through mechanisms of
affective monitoring strongly oriented towards support, understanding and consider-
ation of CEO welfare, and in which pay-for-performance policies are practically absent
since they can be counterproductive and have a negative impact on the CEO’s intrinsic
motivation (Cruz et al. 2010; Gomez-Mejia et al. 2011).

Conversely, significant agency cost are expected to prevail (Lubatkin et al. 2005) in
family firms when family control declines in terms of ownership or management –
including the case where the CEO is not a family member. Investment in instrumental
economic monitoring mechanisms – based on extrinsic and quantitative indicators – is
more likely to occur and fruitful from the viewpoint of the CEO and owners’ wealth, as
the family loses control of the company (both in terms of ownership and management)
or disperses its voting or management rights (Combs et al. 2010; McConaughy 2000;
Cheng et al. 2015). If the family’s influence in the firm is limited, the family may have
less power to appoint a trusted CEO. The CEO – usually not a family member and with
no ownership, whose personal wealth is neither essentially nor emotionally tied to the
interests of the family firm – may be thought disloyal by the family and not trusted
(Gomez-Mejia et al. 2011; Michiels et al. 2013). Family owners bear increasing risk as
family influence decreases, which in turn intensifies their perceptions of exposure to
CEO opportunism, reducing their willingness to trust the CEO (Schulze et al. 2001). In
order to face this increased risk, family owners will therefore try to ensure that the CEO
makes effort to maximize family firm value through performance-based pay and,
specifically by means of instrumental mechanisms of compensation monitoring based
mainly on pay-for-performance alignment and quantitative indicators of the firm’s
outcomes (Combs et al. 2010; He 2008; McConaughy 2000; Gomez-Mejia et al. 2003).

Non-family CEOs may be more prone to performance-related pay policies
because they typically focus on a shorter term than family CEOs, as they need
to achieve a successful track record of strong performance (Block 2011;
Michiels et al. 2013). Several studies (Combs et al. 2010; He 2008;
McConaughy 2000) find that non-family CEOs incentives are more closely
linked to firm performance (and firm risk) than those for family CEOs. They
posit that family CEOs have superior intrinsic motivation because of their
position and, therefore, require less compensation as well as a more limited
pay-for-performance mechanism to align their interests with the firm than do
non-family CEOs (Gomez-Mejia et al. 2003).

Thus, it is expected that the intensity of CEO compensation monitoring decreases as
the influence/involvement of the family in the firm is greater, both in ownership and
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management –including the family status of the CEO. We formulate the third hypoth-
esis as follows:

H3: Family involvement – both in terms of ownership and management – and
CEO family status are negatively related to CEO compensation monitoring.

In addition, considering the arguments presented in Hypothesis 2, we expect CEO
compensation monitoring to be more effective in family firms with higher levels of
family influence. To protect the family SEW, these firms tend to apply for more
protective mechanisms of CEO compensation monitoring, so that an increase of
instrumental mechanisms of compensation in this context stimulates higher levels of
CEO performance and firm performance – an effect that is not available to family firms
with low family involvement. Thus we propose the following hypothesis:

H4: CEO compensation monitoring is more strongly related to performance as
family involvement in the firm increases.

Methodology

Population, sample and data collection

The population of Spanish non-listed firms was selected from the OSIRIS database
(Bureau van Dijk 2008). OSIRIS database provides access to a broad cross-section of
firms, and includes precise and complete economic and financial information. From
this database we obtained information on industry classification, firm size and age, firm
profitability, and business risk. The initial population consisted of 3032 firms with 250
or more employees from service and manufacturing industries. Only large firms were
selected because monitoring mechanisms are more defined and formalized than in
small and medium firms, allowing for a better analysis of the family involvement
effects on CEO compensation. From this initial population, following the procedure of
family firm identification of Cabrera-Suárez et al. (2014), we manually inspected and
selected all the firms whose boards and/or management team include a minimum of
two individuals with the same two surnames (in Spain, people whose two surnames are
identical are very likely to be siblings). From these selected firms, we choose the level
of 20% family stock ownership recommended by La Porta et al. (1999) as the cutoff
point to define a firm as family owned, obtaining 1232 family firms (40.63%) out of
total population of 3032 firms.

A telephone survey addressed to the human resource manager of the com-
pany was conducted between May and June 2016, asking about the CEO
compensation monitoring process, the CEO individual characteristics and, if
any, the degree of family involvement, obtaining valid information from 357
firms (response rate of 11.77%). Of these respondents, 153 are family firms,
representing a response rate of 12.41%, relatively high and similar to other
studies oriented to top managers of Spanish family firms, compared with the
11% rate obtained by Cruz et al. (2010). Regarding the information about
family involvement, the survey results (firms’ self-classification) were cross-
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checked with the OSIRIS data gathered for each firm, obtaining almost a total
agreement between the two sources of data.

Testing for non-response bias, we split the sample into first-wave (70%) and second-
wave responding firms, finding no significant differences (Armstrong and Overton
1977). In addition, regarding common method bias, although data was already collect-
ed from two sources (OSIRIS database and telephone survey), we checked it through a
confirmatory factor analysis (CFA) (Podsakoff et al. 2003). The poor fit of the single
factor measurement model suggests no threat of common method variance (χ2 =
3172.32; RMSEA = 0.22; NFI = 0.6; NNFI = 0.6; CFI = 0.6). Finally, testing for differ-
ences between population and final sample regarding industry, firm size, firm age and
family status, we checked that the samples of 357 firms and 153 family firms
represented reasonably well the population of large family businesses in Spain (results
of comparisons are available from the authors upon request).

Variables measurement

CEO compensation monitoring The measurement of the CEO compensation monitor-
ing reflects the potential agency problems that emerge as a result of the delegation of
power from the owners to the CEO (Dalton et al. 2007; Werner and Tosi 1995). To
address this aspect, Tosi and Gomez-Mejia (1989, 1994) develop a measurement scale
that reflects the effectiveness of CEO compensation setting in the alignment of interests
through the introduction of diverse mechanisms and structures of economic incentives
(Zajac and Westphal 1995). We adopt this original scale, which is defined as a single
construct consisting of 16 items on a 5-point Likert scale structured in two blocks of
questions (as shown in Table 1): (1) the importance given to factors influencing the
setting of CEO compensation; and (2) the intensity of supervision regarding CEO
compensation through pay-for-performance alignment. The whole scale assesses the
CEO compensation setting process and the contingencies associated with CEO pay-
ment, including those related to the several stakeholders involved in this procedure.

A confirmatory factor analysis (CFA) was conducted to test the psychometric
properties of the CEO compensation monitoring scale. As shown in Table 1, indicators
fall within recommended values and the measurement model fits satisfactorily (χ2 =
340.41; RMSEA= 0.08; NFI = 0.96; NNFI = 0.97; CFI = 0.97; IFI = 0.97,) (Anderson
and Gerbing 1988; Hoyle and Panter 1995). The scale shows both very high levels of
reliability – well above the recommended cut-off (Straub 1989) – and dimensionality –
with all factor loadings significant and converging to one single factor (Bagozzi and Yi
1988). In addition, the average variance extracted (AVE) is above the recommended 0.5
necessary to confirm convergent validity of the scale (Fornell and Larcker 1981) and
greater values of the square root of the AVE than the correlation among variables off-
diagonal elements of Table 2 confirm discriminant validity.

Firm performance We assess firm performance using a quantitative indicator based on
average vale of return on assets (ROA) for three years (from 2014 to 2016). ROA is a
widely accepted measure for examining effectiveness of HR practices, including those
regarding compensation policies (Sánchez-Marín et al. 2019; Zattoni et al. 2015), and is
usually preferred over other measures such as return on sales (ROS) or return on equity
(ROE) (Dekker et al. 2015). We calculate ROA as the yearly net income divided by
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average total assets for the year. To reduce the skewness (Hair et al. 2006), we calculate
the natural logarithm for ROA adding 1 to all values to avoid negative terms in
logarithmic transformations.

Family involvement We measure the family involvement in the firm through the two
main dimensions of family influence in the business usually considered by the literature
(Corbetta and Salvato 2004; Westhead and Howorth 2006), family ownership and
family management. First, family ownership represents the voting rights of the family
in the firm, and is measured by the proportion of shares held by the family over total
shares, which in our sample ranges from 0 (non-family owned firms) to 100 (totally
owned family firms). This measure indicates the capacity of the family to control the
board (Wu 2013). And second, family management represents the ability of the family
to influence the day-to-day management of the firm, and is measured through the
proportion of family members on a firm’s management team (Sciascia and Mazzola
2008). Similarly, this variable ranges in the sample from 0 (non-family managed firms)

Table 1 Confirmatory factor analysis for CEO compensation monitoring scale

Items F a c t o r
loadings

Compos i t e
reliability

AVE

CEO compensation monitoring 0.98 0.86

The following items are important in terms of CEO pay policies/practices 0.840

Overall business strategies 0.900

Organization's ability to pay 0.853

Use of quantitative performance measures such as earnings per share 0.946

Use of qualitative performance measures (e.g., executive charisma)a 0.925

Wishes of executivea 0.949

Provision of “golden parachutes”a 0.878

Linking interest of executives with those of shareholders 0.948

Making executive responsible for firm performance, even if it may reflect
economic, political, social, and environmental forces

0.962

The following statements regarding CEO pay policies/practices 0.943

Minimizing taxes is actually a more important objective in developing
CEO pay policies than motivational concernsa

0.936

In reality, there is very little monitoring of CEO compensationa 0.961

Engaging in "creative accounting" to justify higher CEO paya 0.980

Most members of the compensation committee are appointed by the CEOa 0.873

lt is in the interest of hired compensation consultants to recommend a high
compensation package for the CEOa

0.964

In reality, the CEO faces limited outside constraints in setting his/her pay
levela

0.954

Merger/acquisition activities are used to justify higher CEO paya

All things considered, the CEO pay policies/priorities in the firm truly give
shareholders "their money's worth"

a ltem was reverse-coded. After we made coding changes 5 represents high monitoring and 1 low monitoring
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to 100 (totally managed family firms) showing a variety of degrees of family manage-
ment influence.

CEO family status Since CEO is directly involved in compensation decisions, his/her
family status is likely to influence the type and intensity of the compensation monitor-
ing (Combs et al. 2010). Each CEO was asked to report his/her personal family
relationship to the firm owners to create a CEO family status dummy variable (“1” in
case of family CEO and 0 otherwise).

Control variables Five firm/industry variables and four individual variables, that char-
acterize the CEO and TMT, have been selected as control variable. (1) The industry in
which a business operates was measured as a dummy variable indicating whether firm
is involved in manufacturing (value “1”) or in services (value “0”) industry, based on
NACE coding (NACE Rev. 2 2008). (2) Firm size was operationalized as the average
number of employees during the period 2016–2018, taken as a natural logarithm
(Miller et al. 2000; Wasserman 2006). (3) Firm age was measured as the difference
between year 2016 (when the survey was administered) and the year the company was
founded (Sánchez-Marín et al. 2019). (4)Ownership concentrationwas operationalized
on the basis of the independence indicators reported in OSIRIS database, namely A
qualification – companies with no shareholder over 24.99% of ownership, B qualifi-
cation – with shareholders between 25% and 49.99% of ownership, and C qualification
– with shareholders over 49.99% (Baixauli-Soler and Sanchez-Marin 2011). We
construct a variable from less to more concentration where A is coded as “1”, B as
“2” and C as “3” (Baixauli-Soler and Sanchez-Marin 2015). (5) Business risk was
measured as the coefficient of variation of ROA in each industry sector over five years
(2012–2016) (Gomez-Mejia et al. 2007). (6) CEO ownership was measured by the
proportion of shares held by the CEO to total shares outstanding (Arosa et al. 2010). (7)
CEO tenure was operationalized as self-reported number of years that the CEO has held
this position in the firm (Tsai et al. 2006). (8) Top management team (TMT) tenure was
measured as the average number of years that top managers had held their positions in
the firm, as reported by the CEO (Cruz et al. 2010). (9) CEO duality was operation-
alized as a dichotomous variable, taking the value of 1 when the roles of CEO and
chairperson are occupied by distinct persons and the value of 0 when these two roles
are held by the same person (Lam and Lee 2008).

Results

Table 2 shows descriptive statistics and correlations. As expected, some interesting
correlations between variables reflect the sense of the formulated hypotheses. For
example, CEO compensation monitoring is significantly correlated with firm size
(positively), CEO duality (negatively), CEO ownership (negatively), CEO tenure
(positively), business risk (negatively), family ownership (negatively), family manage-
ment (negatively), CEO family status (negatively) and ROA (positively). ROA is
significantly correlated with firm size (positively), CEO duality (negatively), CEO
tenure (positively) and CEO family status (negatively).
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We used hierarchical regression analyses to test the hypothesized direct and moder-
ating effects regarding CEO compensation monitoring, family involvement and firm
performance, applying White’s correction for robust standard errors that correct for
potential heteroscedasticity (White 1980). In addition, to minimize the effects of
multicollinearity, each of the independent and moderating variables were mean-
centered before they were used in regression analyses (Aiken and West 1991).

Table 3 reports the results of the regression analysis with CEO compensation
monitoring as the dependent variable. Models 1 and 2 include 357 firms (all firms of
the sample) and models 3 and 4 include 153 firms (only family firms). Model 1
contains only the control variables, showing that higher business risk, CEO ownership
and TMT tenure together with lower CEO tenure reduce CEO compensation monitor-
ing. In Model 2 we added family ownership to differentiate family and non-family
firms, showing a significant increase in R2, from 0.06 to 0.19 (p < 0.001), and negative
and significant coefficients of family ownership (β = −0.22, P < 0.01), which means
that CEO compensation monitoring decreases (from non-family to family firm) as the
family involvement in the ownership increases, supporting Hypothesis 1. Analyzing
only family firms, Model 4 shows adds the family involvement in ownership and
management and the CEO family status over the set of control variables in Model 3,
showing a significant increase in R2, from 0.09 to 0.12 (p < 0.1). The coefficient of
CEO family status is negative and significant (β = −0.18, p < 0.1) indicating lower
CEO compensation monitoring when the CEO belongs to the family. Regarding family
involvement, the intensity of CEO compensation monitoring decreases as the
proportion of family managers increases (β = −0.17, P < 0.1). However, no
significant influence was found for family ownership, which might be expected
considering that levels of family ownership among family owned firms are highly
homogeneous, and there was little variation on this dimension. All these results support
Hypothesis 3.

Figure 1 graphically shows the effect of family involvement (considering both
family and. Non-family firms and degree of family influence among family firms) on
CEO compensation monitoring tested in Hypotheses 1 and 3. While CEO compensa-
tion monitoring is lower in family firms in which the CEO and most of managers share
family ties, it is higher in non-family firms and in family firms with a non-family CEO
and with a minority of family members in the TMT.

Table 4 shows the results from the regression analyses with firm performance
as a dependent variable and CEO compensation monitoring as an independent
variable. As with the models described above, Models 5 and 6 include all firms
of the sample and Models 7 and 8 only include family firms. In Models 5 and
7, control variables and main effects were entered first, then adding multipli-
cative terms in Models 6 and 8 to examine the hypothesized moderations.
Model 5 shows that greater firm size and higher CEO compensation monitoring
increase firm performance. Adding interactions in Model 6, a significant in-
crease in R2 can be seen, from 0.05 to 0.15 (p < 0.001) and a positive and
significant coefficient for the interaction of family management and CEO
compensation monitoring (β = 0.32, P < 0.001), but not for interaction with
family ownership, which indicate that the relationship between CEO
compensation monitoring and firm performance is stronger as the proportion
of family managers in the company increases, partially supporting Hypothesis 2.
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To test Hypothesis 4, analyzing these relationships only among family firms, we ran
Models 7 and 8. Model 7 includes control variables and main effects, where again we
can observe that CEO compensation monitoring is significant and positively related to
firm performance (monitoring (β = 0.35, p < 0.001). Model 8 shows a significant
increase in R2 compared to Model 7, from 0.17 to 0.38 (p < 0.001), together with
positive and significant coefficients for the multiplicative terms of family management
and CEO family status with CEO compensation monitoring (β = 0.23, p < 0.05; β =
0.29, p < 0.01), which indicate that firm performance increases greatly when CEO
compensation monitoring increases in family firms with a high proportion of family
managers and a family CEO. As expected, family ownership again has no influence in
these relationships because of its low variability among family owned firms. These
results provide support for Hypothesis 4.

Table 3 Regressions on family firm status and CEO compensation monitoring

All firmsa Family firmsb

Model 1 Model 2 Model 3 Model 4

Industry
Firm size
Firm age
Ownership concentration
Business risk
CEO duality
CEO ownership
CEO tenure
TMT tenure
Family ownership
Family management
CEO family status

−0.04
+0.07
+0.04
−0.01
−0.10*
−0.13*
−0.17**
+0.17**
−0.15**

−0.03
+0.01
+0.05
−0.03
−0.11*
−0.09†
−0.13*
+0.17**
−0.08
−0.22**

−0.08
+0.09
+0.06
−0.01
−0.22*
−0.13
−0.26**
+0.18†
−0.08

−0.11
+0.09
+0.02
−0.03
−0.21*
−0.19†
−0.28**
+0.18†
−0.04
−0.05
−0.17†
−0.18†

ΔR2 0.13*** 0.03†

Adjusted R2 0.06 0.19 0.09 0.12

F 3.71*** 8.61*** 2.69** 2.49**

Dependent variable: CEO compensation monitoring

Values are standardized regression coefficients. †p ≤ 0.1; *p ≤ 0.05;**p ≤ 0.01;***p ≤ 0.001
a : n = 357 firms; b : n = 153 family firms
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Fig. 1 Family firm status as predictor of CEO compensation monitoring
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Figure 2 graphically represents the effectiveness of the monitoring of CEO com-
pensation based on the firm’s level of family involvement. As shown, the increase of
firm performance is higher in family firms, where instrumental CEO compensation
monitoring is lower in comparison with non-family firms. CEO’s lower level of
compensation monitoring in highly involved family firms – regarding family managers
and a family CEO – provides a greater distance to reach the upper limit of CEO
monitoring effectiveness which, in turn, provides more potential for improving firm
performance.

Table 4 Regressions on CEO compensation monitoring and firm performance

All firms Family firmsb

Model 5 Model 6 Model 7 Model 8

Industry
Firm size
Firm age
Ownership concentration
Business risk
CEO duality
CEO ownership
CEO tenure
TMT tenure
Family ownership

−0.05
+0.14*
−0.03
−0.01
−0.03
−0.07
−0.01
+0.06
+0.03
0.09

−0.01
+0.12*
−0.05
−0.01
−0.03
−0.07
−0.02
+0.06
+0.02
+0.22**

−0.14†
+0.06
−0.05
+0.01
+0.08
−0.01
−0.05
+0.10
−0.01
0.04

−0.01
+0.08
−0.09
+0.07
+0.05
−0.06
−0.02
+0.01
−0.02
0.03

Family management +0.15* +0.21**

CEO family status 0.07 0.10†

CEO compensation monitoring +0.10† +0.19** +0.35*** +0.43**

Family ownership x CEO compensation monitoring +0.32*** +0.09

Family management x CEO compensation monitoring +0.23*

CEO family status x CEO compensation monitoring +0.29**

ΔR2 0.10*** 0.19***

Adjusted R2 0.05 0.15 0.17 0.38

F 2.50** 5.37*** 3.17*** 6.39***

Dependent variable: firm performance

Values are standardized regression coefficients. †p ≤ 0.1; *p ≤ 0.05;**p ≤ 0.01;***p ≤ 0.001
a : n = 357 firms; b : n = 153 family firms
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Discussion and conclusions

This paper examines the effectiveness of CEO compensation monitoring in relation to
the extent of family involvement in the firm. Adopting a procedural approach based on
the internal process of setting CEO compensation – based on the established procedures
and rules reflecting the alignment of CEO incentives structure to the firm interests (Tosi
and Gomez-Mejia 1994) – we shed light on the influence of family governance and
control in the design of mechanisms of CEO compensation and its consequences for
performance. To explain these relationships we combine agency and SEW theories,
which are empirically tested on a sample of 357 large Spanish family and non-family
companies. Our findings show a negative effect of family involvement –both compar-
ing family with non-family firms, and among family firms with different levels of
family involvement in management – on CEO compensation monitoring as well as a
stronger relationships between CEO compensation and firm performance as the family
influence is higher in terms of family managers and family CEOs.

Specifically, our results indicate that the intensity of economically instrumental CEO
compensation monitoring (oriented towards economic incentives and accountability for
the firm’s outcomes) is higher in non-family firms than in family firms. In addition,
among family firms CEO compensation monitoring decreases with increasing family
involvement. In line with Cruz et al. (2010), our results indicate that family owners opt
for a more affective supervision (oriented to the preservation of their – both the family
owners’ and the CEO’s – socioemotional wealth and welfare) decreasing the intensity
of CEO compensation monitoring (Gomez-Mejia et al. 2011). In addition, among
family firms, the family ownership dimension is no longer important, which is expected
considering that, once the firm is under family control, family management is the main
determining factor of governance (Daily and Dollinger 1992). In that vein, CEO
compensation monitoring is lower when the management team is dominated by the
family and, more importantly, when the CEO belongs to the family (Cruz et al. 2010).
In this case, family owners perceive a low risk of opportunism, and design affective
contracts with stronger CEO protection mechanisms, and less compensation monitoring
based on extrinsic economic controls (Gomez-Mejia et al. 2003).

In terms of firm performance, our results indicate that lower levels of CEO
monitoring in family firms are associated, in comparison with non-family firms,
with stronger firm performance improvements in response to increases of CEO
compensation procedure oriented towards a better alignment of economic in-
centives to firm outcomes (Gomez-Mejia et al. 2011). In addition, among
family firms, the strength of the relationship between CEO compensation
monitoring and firm performance increases as the family involvement increases.
Again, the effectiveness of CEO compensation monitoring leading to further
improvements of firm performance is determined by the presence of family
managers in the management team. The initial lower level of instrumental CEO
monitoring in family owned companies implies, as anticipated, that an improve-
ment of monitoring leads to a greater firm performance in firms with a family
CEO than in firms with an external, non-family CEO (Cruz et al. 2010). In
family firms with a family CEO, as there is a protective supervision over the
family CEO, an increase in the level of economic alignment of CEO incentive
structure generates more room for firm performance improvement. In contrast,
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in family firms with non-family CEO, the low confidence in this external CEO
causes an initial higher level of CEO compensation monitoring closer to the
optimal for firm performance.

Overall, these findings contribute to the literature in the compensation and family
business fields. First, this study aligns with the recent literature on the study of the
process and consequences of CEO compensation in family firms that has evolved from
a classic agency approach towards a socio-psychological perspectives (Jaskiewicz et al.
2017). The adoption of the SEW perspective makes it possible to explain firm owners’
perceptions of CEO opportunism through the lens of family ties, leading them to
supervise and compensate CEOs depending on the commitment and goals they share
(Gomez-Mejia et al. 2011). Second, we contribute to the contradictory evidence on the
effects of family involvement on CEO compensation (i.e. Combs et al. 2010; Cruz et al.
2010), which may be produced by the use of objective pay-for-performance measures
(based on agency view of optimal contracting) that indirectly operationalize the concept
of monitoring since family firms are more reluctant to use explicit compensation
arrangements (Verbeke and Kano 2012). Third, by adopting this procedural approach
to the analysis of CEO compensation, based on the internal monitoring of CEO’s
incentive structure, we methodologically provide a more direct, alternative, perspective
– following the seminal works of Tosi and Gomez-Mejia (1989, 1994) – to the study of
CEO compensation and its consequences in the context of family firms. In that regard,
the CEO compensation monitoring scale is shown to be appropriate for analyzing this
important topic. And finally, this study is in line with those analyzing effectiveness of
the management of family firms, combining common bonds and mutual expectations
based on emotions, feelings and values grounded in psychology with contractual and
financial factors grounded in the economy (Chrisman et al. 2004, 2009; Chua et al.
2009; Gomez-Mejia et al. 2007; Lubatkin et al. 2005; Schulze and Kellermanns 2015).
Our paper confirms the important role of family involvement in the implementation of
mechanisms of CEO monitoring and the effects of affective affiliations in the
decoupling of CEO compensation from firm performance.

This work also has important implications for practitioners. Our results suggest, first,
that family companies, even in the absence of agency conflicts, should maintain
appropriate mechanisms of CEO supervision based on the structure of economic
incentives (Verbeke and Kano 2012). Whatever the degree of family involvement
and CEO family status, an appropriate setting of CEO compensation based on the
alignment of CEO behavior with the firm’s financial and non-financial interests can be
a prudent measure to avoid opportunistic or asymmetrical altruistic behaviors,
balancing potential goal dichotomies. Human resource managers in family firms should
consider the design of mechanisms of CEO compensation monitoring driven by a
balance between the desire to preserve and enhance the family’s socioemotional wealth
and the pragmatic approach based on economic and financial aspects.

Finally, we also acknowledge the limitations of our study, which may provide some
fruitful directions for future research. First, the paper employs a widely-accepted
measure of family involvement in the firm based on the influence of the family in both
ownership and the management of the company. Further studies should consider,
however, the inclusion of explicit socioemotional wealth dimensions of the owning
family, in order to analyze their effects on CEO supervision effectiveness explicitly
(Berrone et al. 2012; Debicki et al. 2016). Second, and related to the above, although
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our analysis focuses on a widely-accepted measure of firm financial performance,
namely ROA, future studies should consider other performance indicators related to
non-financial outcomes, such as family reputation and family cohesion, that could
appropriately represent the socioemotional goals of the family firm (Zellweger et al.
2013). Third, our paper focuses on the structure of CEO compensation as the prevalent
mechanism of supervision. Although compensation mechanism represents one of the
most powerful and common instruments of CEO monitoring, future studies should
extend this analysis by examining the influence of other governance mechanisms, such
as the type of majority shareholder or the proportion of independent directors on the
board (Chrisman et al. 2018). Finally, this paper analyzes family businesses based on a
widely accepted and well known definition. Future research should complemented and
enriched these studies by considering additional aspects of family culture and values
(Habbershon and Williams 1999; Rau et al. 2018) in order to have a more comprehen-
sive view of the CEO monitoring function in the context of the total role of the family
in the business.
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