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Abstract
This paper examines the effect of family ownership and control on executive compensation in listed firms
during the period 2003-2008. The descriptive statistics show that CEOs in non-family-controlled firms
have a significantly higher share of variable compensation than CEOs in family-controlled firms, they also
receive remuneration in stock options relatively more often. The econometric analysis shows that family
control and ownership concentration reduce CEO compensation whereas multiple-class shares increase
the level of compensation. In line with the findings of previous research, firm size and performance are
positively related to CEO compensation.
Keywords: Corporate governance, executive compensation, and family ownership.
JEL-Codes: G30, L20, L21, L22, L25.
Acknowledgments: First I would like to thank Professor Per-Olof Bjuggren, Ratio and Jönköping International Businsess
School and Professor Åke E Andersson for helpful comments on the manuscript. I also would like to thank from Sparbankernas
Forskningsstiftelse, Alfa Sparbankstiftelsen and CeFEO (Centre for Family Enterprise and Ownership) for financial support.

2

1.

Introduction

The issue of executive compensation is central in studies of corporate governance. Most theories suggest
that compensation programs should aim to give the executive management an incentive to manage the
firm in line with the interest of the owners, i.e., to maximize shareholder value. That the ownership
structure affects CEO compensation has been shown in previous research (Tosi, Werner, Katz, &
Gomez-Mejia, 2000; Werner, Tosi, & Gomez-Mejia, 2005). In general, studies on concentrated ownership
and CEO compensation support the managerial power approach that a weak CEO (and, consequently,
strong ownership) has a lower possibility to affect the compensation contract. For example, Shleifer and
Vishny (1986) show that the presence of large shareholders leads to improved monitoring of the
management and reduces managerial discretion. It is therefore likely that increased monitoring also affects
a CEO’s ability to influence the executive compensation contract. A number of studies report that
external block holders have a reducing effect on executive compensation (Cyert, Kang, & Kumar, (2006);
Hambrick & Finkelstein, (1995); Core, Holthausen, & Larcker, 1999). The Scandinavian literature in this
field reports no or only negative influence of ownership concentration on executive compensation in
Scandinavian listed firms (Mäkinen, 2007; Oreland, 2008; Oxelheim & Randøy, 2005; Randøy & Nielsen,
2002).
There are also a large number of studies showing that families as owners act differently relative to
other types of owners (Bertrand & Schoar, 2006; Casillas & Acedo, 2007; Miller, Le Breton-Miller, Lester,
& Cannella Jr, 2007). Only a few studies, however, investigate the effect of family ownership on executive
compensation (Block, 2008; Cheung, Stouraitis, & Wong, 2005; Gabaix & Landier, 2008; Gomez-Mejia,
Larraza-Kintana, & Makri, 2003; Haid & Yurtoglu, 2008; McConaughy, 2000; Oreland, 2008). The results
are mixed. Gabaix and Landier (2008) make a cross-country investigation and find no significant effect of
the family as a controlling owner on CEO compensation. The studies using US-based firms, Block (2008),
Gomez-Mejia et al. (2003), McConaughy (2000), report a negative relationship between family ownership
and CEO compensation. Investigating the effects of family managerial ownership and executive
compensation in closely held firms in Hong Kong, Cheung et al. (2005) find a positive relationship
between family ownership and CEO compensation. They interpret it as a sign of rent extraction and
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managerial entrenchment. Haid and Yurtoglu (2008) report a positive effect of family ownership on
executive compensation among German firms, whereas Oreland (2008) finds no clear monitoring effect
of family control on executive compensation among Swedish listed firms.
In this paper, the relationship between family control and executive compensation in firms listed on
the Stockholm Stock Exchange is investigated. By using Swedish listed firms, the paper examines the
effects of family control on CEO compensation in a corporate governance context characterized by
concentrated ownership, strong family control and an extensive use of control-enhancing mechanisms.
The chapter relates to the study by Oreland (2008), but uses a panel data methodology when estimating
the effects of ownership structure on CEO compensation. Further, the governance variables are measured
in percentage terms.
The sample consists of data from 86 Swedish listed firms during the period 2003-2008 (about 389
observations). Information regarding executive compensation was collected from each firm’s annual
report. Total executive compensation comprises fixed and variable compensation, while pensions and
stock options are excluded. Stock option programs are excluded due to lack of data. Firms do not
systematically report the value of their stock option programs, but by including a dummy variable, which
indicates whether the CEO is included in a stock option program or not, the value of stock option
programs can be estimated.
The analysis indicates that concentrated ownership and family control reduce CEO compensation. The
results are in line with the theoretical expectations but differ from previous research with respect to the
impact of family control on CEO compensation. There is also a reducing effect of having a CEO
belonging to the controlling family. Furthermore, the result shows that firm size has a positive effect on
CEO compensation; CEOs in larger firms have a higher remuneration. This is in line with the crosscountry study by Gabaix and Landier (2008). As suggested by theory, firm performance also has a positive
impact on CEO compensation.
The remainder of the paper is organized as follows: Section 2 presents the theoretical framework along
with the hypotheses tested in Section 4. Section 3 discusses executive compensation in Sweden in an
international perspective. Section 4 presents the data and the methodology used. Section 5 discusses the
results from the regression analysis, and Section 6 concludes the paper.
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2.

Determinants of the Compensation Contract

The principal-agent theory is often applied in analyses of compensation contracts of managers. Within this
framework, two approaches are commonly used: i) optimal contracting, and ii) the managerial power
approach (skimming contract).1 According to the optimal contract theory, the board of directors
formulates the compensation contracts that give the executive manager an incentive to act in the interest
of the owners of the firm, i.e., to maximize shareholder value. The manager of the firm is not supposed to
be involved in the construction of the compensation contract. In this sense, the contract is a way to
mitigate potential agency problems between the managers and the owners of the firm. Bebchuk and Fried
(2003), however, argue that the optimal contract theory does not hold in reality:

“Compensation arrangements are likely to be shaped both by the market forces that push toward value
maximization, and by managerial influence, which leads to departures from these outcomes in directions favorable to
managers”
(Bebchuk & Fried, 2003, p. 73)
Rather, as the quotation implies, managers are generally involved in the formulation of the compensation
contract. The managerial power theory (Bebchuk & Fried, 2003; Bebchuk, Fried, & Walker, 2002)
suggests that managers influence the compensation contract. Stronger management (i.e., weaker
ownership) can extract private benefits through the compensation contract. Managerial dispersion can be
mitigated in a number of ways. In the following, the effects of concentrated ownership and family
ownership on executive compensation are discussed.

The two approaches correspond to the hypotheses tested in Mueller and Yun (1997). They test whether the executive
compensation reflects the fact that the management of the firm is hired to maximize firm value or whether, as suggested by the
managerial power approach, managers can set their own salaries. Core et al. (1999) make a similar division. They separate the
optimal contract view from other views in which the compensation contract is not perceived as efficient and hence does not
mitigate the agency problem. Bertrand and Mullainathan (2000) use the concepts of contracting view and skimming view.
1
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2.1.

The Market for CEO:s

The managerial power approach is based on negotiation and bargaining theories.2 In firms associated with
strong management and weak owners, the CEO has a stronger bargaining position and hence is more
likely to influence the compensation contract. The CEO’s bargaining position is weaker in firms managed
by a controlling owner such as a family. The competitive situation on the market for CEOs varies
depending on whether the CEO is a new entrant on the labor market or if he/she is an experienced CEO.
The compensation contract for a new entrant will be determined by a bilateral negotiation between the
buyer (the firm) that has many options and the seller (CEO) with, usually, only one option. In this case,
the CEO faces a relatively tough negotiation situation where the firm tends to have a relatively strong
bargaining position, which may lead to a lower wage level for the CEO as a result.
In public firm, there is an amount of money intended for remuneration to the board members as well
as to the CEO. Hence, the negotiation between the board and the CEO is about the distribution of
remuneration. The outcome can be described as percentage (a) going to the board of directors and
percentage (1-a) going to the CEO’s compensation. The reasoning is based on symmetry of negotiation
skills as described by Nash (1950) and Shapley and Shubik (1969). Figure 1 depicts the bargaining process
in public firms.

Y1 (Board Compensation)

Bargaining Space: Board of Directors and
Manager Share 50/50

Y1,min

Y2, min

Y2 (CEO Compensation)

Figure 1: Negotiation Process

The triangle between the CEO reservation wage (Y2, min) and the board’s reservation wage (Y1, min)
determines the negation space. The firm’s bargaining position depends on the CEO’s credible alternatives,
2

Section 2.1 is based on Andersson and Anderssson (2006).
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i.e., if the CEO has many alternative employment opportunities his/her reservation wage increases and if
she/he has few alternatives, the reservation wage decreases. The CEO’s reservation wage also changes
with experience and reputation. CEOs belonging to the founding family of a firm can be assumed to have
few alternatives, since leaving the firm for a position in another firm is associated with leaving the family.
This lowers the reservation wage of the CEO.

2.2.

Ownership structure and Executive Compensation

The conventional definition of the principal-agent theory as described by Berle and Means (1932) was
developed based on the corporate governance structure in the USA and the UK. The continental
European and the Swedish model differ substantially from the Anglo-Saxon model. These firms are in
general characterized by dispersed ownership; many are run by the management, whose interests might
not coincide with those of the shareholders of the firm (Berle & Means, 1932; Jensen & Meckling, 1976;
Morck, Shleifer, & Vishny, 1988). A majority of countries have, however, ownership models characterized
by controlling owners and concentrated ownership (La Porta, Lopez-de-Silanes, & Shleifer, 1999; Morck
& Yeung, 2009; Shleifer & Vishny, 1997). In these countries the principal agent conflict is not (mainly)
between the management and the owners but rather between the controlling and the minority owners of
the firm (Saito & Dutra, 2006; Tson Söderström, Berglöf, Holmström, Högfeldt, & Meyersson, 2003;
Villalonga & Amit, 2006, 2009). The controlling owner has a considerable influence on the management
of the firm. It is common for the controlling owner also to influence the process of appointing senior
managers, establishing management strategies, formulating compensation contracts to the executives, and
controlling the board of directors.3 The owner thus controls the firm at a number of different layers, and
the possibilities to extract private benefits increase (Dyck & Zingales, 2004; Perkins, Morck, & Yeung,
2008). It is plausible that larger owners cater more to their own interests in firm-specific decisions and do
not take the interest of all shareholders into consideration.
The probability of minority expropriation is higher in firms applying multiple-class shares (Faccio,
Lang, & Young, 2001). Vote-differentiated shares give investors excess control of the company relative to
their cash rights. This implies that a controlling owner can extract private benefits from the firm without
3

Sjögren (2005) and Lindgren (2002) describe management strategies applied by the Swedish family business group Wallenberg.
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bearing the full cost of the benefits. These governance structures lead to different and possibly more
complex dependency problems compared with Anglo-Saxon firms. There are also benefits associated with
ownership concentration. The managerial approach suggests that ownership concentration due to
increased monitoring of the management reduces executive compensation. Controlling shareholders have
both the ability and the incentive to decrease costs of agency problems within the firm (Shleifer & Vishny,
1997). They control enough voting and cash flow rights to actively monitor the management and defray
the cost of it. Controlling owners can more easily coordinate their actions and remove managers that do
not act in accordance with their interests. Based on the above discussion Hypothesis one can be stated:

Hypothesis 1: Ownership concentration reduces CEO compensation.

2.3.

Family Control and Executive Compensation

Families own or control a majority of all firms around the world (La Porta et al., 1999). The share of
family firms differs across countries, but families, according to Faccio and Lang (2002), control almost 50
percent of Western European firms. This makes family ownership and control a particularly important
topic in corporate governance studies. In addition, studies indicate that families behave differently as
owners than owners of non-family controlled firms (Bertrand & Schoar, 2006). The family is by definition
a strong controlling owner and can monitor the management of the firm as described above. As investors,
families are often regarded as having a longer time perspective than other categories of owners. In
addition, the family is often strongly related to the firm, which implies strong concerns for firm survival
and performance (Le Breton-Miller & Miller, 2006a, 2006b). The family therefore has strong incentives to
monitor the managers of the firm. In principle, one can expect this effect to be stronger in familycontrolled firms than in non-family firms.

Hypothesis 2: Family control reduces CEO compensation.

The probability of minority shareholder expropriation is also higher in family-controlled firms (Villalonga
& Amit, 2006, 2009). This is because in family-controlled firms the family can collect the compound
amount of private benefits generated by rent extraction. If the controlling owner is an institution, bank,
government, or corporation, the extracted private benefits are distributed among several independent
8

shareholders, which lower the incentive to extract private benefits from the firm in the first place. This
incentive increases if the family-controlled firm has a dual-class share structure. We thus argue that family
control increases the monitoring of the CEO and hence leads to lower CEO compensation, but by using
dual-class shares, the controlling family can extract rents from the firm in the form of higher CEO
compensation. Previous research (cf. Bjuggren & Palmberg, 2010) shows that ownership concentration is
also relatively higher in family-controlled firms, implying less opportunity for CEOs to influence their
own compensation contracts. Swedish family-controlled firms more often than non-family controlled
firms apply multiple-class shares. Based on the above discussion, Hypothesis 3 is formulated:

Hypothesis 3: Vote-differentiated shares increase CEO compensation.

3.

Executive Compensation in Sweden – An International
Perspective

Executive compensation in Sweden is relatively small in an international perspective. In 2005, a Swedish
CEO earned on average 44 percent less of what his or her American counterpart did (Mishel, Bernstein &
Allegretto, 2007). Swedish CEOs, however, have experienced a sharp increase in their level of
compensation over the last decades. During the period 1988-2005 the average remuneration increased by
over 300 percent. The adjustment of CEO compensation in Swedish firms to higher international levels
will probably go on, leading to further increases in the compensation level. Sweden is a small and exportoriented country. Many of the larger firms are multinational firms that operate on the global market; to
stay successful; these firms must recruit managers and employees that are globally competitive, which
implies that firms need to offer internationally attractive wages.
Earlier Scandinavian research indicates a positive relationship of the effect of foreign ownership to
executive compensation. Mäkinen (2007) shows that foreign ownership has a positive effect on executive
compensation in Finnish listed firms. The positive impact of foreign ownership could be due to the
possibility that Finnish firms open up and adjust to a corporate governance system (i.e., Anglo-American)
with higher levels of compensation. Oxelheim and Randøy (2005) show that Swedish and Norwegian
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firms that are exposed to Anglo-American financial influence also report higher levels of CEO
compensation.

4.

Data and Methodology

Based on previous research, equation (1) is formulated to test the hypotheses developed in Section 2. In
the analysis, a two-way fixed effect model which controls for industry and time-fixed effects is used.

(1)

EC is total executive compensation including fixed salary plus bonus and other benefits to the CEO. FPi, t1

denotes firm performance measured in Tobin’s q and return on assets (ROA). FSi,t-1 denotes firm size in

terms of total assets, and Owni,t-1 is a vector of governance variables, i.e., ownership concentration, excess
votes, family control and a dummy controlling for family-related CEOs.. The residuals (εit) are assumed iid
normal distributed with zero means. All explanatory variables are lagged one year, since it is likely that the
CEO compensation is determined the year before.
β1 can be seen as a proxy for measuring the pay-performance relationship and β2 as a measure of how
firm size affects CEO compensation. The model tests for the effects of ownership structure measured in
terms of ownership concentration, the use of multiple-class shares, and family control; hence β3 captures
the relationship between ownership structure and CEO compensation. The panel data methodology
makes it possible to estimate the equation over time and control for industry-specific effects.

4.1.

Data and Variables

The dataset contains data for non-financial firms listed on the Stockholm Stock Exchange (OMX
Stockholm) during the period 2003-2008. Further, to be included, firms need to have reported ownership
data, data on executive compensation, as well as financial and accounting data for at least four consecutive
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years during the period 2003-2008 to be included in the study. This yields a panel of 389 observations for
86 firms.
The data on executive compensation were collected from the firms’ annual reports. Firms listed on the
OMX Stockholm are, since 2003 when the Swedish Code of Corporate Governance was introduced,
obliged to report executive compensation to the CEO and other members of the management team. Most
firms report fixed and variable (bonus) salary as well as pension costs for the CEO and other members of
the management team. A majority of the firms also report other and extra compensation, which in most cases
represents costs for company car, extra health insurance, and housing. This other/extra compensation is
included in the fixed compensation. Some firms also report extra income in the form of share-based
compensation or long-term incentive programs. These extra sources of variable income are included in
variable compensation.
Another important part of CEO compensation is stock options. Swedish listed firms do not
systematically report the value of these programs in their annual reports. Some firms only report the
number of stock options/warrants owned by the CEO, whereas others specify the value of the incentive
program. To account for the option programs, a dummy that equals one if the CEO owns
options/warrants is included in the model. Total CEO Compensation is the sum of fixed and variable
compensation.
17 percent of the sample firms have changed CEOs during the period. There is some inconsistency in
the way that firms report the compensation to the incoming and outgoing CEOs. Some firms report the
compensation (variable and fixed) for the incoming and outgoing CEOs separately, and some firms report
the total CEO compensation for both CEOs during the year. To be consistent, the compensation for
both the incoming and the outgoing CEO has been summed and a dummy that equals one if the firm has
changed CEOs and zero otherwise is included in the analysis. The Swedish Code of Corporate
Governance (2004) further suggests that each firm should have a compensation committee, which sets the
remuneration to the CEO and other senior managers. To control for this a dummy variable (D c-com.) is
included in the regression model.
The ownership data were collected from the Owners and Power in Sweden’s Listed Companies (SIS
Ownership Data Corporation, 2003-2008). This database provides detailed ownership data (both direct
11

and indirect ownership) for firms listed on the Stockholm Stock Exchange. Ownership structure is
measured in terms of ownership concentration, dual-class shares, and family ownership and control.
Ownership concentration is measured as the share of voting rights owned by the largest owner. Many
firms apply dual-class shares. The variable excess votes measures the extent to which the largest owner
applies this type of control-enhancing mechanism.
Family control is defined in terms of control rights. Firms are defined as family-controlled firms if one
family controls them directly or indirectly. The family also has to be the largest owner and control at least
20 percent of the outstanding votes. This threshold is arbitrary but conventional in studies on family
firms. For example, according to La Porta et al. (1999), one owner can effectively control a company with
20 percent of the votes. Further, family-related CEOs are also controlled for in the analysis.
The financial and accounting data were collected from Standard and Poor’s Compustat Global. To evaluate
the pay-performance relationship, an accurate measure of firm performance is needed. To capture
financial measures of firm performance as well as accounting performance, two different measures of firm
performance are used, i) Tobin’s q, and ii) return on assets (ROA). Tobin’s q measures the average return
on capital against the firm’s cost of capital and captures the financial market’s evaluation of the firm’s
performance, whereas ROA is an accounting measure.4
Further, it has been shown both theoretically and empirically that firm size has a substantial impact on
executive compensation (See, e.g., Bamoul, 1967). More recently, Gabaix & Landier (2008) show that firm
size explains differences in CEO compensation across both time and countries. The most common
measures on firm size are number of employees, sales, and total assets. In this study, total assets are used
as a proxy for firm size. Table 1 presents the variables included in the analysis.

4

See Murphy (1999) for a further discussion on measures of firm performance and how they relate to CEO compensation.
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Table 1: Description of Variables
Panel A: Executive Compensation
EC
Total executive compensation including fixed and variable compensation. Variable salary
includes both bonuses and share-based compensation and compensation from incentive
programes when reported. Fixed salary includes base salary as well as extra and other
benefits. Due to lack of data, total compensation does not include stock options. Pension
costs are not included in total CEO compensation; this is because we are interested in
the present payment to the CEOa.
Doptions
Dummy that equals one if the CEO owns options or is engaged in an incentive scheme
and zero otherwise.
Dc-com
Dummy taking the value one if the firm applies the Swedish Code of Corporate
Governance and has a compensation committee.
DCEOchange
Dummy that equals one if the firm has changed CEOs during the year, and zero
otherwise.
Panel B: Ownership Structure
V1
Ownership in terms of outstanding votes of the largest controlling owner.
Dvotediff

Dummy taking the value one if the firm applies vote differentiation and zero otherwise.

Excess Votes

Difference between votes and capital for the controlling owner.

Dfamily

Dummy taking the value one if the controlling owner is an individual or a family, and zero
otherwise. Percentage of the outstanding voting rights controlled by a family/individual
(above 20 percent).
DFound-fam
Dummy taking the value one if the founding family of the firm controls 20 percent or
more of the voting rights and zero otherwise.
DCEO-fam
Dummy taking the value one if the CEO belongs to the controlling family and zero
otherwise.
Panel C: Financial and Accounting Measures
Tobin’s q
Market value divided by total assets. Tobin’s q measures firm performance.
ROA
AT
Source:
Note:

5.

Return on Assets, measures firm performance.
Total Assets. AT is a proxy for firm size.
Executive compensation is collected from each firm’s annual report. SIS Ownership Data Corporation (2003-2008)
provides the ownership data, and the financial and accounting data come from Standard & Poor’s Compustat Global.
a) The correlation between CEO compensation including pension and that excluding pension is 0.99, indicating an almost
perfect correlation.

Empirical Analysis

In the following section, the effects of family control on CEO compensation are analysed. The section
starts with a presentation of the descriptive statistics of the sample firms. Table 2 presents descriptive
statistics regarding the ownership structure of the sample firms. The largest owner controls on average 36
percent of the votes and 24 percent of the cash flow rights. Around 60 percent of the sample firms apply
vote-differentiated shares, and the average excess vote is 12 percent. The share of firms that apply votedifferentiated shares has decreased by 10 percentage units during the period. Family-controlled firms
account for about 55 percent of the sample.
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18 percent of the family-controlled firms have a family-related CEO and 38 percent of the firms have a
family-related chair of the board (COB). That means that the controlling family is involved in the
management in 56 percent of the family-controlled firms.
Table 2: Descriptive Statistics-Corporate Governance Structure
Mean Median Std.
Min

Max

Capital, Largest Owner

24.20

21.60

15.16

1.40

72.30

Votes, Largest Owner

36.24

32.20

21.89

2.40

92.70

Vote-Differentiated Shares
Excess Votes
Family-Controlled Firms

63.27
12.04
54.69

8.10
-

48.25
13.39
49.83

-7.60
-

49.60
-

Note: Table 2 displays average values for the period 2003-2008, values are in percentages.

Table 3 displays descriptive statistics for CEO compensation, firm size, and ownership structure in familyand non-family controlled firms. The average compensation in the sample firms is about SEK6.3 million,
the median CEO compensation is considerably lower implying a large variability among the firms. Total
CEO-compensation has increased considerably over the last decades (Mishel et al. 2007). The increase has
continued, and the descriptive data in this study indicate that the average CEO compensation has
increased by about 80 percent over the last five years. The average annual increase in compensation is
around 15 percent. Both the standard deviation and median values indicate a large variability between
firms.
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Table 3: Descriptive Statistics - Family-Controlled Firms and Non-Family Controlled Firms (Average Annual Values, 2003-2008)
Variables

Non-Family Firms
Mean

Family Firms

Full Sample

Diff. mean

std.

N.

Mean

std.

N.

Mean

std

N.

t-value

Panel A: CEO Compensation
Total CEO
Compensation
(‘000)
6 410.24

6 176.72

225

6 183.94

6 041.83

274

6286.18

609.02

498

0.41

% Variable Comp.

21.02

19.48

224

18.21

19.83

272

19.48

19.70

496

1.58*

Doption

64.43

48.27

223

53.62

49.96

273

58.08

49.40

496

2.30***

Panel B: Firm Size and Performance
Total Assets
(‘000 000)
29 689.85
64 017.38
Tobin’s q
1.44
1.30

219
215

12 948.37
1.67

20 047
1.56

263
256

20 420.08
1.56

46157.29
1.50

471
471

4.01***
-1.68*

ROA

219

4.612

16.99

263

2.24

18.62

486

-3.00***

-0.473

20.15

Variables
Non-Family Firms
Panel C: Ownership Structure

Family Firms

Full Sample

Diff. Mean

Votes

24.39

18.81

219

46.25

18.94

263

36.32

21.78

482

-12.65***

Capital

18.08

14.27

219

28.93

13.53

263

24.00

14.88

482

-8.55***

Vote Diff.

0.44

0.50

219

0.80

0.40

263

0.64

0.48

482

-8.80***

Excess Votes

6.31

10.10

219

17.32

13.86

263

12.32

13.45

482

-9.79***

Note:
* indicates significance on a 10 percentage level, ** significance on a 5 percentage level, *** significance on a 1 percentage level. The figures
are average annual values for the period 2003-2008. All values are deflated with 2005 as base year. Total assets are a measure of firm size. Tobin’s q and ROA
measure firm performance. Concentrated ownership denotes share of outstanding votes and capital by the largest owner. Vote differentiation is a dummy
equaling one if the firm applies vote-differentiated shares and zero otherwise. Excess votes are voting rights minus cash flow rights for the largest owner
.

Family Control and Executive Compensation

Table 3 also presents t-statistics to determine whether there are any statistical differences between familyand non-family controlled firms in terms of mean values. The statistics indicate that there is no difference
in the level of CEO compensation even though, CEO compensation is slightly lower in family-controlled
firms than in non-family controlled firms. Furthermore, Table 4 shows that the average share of variable
compensation is around 20 percent. CEOs in non-family controlled firms have a slightly higher share of
variable compensation than CEOs in family-controlled firms (21 and 18 percent, respectively). The
difference is statistically significant. There are also differences between the two types of firms with respect
to use of incentive-based programs in terms of stock options. About 64 percent of the CEOs in nonfamily controlled firms own stock options compared to 53 percent in family-controlled firms. The result
supports the findings of Benz, Kucher, & Stutzer (2001), which show that compensation in the form of
stock option contracts is smaller in firms with concentrated ownership. This follows the assumption that
family control implies better monitoring of the management; less incentive-based compensation is needed.
The average CEO compensation to family-related CEOs is considerably lower (SEK2.4 millions). This
group of CEOs also has a lower share of variable compensation (12 percent of the compensation is
variable). The share of family-related CEOs that is rewarded compensation in form of options is also
lower (32 percent). There are also statistically significant differences between the groups both in firm size
and in firm performance. Table 3 (panel B) shows that non-family controlled firms are larger in terms of
total assets and has a lower Tobin’s q than family-controlled firms (1.44 and 1.7, respectively).
The main differences between family- and non-family controlled firms lie in the ownership structure.
Family-controlled firms have a much higher rate of ownership concentration than non-family controlled
firms. The largest owner controls around 46 percent of outstanding votes and 29 percent of the cash flow
rights in family-controlled firms. The corresponding values for non-family controlled firms are 24 and 18
percent, respectively. Further, around 80 percent of the sample family-controlled firms have multiple-class
shares, compared to 44 percent of the non-family controlled firms. Excess votes are, hence, much higher
in family-controlled firms.
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Family Control and Executive Compensation

5.1.

Regression Analysis

In this section, the estimation results from Model (1) are presented and analysed. A two-way fixed effect
model, controlling for industry and time effects, is used. The natural logarithm of Tobin’s q and ROA
measures firm performance, and the natural logarithm of total assets measures firm size. Table 4 presents
the regression results regarding the impact of firm size and performance on CEO compensation. The
estimation results indicate a positive and significant effect of firm performance both in terms of Tobin’s q
and in terms of ROA on total CEO compensation. The estimated elasticity of firm performance measured
in Tobin’s q is 0.164; the corresponding value for ROA is slightly lower at 0.089. The values show that
when a firm’s performance increases by 10 percent, the CEO pay increases by 1.64 (Tobin’s q) and 0.9
percent (ROA).

Table 4: Total CEO Compensation and Firm Performance
(1)
(2)
Tobin’s q (ln) 0.16***
(3.20)
ROA (ln)
0.08***
(2.72)
Firm Size (ln) 0.34***
0.34***
(19.35)
(17.02)
Doption
0.15***
0.17***
(2.88)
(3.16)
Dc-com.
0.05
0.02
(0.80)
(0.33)
Dceoch
0.15**
0.13*
(2.51)
(1.98)
Constant
5.34***
5.09***
(31.79)
(25.86)
Adj. R2
F-stat.
No. of firms
No. of Obs.:
Note:

0.79
35.60
86
389

0.81
32.81
81
312

Ln(EC)=β 0,i+ β 1,i*lnPit-1+ β 2,i*ln(FSit-1)+ β 3,i*Oi,t-1+εit. A two-way fixed effect model is used, controlling for industry and
time effects (values are not reported). Firm performance is measured in Tobin’s q (market value divided by total assets)
and return on assets (ROA). The natural log of Tobin’s q, ROA, and total assets is used in the analysis. The natural
logarithm of total assets (AT) measures firm size. All explanatory variables are lagged one year and measured in 2005
prices. Doption is a dummy taking the value one if the CEO has stock options. Dc-com. is a dummy taking the value one if the
firm applies the Swedish Code of Corporate Governance and has a compensation committee. Dceoch is a dummy that equals
one if the firm has changed CEOs during the year (this variable is not lagged). T-statistics in parentheses, ***indicates
significance on a 1 percentage level, ** significance on a 5 percentage level, and * significance on a 10 percentage level.
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The effect of firm size is also positive and significant indicating that CEOs in larger firms receive a higher
total CEO compensation. Total assets is used as a proxy for firm size; the estimation shows that the
elasticity of size is 0.34, i.e., if the firm grows by 10 percent in terms of total assets, the CEO
compensation increases by 3.4 percent. Further, the estimation results indicate a positive relation between
the existence of stock option programs and CEO compensation. It is interesting to note that there is no
significant effect whether or not the firm has a compensation committee (Dc-com).

5.2.

Ownership Structure and Executive Compensation

The next step is to estimate the effects of ownership structure on CEO compensation (Table 5). Three
measures of ownership structure are employed, i) concentration ratio of the largest owner, ii) votedifferentiated shares, and iii) family ownership. The effect of family-related CEOs in family-controlled
firms is also tested. First, Hypothesis 1, which states that ownership concentration reduces CEO
compensation, is tested. Columns 1 and 2 (Table 5) present the results regarding the effect of ownership
concentration. The estimated coefficients indicate that ownership concentration has a negative effect on
CEO compensation, i.e., the result is in favor of Hypothesis 1.
The widespread use of control-enhancing mechanisms such, as dual-class shares, pyramiding, and
cross-holdings is a prevalent phenomenon in Swedish listed firms. Out of these, the dual-class share is the
most applied control-enhancing mechanism for owners of Swedish listed firms (Agnblad, Berglöf,
Högfeldt, & Svancar, 2001). Focusing on dual-class shares, the basic model is extended to include excess
votes. Consistent with Hypothesis 2, a positive impact of excess votes on CEO compensation is observed
(Table 5, columns 1 and 2). The results can be related to previous studies in corporate governance on the
effects of deviation of cash flow rights from control rights on firm performance. These studies show in
general that multiple-class shares have a negative impact on firm performance (Bjuggren, Eklund, &
Wiberg, 2007; Gugler, Mueller, & Yurtoglu, 2004). Previous research on the effects of multiple-class
shares on CEO compensation is mixed. Haid & Yurtoglu (2008) report that the link between firm
performance and executive compensation disappears in firms applying vote-differentiated shares. Previous
Scandinavian research (Oxelheim & Randøy, 2005; Randøy & Nielsen, 2002) studying the effect of
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control-enhancing mechanisms on CEO compensation reports an insignificant effect of multiple-class
shares on CEO compensation. The effect of firm size in terms of total assets (logarithm) is also controlled
for. In line with previous research, the result shows that firm size has a positive and significant effect on
CEO compensation. It is also robust with respect to specification. Further, the estimates of firm
performance (both in terms of Tobin’s q and in terms of ROA) on CEO compensation are robust and
indicate a positive and significant relationship.
Table 3 reports that there are significant differences between family firms and non-family firms with
respect to CEO compensation. The next step is therefore to see how family control affects CEO
compensation, i.e., to test Hypothesis 3 that family control reduces CEO compensation. Table 5 shows that there
are considerable differences between family and non-family firms with respect to the use of votedifferentiated shares. Around 80 percent of the family-controlled firms apply vote-differentiated shares
compared to 50 percent of the non-family controlled firms. To account for this, we also investigate the
combined effects of excess votes and family control by interacting a dummy variable for family control
with excess votes (Dfamily*excess votes).
Table 5 (columns 3 and 4) shows that the estimated effect of family control is in line with Hypothesis
3, i.e., that family control reduces CEO compensation. It can be concluded that family control generates
an increased monitoring of the management and hence reduces the influence of the CEO on the
compensation contract. The increased monitoring effect by family owners can be related to previous
research on family control and firm performance.
Family control reduces the level of CEO compensation; the effect is somewhat mitigated by the
existence of excess votes. Columns 3 and 4 show a positive and significant effect of excess votes in family
firms and hence are in favor of Hypothesis 2 (i.e., that vote-differentiated shares increase CEO
compensation) and Hypothesis 3 (i.e., that family control decreases CEO compensation). The positive
effect of excess votes is much stronger in family-controlled firms than in non-family controlled firms.
Model 5 and 6 in Table 5 show a strong negative effect if the CEO is related to the controlling family
owner.
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Table 5: Total CEO Compensation, Firm Performance, and Ownership Structure
Tobin’s q (ln)
ROA (ln)
Firm Size (ln)
Ownership Conc. (Votes %)
Excess Votes

Ownership and Control
(1)
(2)
0.13***
(2.71)
0.09***
(3.08)
0.32***
0.31***
(21.27)
(19.28)
-0.01***
-0.01***
(-5.70)
(-6.59)
0.01***
0.01***
(3.46)
(4.13)

Family Control (% Votes)

Family Control
(3)
(4)
0.15***
(3.19)
0.10***
(3.60)
0.32***
0.32***
(23.31)
(21.18)
-0.01***
-0.01***
(-3.01)
(-4.49)

-0.01***
(-3.86)
0.02***
(5.00)

Dfam* Excess Vote

Dc-com.

0.10*
(1.89)
0.06
(0.96)

0.13**
(2.45)
-0.02
(-0.376)

0.08*
(1.67)
0.04
(0.785)

(6)

0.33***
(24.14)

0.09***
(3.02)
0.33***
(21.39)

-0.44***
(-5.45)
0.07
(1.34)
0.07
(1.16)

-0.37***
(-4.62)
0.12**
(2.20)
0.03
(0.40)

-0.01***
(-3.70)
0.02***
(5.62)

Dfamilyceo
Doption

Family CEO
(5)
0.19***
(3.98)

0.11**
(2.06)
-0.03
(-0.42)

20

Dceo-change
Constant
Adj. R2
F-statistics
No. of Firms
No. of Observations

Note:

0.12**
(2.14)
5.81***
(31.67)
0.83
37.78
86
389

0.094
(1.551)
5.740***
(27.39)
0.84
37.21
81
312

0.13**
(2.25)
5.84***
(33.52)
0.81
38.52
86
389

0.11*
(1.79)
5.76***
(29.02)
0.84
38.47
81
312

0.12**
(2.17)
5.61***
(33.23)
0.80
37.77
86
388

0.10
(1.53)
5.41***
(26.84)
0.82
34.25
81
311

Ln(EC)=β 0,i+ β 1,i*lnPit-1+ β 2,i*ln(FSit-1)+ β3,i*Oi,t-1+εit . A two-way fixed effect model is used, controlling for industry and time effects (values are not reported). Firm
performance is measured in Tobin’s q (market value divided by total assets) and return on assets (ROA). Both performance measures are logged. The natural logarithm of
total assets (AT) measures firm size. Ownership structure is measured in terms of ownership concentration, family ownership, excess votes, andfamily-related CEO. Tstatistics are within brackets. ***indicates significance on a 1-percentage level, ** significance on a 5-percentage level, and * significance on a 10-percentage level. All
explanatory variables are lagged one year. Doption is a dummy taking the value one if the CEO has stock options. Dc-com. is a dummy taking the value one if the firm applies
the Swedish Code of Corporate Governance and has a compensation committee. Dceoch is a dummy that equals one if the firm has changed CEOs during the year (this
variable is not lagged). The VIF-value indicates no problem of multicolliniearity.
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6.

Conclusions

This paper analyses the effects of family control on CEO compensation. The descriptive statistics show
that there are significant differences between family- and non-family controlled firms. For example, the
structure of the compensation differs. CEOs in non-family controlled firms have a higher share of
variable compensation and get more compensation in terms of stock options than CEOs in familycontrolled firms do. Family-controlled firms are smaller in terms of total assets and have a higher firm
performance.
The regression results show that concentrated ownership has a reducing effect on CEO
compensation. This supports the prediction of the principal- agent theory and is in favor of Hypothesis 1,
which states that ownership concentration reduces CEO pay. Separation of ownership and control in the
form of vote-differentiated shares has a significant and positive effect on CEO compensation as well. We
then turn to family control and its effects on CEO compensation. The analysis shows that there is a
positive and significant effect of excess votes in family-controlled firms. Confirming Hypothesis 2, the
analysis shows that family control has a negative and significant effect on CEO compensation, implying
that control through family ownership has a decreasing effect on CEO compensation. Further, familyrelated CEOs have a reducing effect on CEO-compensation.
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