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The study of Say-on-Pay (SOP) — a shareholder vote on executive compensation — is a key topic in the corporate
governance field, despite which its influence in the context of family firms has not been studied until now. In
response to this need, this paper pursues a twofold objective: first, to analyze differences in shareholder voting
behavior between family and non-family firms; second, to explore the impact of increasing family ownership on
voting dispersion among family firms, testing the related moderating effects of family involvement in manage-

ment and governance on this relationship. Focusing on a sample of large UK listed companies from 2007-2017,
our results show that the distinctive features of family firms lead to more concentrated voting positions regarding
pay packages compared to non-family firms, with this voting concentration tending to be higher as family
ownership increases. Moreover, while this relationship intensifies when the family is involved in management,
we find partial support in the case of family involvement in governance.

1. Introduction

Amongst the pay structures that align executive behavior with owner
interests, executive compensation is one of the primary governance
mechanisms designed to reduce potential agency problems (Gomez--
Mejia, Nunez-Nickel, & Gutierrez, 2001; Jensen & Meckling, 1976).
Empirical research has, however, provided little evidence regarding its
effectiveness (Murphy, 2013), bearing in mind how often it is used to
extract private benefits, even in the specific setting of family firms (Cruz,
Gomez-Mejia, & Becerra, 2010; Sanchez-Marin, Carrasco-Hernandez, &
Danvila-del-Valle, 2020; Tiscini & Raoli, 2013). In this context,
Say-on-Pay (SOP), a voting system whereby shareholders in listed firms
express their views (positive, negative or neutral) on executive pay at
the annual general meeting (Hooghiemstra, Kuang, & Qin, 2015; Loz-
ano-Reina & Sanchez-Marin, 2020; Stathopoulos & Voulgaris, 2016),
has become a complementary governance mechanism that increases
shareholder influence, potentially improving co-responsibility and
transparency concerning executive pay decisions (Alissa, 2015; Conyon
& Sadler, 2010; Correa & Lel, 2016; Ferri & Maber, 2013; Kimbro & Xu,
2016; Sanchez-Marin, Lozano-Reina, Baixauli-Soler, & Lucas-Pérez,
2017).

Bearing in mind that family ownership is a relatively common
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phenomenon in globally listed companies (La Porta, Lopez-De-Silanes, &
Shleifer, 1999; Poutziouris, Savva, & Hadjielias, 2015), extending the
study of SOP voting to an unexplored context — such as the family firm
one — is of special relevance. This is due to the fact that SOP can posi-
tively contribute to family firm governance by reducing inter- and
intra-family agency conflicts as well as by promoting social cohesion and
a shared vision in decision-making (Mustakallio, Autio, & Zahra, 2002).
In order to test this, we consider shareholders’ degree of SOP voting
dispersion — which reflects shareholder tendency to concentrate or
disperse their SOP voting positions towards a certain common stance
(favorable or unfavorable) —, since this ultimately reflects the intensity
of agency conflicts in family firms regarding the prevalence of homo-
geneous/collectivist positions vs. heterogeneous/individualist prefer-
ences (Davis, Schoorman, & Donaldson, 1997; Schulze, Lubatkin, Dino,
& Buchholtz, 2001). In an effort to gain further insights into share-
holders’ voting behavior — as a key SOP determining factor — and
considering the family firm context, this paper pursues a twofold
objective: first, to compare the degree of voting dispersion between
family and non-family firms; and second, by moving to a within-family
firm analysis, to test how family ownership levels, as well as the degree
of family involvement in management and governance, affect voting
dispersion - considering that family heterogeneity might lead to
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variations in corporate governance decision-making (Soleimanof,
Rutherford, & Webb, 2018). This responds to recent calls in SOP liter-
ature that advocate examining this particular context as well as the ef-
fect of the presence of family versus non-family owners (Lozano-Reina &
Sanchez-Marin, 2020).

Based on agency and stewardship arguments, governance idiosyn-
crasies in family firms (Baek & Fazio, 2015; Bartholomeusz & Tanewski,
2006; Kumar & Zattoni, 2016; Mazur & Wu, 2016; Saravanan, Srikanth,
& Avabruth, 2017) are expected to translate into differences in share-
holder voting behavior between family and non-family companies.
While shareholder consensus (reaching a common vision) within
non-family firms is expected to be less frequent due to greater diver-
gence of interests, the formation of homogeneous opinions is more likely
in family companies, since family shareholders feel emotionally
attached to each other through interpersonal interactions, common
goals, and a common history (Bingham, Dyer, Smith, & Adams, 2011;
Heino, Tuominenb, & Jussila, 2020; Kallmuenzer, Hora, & Peters,
2018).

Moreover, among family firms, the likelihood of voting en bloc (by
reducing SOP voting dispersion) is expected to grow as the proportion of
family ownership — and the level of power and influence to protect
family interests — increases (Achleitner, Kaserer, & Kauf, 2012; Le
Breton-Miller, Miller, & Lester, 2011). In addition to being influenced by
the degree of family ownership within family firms, family heteroge-
neity also depends on family involvement in management and gover-
nance. As family members become increasingly involved in
management and governance, the pursuit of family interests becomes
more important, and emotional and family ties grow stronger (Chris-
man, Chua, Pearson, & Barnett, 2012; Sciascia, Mazzola, Astrachan, &
Pieper, 2013; Stavrou, Kassinis, & Filotheou, 2007). The likelihood of
aligning firms’ interests with family interests is thus accentuated (Chu,
2011). In this sense, the relationship between family ownership and SOP
voting dispersion is expected to be stronger as the family becomes more
involved in management and governance.

This paper seeks to address these two goals by focusing on a sample
of large UK listed companies (specifically, 1,952 firm-year observations)
from 2007-2017 and using a GLS panel data random effects estimator,
clustered on the firm identifier. The UK provides a particularly impor-
tant context since its corporate governance system follows a comply-or-
explain approach (Conyon & Sadler, 2010; Correa & Lel, 2016), allow-
ing companies to adapt (or not) governance requirements with greater
freedom. In addition, the UK provides an interesting scenario in which to
analyze how changes in SOP legislation (from advisory to binding) can
influence voting dispersion in family firms.

Our study contributes to SOP and family-related literature in three
main ways. First, by examining SOP as a prominent corporate gover-
nance mechanism, this paper explores, for the first time to the best of our
knowledge, the role played by family firms (compared to non-family
firms) in SOP voting dispersion, thereby expanding the scarce current
knowledge concerning shareholder reaction to executive compensation
design and how this emerging governance mechanism functions in this
key governance context (Lozano-Reina & Sanchez-Marin, 2020). This
provides clarification on SOP determining factors, emphasizing how
certain innovative governance mechanisms (in our case, SOP) operate
differently between family and non-family firms. Second, by specifically
analyzing how family firms and, in particular, family ownership influ-
ence shareholder behavior in SOP voting, this study contributes by
enhancing current understanding of how family ties, values, and culture
might influence the formation of homogeneous opinions or blocs when
shareholders cast their votes on executive compensation, and which
tends to reduce intrafamily conflicts. This highlights the role of voting
ownership as an essential mechanism used by families to protect their
interests in large listed companies in which family and non-family
shareholders coexist (Achleitner et al., 2012; Anderson & Reeb, 2003;
Villalonga & Amit, 2009) by underpinning the key role family owners
play in preserving family control and wealth. Third, by testing how
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different degrees of family involvement in management and governance
reinforce the impact of family ownership on voting dispersion, this
paper contributes to the debate on how family firm heterogeneity can
lead to variations in corporate governance decision-making (Achleitner
et al., 2012; Soleimanof et al., 2018). This proves relevant since family
firms should not be considered as a homogeneous entity, given that their
heterogeneity (resulting from the different degree of family involve-
ment) is what specifically affects SOP functioning.

The paper is organized as follows. The next section contains the
theoretical framework and hypotheses related to SOP voting dispersion
by distinguishing between family and non-family firms, and later by
moving on to a family firm analysis. In the methodology section, the
sample, data and variables are described, together with the models and
analyses used. Results are shown in the fourth section, and finally, the
conclusions and discussion are provided.

2. Theoretical framework and hypotheses
2.1. SOP voting dispersion in family versus non-family firms

Agency theory (Jensen & Meckling, 1976) constitutes an appropriate
framework for studying pay design and other corporate governance
mechanisms — such as SOP — whose purpose is to reduce the agency
conflicts inherent in any organization (Lozano-Reina & Sanchez-Marin,
2020; Stathopoulos & Voulgaris, 2016). The origin of these agency
conflicts differs between family and non-family firms (Gomez-Mejia
et al.,, 2001; Gomez-Mejia, Larraza-Kintana, & Makri, 2003). In
non-family firms, agency costs clearly result from the separation be-
tween ownership and management, which implies the need to establish
corrective mechanisms that bring together the interests of principals and
agents. Information asymmetries and self-interest are less evident in
family firms because of the altruism among family members (Schulze
et al.,, 2001; Schulze, Lubatkin, & Dino, 2003), which ultimately in-
creases their commitment and loyalty (Gomez-Mejia et al., 2003;
Sanchez-Marin et al., 2020). Thus, in family firms, although the sepa-
ration between ownership and management is much more diffuse,
agency relationships are influenced by family ties where family control
causes certain agency conflicts linked to the degree of family involve-
ment (in ownership, management, and governance) (Catuogno, Arena,
Cirillo, & Pennacchio, 2018; Tiscini & Raoli, 2013). More specifically,
agency conflicts in family firms might be related to the entrenchment
problem caused by the overlap between owners and managers, the
coexistence of family and non-family managers, the expropriation of
minority shareholders, the conflict of interest between owners and
lenders, and asymmetric altruism (Songini & Gnan, 2015).

These differences in agency conflicts have implications regarding
how executive compensation is monitored, which may ultimately affect
shareholder behavior in SOP voting. Specifically, while instrumental
compensation monitoring (based on economic incentives and account-
ability results) is to be expected in non-family firms, family shareholders
are prone to exert affective compensation monitoring (based on
emotional incentives and welfare issues) within family businesses
(Sanchez-Marin et al., 2020). Through this affective monitoring, family
owners increase their desire to maintain firm familiness — influenced by
strong personal and emotional attachment, identification, and commit-
ment (Anderson & Reeb, 2003; Gomez-Mejia, Makri, & Larraza Kintana,
2010). This is consistent with stewardship arguments (Davis et al., 1997)
regarding how family members — by acting as stewards — are often more
intrinsically motivated than their peers by higher-level needs, which
entails acting in the general interest of their businesses (by even
behaving altruistically for the benefit of shareholders) (Block, 2010;
Chu, 2011; Miller, Le Breton-Miller, & Lester, 2011).

The relational contract (between firm and family) implies a common
commitment and a set of expectations based on sentiments, ties, and
emotions (Gomez-Mejia et al., 2001), and where family responsibility,
trust, and commitment are particularly evident. Family members are
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thus more committed to and identify more closely with their firms than
non-family members do, with family ownership forging the foundations
of family business culture and governance (Chrisman et al., 2012;
Stavrou et al., 2007). In contrast to non-family members, family owners
often have much at stake within these companies (e.g., their reputation,
relationships between family members, their invested wealth) and there
is a close connection between the family and the firm (Sciascia et al.,
2013). Due to their family and emotional ties, communication and
cooperation within family firms are also accentuated (Catuogno et al.,
2018), which implies a greater likelihood of adopting a collectivist
approach to governance issues when voting. This collectivist orientation
is expected to translate into voting agreements — which are formal
agreements that intensify the influence of family ownership concentra-
tion —, wherein family shareholders pool their voting rights by removing
the wedge between the ratio of votes controlled and the ratio of votes
owned (Villalonga & Amit, 2009).

In this way, a shared vision often involves family shareholders’
collective ideas about the company’s progress, where these family
members subordinate their goals to collective goals (Mustakallio et al.,
2002). Therefore, the formation of voting blocs among family firms is
common, implying the existence of homogeneous voting positions — in
contrast to non-family firms where the formation of voting agreements is
more difficult, given that there are fewer family and emotional ties
(Azizan & Ameer, 2012; Villalonga & Amit, 2009). Based on the above
arguments, we consider that family firms tend to follow a greater
collectivist orientation when casting their vote compared to non-family
firms, such that lower dispersion in SOP results may be expected. Thus,
the first hypothesis is stated as follows:

H1. SOP voting dispersion is lower in family firms compared to non-
family firms.

2.2. SOP voting dispersion and family ownership

Family ownership plays an important role in large firms worldwide
(La Porta et al., 1999; Maury, 2006). Although the common denomi-
nator of these businesses is often their high degree of ownership con-
centration (Aguilera & Crespi-Cladera, 2012), not all family firms have
the same incentives to preserve their control, since this depends on the
mode and extent of the family’s influence in the organization (Achleit-
ner et al.,, 2012; Garcia-Castro & Aguilera, 2014; Villalonga & Amit,
2009). Since the proportion of family ownership among family firms
strongly affects their governance and strategic decision-making (De
Massis, Kotlar, Campopiano, & Cassia, 2013; Eddleston, Otondo, &
Kellermanns, 2008; Goel, He, & Karri, 2011), identifying and consid-
ering their ownership heterogeneities among family firms may shed
light on some of the prior conflicting evidence to emerge concerning
SOP-related literature (Stathopoulos & Voulgaris, 2016).

Implementing SOP voting — as an appropriate mechanism for moni-
toring executive pay (Alissa, 2015; Brunarski, Campbell, & Harman,
2015; Kimbro & Xu, 2016) — combined with family involvement in
ownership seeks to reduce agency problems within family firms (Pout-
ziouris et al., 2015; Songini & Gnan, 2015). As family ownership in-
creases, family owners are more prone to increase monitoring and
supervision tasks in order to preserve family wealth and identity
(Sciascia, Mazzola, & Kellermanns, 2014). This translates into affective
compensation monitoring, in which the pursuit of family interests in-
tensifies as family values, heritage, culture, and ties increase
(Sanchez-Marin et al., 2020). This pursuit of family interest thus tends to
encourage homogeneous agreements by intensifying the adoption of a
common stance as family ownership increases. This potential concen-
tration of SOP voting positions among families favors the likelihood of
focusing on longer-term goals and on promoting stewardship behaviors
(Le Breton-Miller et al., 2011).

Thus, adopting a shared vision in decision-making among family
firms tends to be more common as family ownership increases — where
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voting based on family ownership is seen as a means for families to exert
strong control and influence over corporate decisions (Aguilera &
Crespi-Cladera, 2012; de Castro, Aguilera, & Crespi-Cladera, 2017)
including those concerning the design of pay packages (Gomez-Mejia
et al., 2003). This is also fostered by the pursuit of a family-based brand
identity, which is promoted in these firms due to the reputational con-
cerns that characterize them (Pindado & Requejo, 2015). In sum, the
likelihood of following homogeneous behaviors in SOP voting is strongly
influenced by the degree of family ownership that exists within family
firms, by reducing voting dispersion, as stated in this second hypothesis:

H2. SOP voting dispersion decreases as family ownership among
family firms increases.

2.3. SOP voting dispersion and the moderating role of family involvement
in management and governance

In addition to relying on family ownership, the degree of family
involvement is related to the presence of family members in manage-
ment — as managers — and governance — as members of the board of
directors — (Barontini & Bozzi, 2018; Nordqvist, Sharma, & Chirico,
2014; Songini & Gnan, 2015). The greater the role of the family in the
management and governance of the firm, the more likely the firm is to
strive to preserve family control (Gomez-Mejia, Haynes, Nunez-Nickel,
Jacobson, & Moyano-Fuentes, 2007). Family member propensity to
participate in the firm’s management and governance are positively
related to family loyalty and reputation (Songini & Gnan, 2015), which
also emphasizes family values (Chrisman et al., 2012; Stavrou et al.,
2007). In this sense, when a family is involved to a greater extent, the
pursuit of family goals and interests becomes more important, and
emotional and family ties prove crucial in decision-making (Gomez--
Mejia et al., 2007).

Whereas the degree of family involvement in management decreases
principal-agent conflicts and accentuates the agency costs inherent in
family businesses, family involvement in governance affects the func-
tions attributable to boards as a traditional governance mechanism
(Songini & Gnan, 2015). Among agency cost control mechanisms, SOP
voting can be considered as a prominent instrument as it allows share-
holders to express their views on executive compensation (Armstrong,
Gow, & Larcker, 2013; Gregory-Smith, Thompson, & Wright, 2014).
SOP may also be an effective mechanism within a family firm context
where there is a particular need to implement governance structures that
promote a shared family vision and cohesion (Mustakallio et al., 2002)
whilst also curbing intrafamily conflicts. The specific common SOP
voting behavior followed by family shareholders is influenced by their
intrinsic motivational aspects, where family identification or goal
alignment will increase as the degree of family involvement grows
(Achleitner et al., 2012).

In this vein, we state that SOP voting agreements, in addition to
being directly influenced by family ownership, are indirectly deter-
mined by the moderating effects of family involvement in management
and governance (Sievinen, Ikaheimonen, & Pihkala, 2020), all of which
are influenced by the family’ struggle to preserve its control. This is also
affected by strong monitoring and control tasks exerted by family
members (based on emotional incentives and welfare issues) due to the
large share of their wealth they have invested in the firm (Boubaker,
Nguyen, & Rouatbi, 2016; Sanchez-Marin et al., 2020).

First, family involvement in management (either through a family
CEO or family members holding top management positions) promotes
active business management by enhancing the impact of family
ownership (Chu, 2011; Sanchez-Marin et al., 2020). Family members
serving as CEOs and/or managers are usually large shareholders who are
actively involved in managing their firms and who have more direct
control over business policies (Catuogno et al., 2018). As family be-
comes more involved in management, there is greater interaction be-
tween shareholders and the owning family (Pittino, Visintin, Lenger, &
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Sternad, 2016), which encourages goal alignment between owners and
managers (Poutziouris et al., 2015). This situation makes the impact of
family ownership on shareholder behaviors in SOP voting stronger by
promoting more coordinated positions on executive pay decisions. In
addition, the authority to commit shareholders without the need for
formal or written agreements is accentuated as family involvement
levels in management increase (Naldi, Cennamo, Corbetta, &
Gomez-Mejia, 2013), which fosters even further the concentration of
SOP voting towards a common stance. This emphasizes the affective
compensation monitoring characteristic of family-controlled firms, since
family CEOs and family managers encourage a common identity and a
stronger “family vision” within the business — which is greatly influ-
enced by strong family ties, reference to a common family history or the
shared family name (Barnett, Long, & Marler, 2012).

Moreover, although management positions provide family members
with greater power to exercise greater discretion when influencing
corporate decisions (Baixauli-Soler, Lozano-Reina, & Sanchez-Marin,
2020; Berrone, Cruz, & Gomez-Mejia, 2012; Feldman, Amit, & Villa-
longa, 2016; Mullins, 2018), their decision-making is often geared to-
wards preserving family wealth and control since family managers tend
to act as stewards — by subordinating personal goals to family goals
(Miller & Le Breton-Miller, 2006; Poutziouris et al., 2015). In this way,
the tendency to favor the sharing of common visions and objectives will
be stronger when family members increase their involvement in the
firm’s management (Davis et al., 1997; Songini & Gnan, 2015) — where
family CEOs or managers will identify closely with the firm by seeing it
as an extension of themselves (Chu, 2011). They therefore forge com-
mon identities and interests and often play a dual role by being both
owner and manager (Anderson & Reeb, 2003; Berrone, Cruz,
Gomez-Mejia, & Larraza-Kintana, 2010; Jiang & Peng, 2011). Based on
this, when there is substantial family involvement in management
(through the presence of a family member who holds a CEO or mana-
gerial position), we expect the influence of family ownership vis-a-vis
reducing SOP voting dispersion to grow. The third a) hypothesis is thus
stated as follows:

H3a. The negative effect of family ownership on SOP voting dispersion
among family firms is stronger as family involvement in management
increases.

Second, family involvement in governance is often manifested
through the presence of the family on the board of directors (Cruz,
Larraza-Kintana, Garces-Galdeano, & Berrone, 2014; Gomez-Mejia
et al.,, 2010; Vandemaele & Vancauteren, 2015), where board repre-
sentation is an important means through which the family exerts its
control (Martin, Campbell, & Gomez-Mejia, 2016; Poutziouris et al.,
2015), intensifying the effect resulting from family ownership. Control
exerted through board monitoring implies greater family power, pro-
motes family commitment, and facilitates pro-organizational behaviors
(Kraiczy, Hack, & Kellermanns, 2015; Sciascia et al., 2014). Firms with
family-dominated boards would therefore be more inclined to avoid
strategic decisions that might threaten family socioemotional wealth (de
Castro et al., 2017; Gomez-Mejia, Cruz, Berrone, & De Castro, 2011),
while at the same time favoring family interests as well as any legitimate
strategic decisions geared towards improving them (Vandemaele &
Vancauteren, 2015).

Boards serve as a way to counteract agency conflicts, and their
activism in monitoring managers mostly depends on directors’ in-
centives to supervise (Songini & Gnan, 2015). In family firms, these
incentives are linked to affective monitoring, which intensifies as family
involvement levels in governance increase. In this way, when the pro-
portion of family members on boards is higher, family influence is more
stable, family ties are increased (Achleitner et al., 2012), and steward-
ship behaviors prove easier (Kraiczy et al., 2015). This context leads
family members on boards to emphasize their family identification and
commitment (Block, 2010; Chu, 2011) by intensifying like-minded
voting positions promoted by family ownership. We thus suggest that,
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when there is high family involvement in governance (through family
representation on the board), the influence of family ownership vis-a-vis
adopting a single common position on SOP voting will be strong, which
reduces voting dispersion even further. Thus, the third b) hypothesis is
stated as follows:

H3b. The negative effect of family ownership on SOP voting dispersion
among family firms is stronger as family involvement in governance
increases.

3. Methodology
3.1. Sample and data

This study focuses on large UK listed companies. The UK, which is
representative of the Anglo-American model of corporate governance,
provides a particularly important context for three main reasons. First,
the UK was the first country to implement SOP-related legislation. It is
therefore possible to study shareholder behavior in SOP voting
regarding executive compensation design using a longer time horizon
(as more data are available than in other contexts). In this sense, unlike
other countries, the UK has long-running experience in this voting
process, thus making it an ideal context in which to examine how it
works. Second, the UK has seen significant movement towards reducing
excessive and misaligned executive compensation. The recommenda-
tions contained in the Cadbury Code (1992) and the Greenbury Report
(1995) are particularly worthy of mention, and constitute the basis for
implementing SOP-related legislation (initially as an advisory vote and
later as a binding vote) as well as for formulating many of the codes from
the Financial Reporting Council (FRC)' and the London Stock Exchange.
These codes include most of the current UK requirements for compen-
sation (e.g., disclosure of executive compensation data, shareholder
accountability through SOP voting, transparency through clearer
reporting, or performance-related earnings). Third, the UK follows a
comply-or-explain approach, which promotes the implementation of
best corporate governance practices ('comply”). When a company
wishes to deviate from these practices and recommendations, it must
explain and justify why ("explain") (Conyon & Sadler, 2010). By
mandating organizations to hold an annual vote on executive compen-
sation, SOP affects the comply-or-explain approach and the role played
by the board of directors in establishing such pay policies (Correa & Lel,
2016), forcing companies to take this vote. When this vote was advisory
(before 2013), firms were able to deviate from the SOP results obtained
by explaining or justifying their position to shareholders. However, this
voting became legally binding as of 2013, and since then companies
have had to take into account the results obtained.

Five main sources of information are used to collect data on SOP,
family firms, the different degrees of family involvement, and the con-
trol variables: Manifest Ltd, an independent shareholder voting and
corporate governance support service, is used to collect data on SOP.
NRG Metrics, an integrated corporate governance and ownership data-
base, provides data on family firms. BoardEx, a database that contains
biographical data on most board members and senior executives around
the world, provides data on corporate governance and compensation.
Worldscope and DataStream, databases which offer fundamental data on
the world’s leading public and private companies, provide information
about economic and financial variables.

Initially, our sample comprised 7,809 firm-year observations when
we considered SOP data extracted from Manifest Ltd and collected
economic-financial variables from Worldscope and DataStream. After

1 The Financial Reporting Council (FRC) is the agency responsible for regu-
lating auditors, accountants and actuaries, and for setting the UK’s Corporate
Governance and Stewardship Codes. This agency promotes transparency and
integrity in business.
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merging this data with the NRG Metrics database (in order to add the
variables concerning family firm and corporate governance), our sample
consisted of 2,702 firm-year observations. Compensation data (extrac-
ted from BoardEx) was then added, resulting in 2,257 firm-year obser-
vations. After matching and refining observations across these different
databases (removing observations that omit relevant information, and
limiting extreme values), our final sample comprised 1,952 firm-year
observations (845 refer to family firms and 1,107 to non-family firms)
from 2007-2017.

3.2. Variables

3.2.1. Voting dispersion

SOP-related literature has traditionally been based on the percent-
ages of votes in favor, against, and abstentions out of the total as a
measure of SOP results (Conyon & Sadler, 2010; Ferri & Maber, 2013;
Hooghiemstra et al., 2015). These traditional measures show the “sense
of the vote”, representing shareholder agreement or disagreement with
regard to the pay policies established by the board of directors (by
casting positive or dissenting votes). However, our study focuses on
shareholders’ voting behavior - regarding their ability to concentrate or
disperse the votes cast annually at the general shareholders’ meeting —,
given that family features and particularities may tend to favor the
formation of strong voting blocks. In this context, voting dispersion
seeks to reflect whether or not there is consensus among shareholders
themselves when casting their vote (i.e., whether voting decisions are
similar or not among shareholders). This consensus is reached when
shareholders overwhelmingly vote as a block towards a certain position
(regardless of whether that voting decision is favorable or unfavorable).

In this way, we use the variance of SOP voting as an appropriate
measure of dispersion since it measures whether shareholders’ votes are
more concentrated or more dispersed. It thus proves useful for testing
whether shareholders follow a collectivist orientation when voting.
Specifically, we consider two possible values for SOP voting results by
distinguishing between the two following events: (a) receiving a favor-
able vote; or (b) receiving a dissenting vote, which includes a negative
vote or an abstention (Conyon & Sadler, 2010; Ferri & Maber, 2013;
Hooghiemstra, Kuang, & Qin, 2017). Low voting dispersion (high voting
concentration) occurs when shareholders vote as a block in the same
direction (either for or against); while high voting dispersion (low voting
concentration) occurs when some shareholders vote in one direction and
others in another. Thus, the maximum value of the variance of SOP
voting results occurs when a firm receives 50 % positive votes and 50 %
dissent votes. Moreover, as SOP votes are concentrated either on the
positive or the dissent side, the variance of SOP voting results will
decrease. For their part, traditional measures related to the “sense of the
vote” are not able to measure the high voting concentration when
shareholders overwhelmingly vote as a block towards a dissenting po-
sition. In such cases, although the percentage of votes in favor will be
low, voting concentration will be high.

3.2.2. Family firm

We use a dummy variable to distinguish between family and non-
family firms. We consider a company to be a family business (this var-
iable is set at 1) when the percentage of ownership in the hands of the
family is at least 5 %. Otherwise, we consider a company to be a non-
family firm if the percentage of ownership in the hands of the family
is less than 5 % (this variable is set at 0) (Berrone et al., 2010; Chrisman
& Patel, 2012; Gomez-Mejia, Patel, & Zellweger, 2018; Villalonga &
Amit, 2006). The choice of this threshold is justified based on the pre-
vious literature. As stated by Gomez-Mejia et al. (2018, p. 1379) “the 5 %
cut off should be interpreted in light of a long stream of research on the control
of large traded firms [...] that use a 5 % ownership threshold as a conven-
tional proxy for a principal’s capacity to exert a major influence over the
firm’s affairs”. In a similar vein, this singular ownership of 5 % is an
appropriate threshold because it allows the principal to have a
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significant impact on a firm’s decision-making (Gomez-Mejia et al.,
2010; Martin et al., 2016). In any case, in order to provide robustness to
our results, we also use other family ownership thresholds (specifically,
10 % and 20 %), as reported in our result tables.

In order to assess "family", the NRG Metrics database identifies any
evidence of "family" in each company (e.g., founder, large share-
holdings), and then double-checks business reports and board compo-
sitions. In particular, firms often report the family relationship in the
footnotes below the shareholdings. Through this procedure, family
members who do not have the same surname are identified (e.g., spouse,
nephew, niece).

In addition to using this variable to test the first hypothesis (where a
comparison between family and non-family firms is stated), this variable
is also used to split our sample for those analyses which focus exclusively
on a within-family firm analysis, where non-family businesses are
excluded (i.e., hypotheses 2 and 3).

3.2.3. Family ownership

When our analysis focuses exclusively on family firm level, we use a
continuous variable that measures family ownership, which represents a
family’s ability to control the company (Chrisman & Patel, 2012;
Gomez-Mejia et al., 2018; Patel & Chrisman, 2014). We apply a re-
striction by considering only businesses that own a minimum of 5 % of
the firm’s shares (Berrone et al., 2010; Gomez-Mejia et al., 2010, 2018).
In this sense, this family variable is left-truncated - i.e., it is only valid
when family ownership stands at 5 % at the very least (Chrisman &
Patel, 2012; Gomez-Mejia et al., 2018; Patel & Chrisman, 2014). This
same restriction is also applicable when considering the 10 % and 20 %
thresholds.

3.2.4. Family involvement in management

Following prior literature, two different measures are used to
represent a family’s ability to impact organizations’ day-to-day man-
agement: first, the existence of a family CEO (“family management_1"),
which is equal to a dummy variable that differentiates between family
CEOs and non-family CEOs. Specifically, this variable takes the value 1
when the CEO is a member of the family, and 0 otherwise (Naldi et al.,
2013; Vandemaele & Vancauteren, 2015); second, we use a continuous
variable that comprises the percentage of family ownership in a firm’s
management team (“family management_2”) (Sanchez-Marin et al.,
2020; Sciascia et al., 2014).

3.2.5. Family involvement in governance

Stock ownership often translates into a board representation posi-
tion; family owners are thus likely to have a seat on the board (Chu,
2011; Martin et al., 2016). This variable represents a family’s power
through its representation on the board, and previous literature has used
family representation within the board to measure it (Barontini & Bozzi,
2018; Gomez-Mejia et al., 2003; Jong & Ho, 2018; Sciascia et al., 2013).
Therefore, we measure family involvement in governance through a
continuous variable that comprises the percentage of ownership held by
family members who hold a position on the board of directors (Jong &
Ho, 2018; Sciascia et al., 2013; Zahra, 2003).

3.2.6. Control variables

We consider some factors which the literature has identified as
variables that might influence shareholders’ voting results. Specifically:
(1) CEO compensation, which is the sum of the salary (base annual pay in
cash), bonus, other compensation (value of annual ad hoc cash payments
such as relocation or fringe benefits awarded during the period), em-
ployers defined contribution (employers defined retirement / pension
contribution), and the value of shares awarded. We use the natural
logarithms of this variable to reduce heteroskedasticity (Armstrong
et al., 2013; Kimbro & Xu, 2016). (2) Firm size, which is the natural
logarithm of company net sales. (3) Return on assets (ROA), which is
calculated as the ratio of the net income to the book value of the firm’s
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total assets. (4) Institutional ratio, which is the total institutional
ownership ratio in percentage terms of market capitalization (Alissa,
2015). (5) Cash flow, measured by free-cash flow scaled by the firm’s
market value in the period analyzed, where free cash flow is measured as
cash inflows from operating (Balsam, Boone, Liu, & Yin, 2016; Burns &
Minnick, 2013). (6) Book-to-market ratio, which is the book value of
equity scaled by market capitalization. (7) Leverage, which equals the
book value of total liabilities scaled by the firm’s market value (Balsam
et al., 2016). (8) Some board characteristics are controlled: (a) board
size, which is measured through the number of board members (Conyon
& Sadler, 2010); (b) board independence, which is the ratio of indepen-
dent directors over the total number of directors on the board (Daily &
Johnson, 1997; Zhou, Fan, An, & Zhong, 2017); and (c) board ownership,
which is the percentage of ownership held by all board members. (9)
Some compensation committee characteristics are also controlled: (a’)
compensation committee size, which is measured through the number of
members in the compensation committee; and (b’) compensation com-
mittee meetings, which is measured through the number of remuneration
committee meetings held during the year. (10) Share ownership concen-
tration, which is measured as the percentage of shares held by the largest
shareholder (Conyon & Sadler, 2010).

3.3. Models and analyses

In order to facilitate improvements in our estimations and econo-
metric specifications, this research uses a panel data method. This
method examines the dynamics of cross-sectional populations and pro-
vides greater efficiency and more information than other methods
(Balgati, 2001). In addition, it controls for unobservable heterogeneity
(by including individual effects, n;), preventing biased results, since
there are certain features that are difficult to measure, and which may
affect CEO pay. Specifically, we estimate the following models using a
GLS panel data random effects estimator clustered on the firm identifier
(Greene, 2007), similar to Conyon and Sadler (2010). We previously
performed the Hausman test. Based on its value, results showed that the
random effect estimator was the appropriate test for our analysis.

Eq. (1) is developed in order to test Hypothesis 1, whose dependent
variable is the dispersion in SOP voting, indicating shareholder capacity
to establish voting agreements and to adopt a collectivist approach. The
independent variables are the dummy variable that distinguishes be-
tween family and non-family firms, and control variables. We expect f;
to exert a significant and negative influence on the degree of SOP
dispersion because this dispersion tends to be lower in family firms when
compared to non-family firms. Specifically:

Voting dispersion, = p, + p,-Family firm;, + fp,-Control variables; + n;
+d; +e;
(€Y

Moreover, focusing exclusively on family firms, we use Eq. (2) to test
the impact of family ownership on voting dispersion (Hypothesis 2). The
dependent variable is again the dispersion in SOP voting, and the in-
dependent variables are family ownership (measured as a continuous
variable), and control variables. We expect p; to exert a significant and
negative influence on the degree of SOP dispersion because voting
dispersion tends to be lower as family ownership increases. Specifically:

Voting dispersion;, = p, + p,-Family ownership; + p,-Control variables;
+n; +d, + ey
(2)

Finally, we use Eq. (3) to test the moderating role of family
involvement in management and governance (Hypotheses 3 a) and b)).
Once again, we only focus on family firms. The dependent variable is the
degree of SOP dispersion. The independent variables are family
ownership, variables related to family involvement in management and
family governance, interaction terms between family ownership and
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family heterogeneity, and control variables. We expect p; to have the
same impact as in Hypothesis 2. In addition, we expect p4 and ps to have
a significant and negative moderating impact, since voting dispersion
tends to diminish when the family’s involvement in management and/or
governance increases. Specifically:

Voting dispersion;,

= po + p,-Family ownership;

+p,-Family management;,

+p5-Family governance;, 3)
+p,-(Family ownership;,-Family management;)

+ps-(Family ownership,-Family governance;)

+ps-Control variables;, + n; +d, + e,

4. Results
4.1. Descriptive statistics and correlations

Table 1 shows the basic statistics. Distinguishing between family and
non-family firms, Panel A shows that mean voting dispersion is greater
in non-family firms (0.068) than in family firms (0.061), a priori indi-
cating a greater tendency to concentrate voting results from SOP within
family firms. Panel A also shows the main descriptive statistics regarding
control variables. Among these, we observe that CEO pay, size, and
performance are lower in family firms compared to non-family firms. We
also observe that boards in family firms are larger, display less inde-
pendence and have a high level of ownership concentration. In addition,
compensation committees in family firms are smaller and hold fewer
meetings. Moreover, Panel B shows statistics regarding family firm
variables. We note that family ownership is about 27.26 %2, that there is
a greater proportion of family firms without a family CEO, and that the
average percentages of family ownership on the management team and
boards are 13.28 % and 16.01 %, respectively. The standard deviation
value of these variables indicates the existence of certain differences
among firms.

Table 2 shows the correlations between our main variables. We
highlight the negative correlation between voting dispersion and family
ownership, and the negative correlation between CEO compensation
and family ownership. In addition, correlations between family firm
variables (i.e., family firm, family ownership, family management, and
family governance) and some board variables are worthy of note. The
correlations between the remaining exploratory variables are not high.
In addition, our tests show an absence of multicollinearity between our
explanatory variables, since VIF values are below 5, as shown in Table 2
(Hair, Anderson, Tatham, & Black, 1998).

4.2. Testing the hypotheses

Model 1 regressions for testing Hypothesis 1 are shown in Table 3.
We find that family firms - in contrast to non-family firms - tend to
concentrate their positions when casting their SOP votes, thereby
reducing voting dispersion within family firms (specifically, p;=
-0.0075, p < 0.10; p1=—-0.0157, p < 0.01; p= —0.0176, p < 0.01, for
5%, 10 %, and 20 % threshold, respectively). Our results, which confirm
our Hypothesis 1, are therefore robust, regardless of whether the
threshold for the distinction between family and non-family firms is set
at 5 %, 10 %, or 20 %.

Focusing exclusively on family firms, Table 4 shows the results
regarding Model 2 for testing Hypothesis 2. We find that family
ownership has a negative and significant impact on voting dispersion
(regardless of the threshold established), allowing us to affirm that when
family ownership increases, shareholders tend to concentrate their votes

2 The mean of the "family ownership" variable when considering all the
companies (those classified as family and those classified as non-family) is
about 4 %.
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Table 1

Summary of sample characteristics (2007-2017).
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Panel A — SOP dispersion and control variables

Non-family firms

Family firms

Variable Mean Standard deviation Median Min Max Mean Standard deviation Median Min Max
Voting dispersion 0.068 0.068 0.042 0.000 0.250 0.061 0.071 0.027 0.000 0.248
CEO compensation 7.255 0.698 7.256 3.091 9.759 6.961 0.7212 6.939 2.833 9.241
Firm size 20.728 1.709 20.590 13.069 26.212 20.213 1.327 20.208 15.403 22.973
ROA 6.962 15.303 6.417 —75.697  69.108 6.871 13.896 7.101 —94.643 59.707
Institutional ratio 32.880 17.847 32.285 0.000 90.950 21.811 16.092 19.575 0.000 71.200
Leverage 0.325 1.040 0.145 0.000 30.474 0.331 1.130 0.076 0.000 13.911
Book-to-market 0.443 8.584 0.151 —91.131 147.645 0.114 8.387 0.128 —89.909 72.454
Board size 8.530 2.337 8.000 2.000 19.000 8.584 2.201 8.000 3.000 16.000
Board independence 53.557 13.287 55.000 0.000 92.000 51.172 13.938 50.000 0.000 100.000
Board ownership 1.853 5.367 0.280 0.000 100.000 19.154 19.411 11.010 0.000 72.530
Compensation committee size 4.070 1.142 4.000 1.000 11.000 3.602 1.047 3.000 2.000 8.000
Compensation committee meetings 4.716 1.826 5.000 0.000 13.000 3.997 1.690 4.000 0.000 9.000
Share ownership concentration 14.577 11.305 11.335 0.000 100.000 27.695 16.812 25.705 5.640 90.000
Panel B — Family firm variables

Variable Mean Standard deviation Median Min Max
Family ownership 27.259 19.130 26.000 5.000 90.000
Family management_1 0.403 0.491 0.000 0.000 1.000
Family management 2 13.280 19.322 0.515 0.000 72.200
Family governance 16.005 18.887 7.545 0.000 72.200

- forming a homogeneous voting bloc (specifically, ;= -0.1260, p <
0.01; p1=-0.1479, p < 0.01; p1=-0.1611, p < 0.01, for 5 %, 10 %, and
20 % threshold, respectively). These results, which confirm our Hy-
pothesis 2, reflect the importance of emotional and familial ties within
family businesses when shareholders assess executive compensation and
cast their votes.

In addition, Model 3 regressions for testing Hypotheses 3 a) and b)
are shown in Table 5, where the moderating role of family involvement
in management and governance is analyzed. In all the regressions, we
find that family ownership has a negative and significant impact on
voting dispersion — consistent with our Hypothesis 2. As regards the
moderating effects, we test them individually, and then retest their in-
fluence jointly in a single regression. As for family involvement in man-
agement, we obtain a negative moderating effect on the relationship
between family ownership and voting dispersion both when the effect is
individually (regressions I, IV, and VII) and jointly tested (regressions
I, VI, and IX). These results are consistent both when testing the
moderating influence of a family CEO (specifically, 4= —-0.1005, p <
0.05; p4= —0.1050, p < 0.01; p4= —-0.1044, p < 0.05, for 5 %-model III,
10 %-model VI, and 20 %-model IX threshold, respectively) as well as
the presence of family on the management team (specifically, ps=
-0.1602, p < 0.05; p4= —-0.1970, p < 0.01; p4= -0.1565, p < 0.05, for
5%-model III, 10 %-model VI, and 20 %-model IX threshold, respec-
tively). This implies that the likelihood of concentrating SOP voting
within family businesses is intensified by the presence of family mem-
bers who are the CEO or who hold managerial positions. These results
confirm our Hypothesis 3 a).

Moreover, with regard to family involvement in governance, we also
test this moderating effect both individually (regressions I, V, and VIII)
and jointly (regressions III, VI, and IX). The results show that this effect
is only significant when the family ownership threshold is 20 %, while it
is not significant in the other thresholds (specifically, ps= —0.0102, n.s.;
Bs=-0.0406, n.s.; fs=-0.1001, p < 0.10, for 5 %-model III, 10 %-model
VI, and 20 %-model IX threshold, respectively). Thus, these results
partially support our Hypothesis 3 b) — since the presence of family
members on the board only intensifies the impact of family ownership
on voting dispersion when family ownership exceeds 20 %.

To better understand the moderating effects of family involvement in
management and governance, we offer three interactions plots in
Figs. 1-3. Figs. 1 and 2 show the moderating effect of family involve-
ment in management (by showing the differences between having or not

having a family CEO in the first plot, and by differentiating between a
family-dominated management team and a non-family-dominated
management team in the second). Moreover, Fig. 3 shows the moder-
ating role of family involvement in governance (by differentiating be-
tween a family-dominated board and a non-family-dominated board). In
the second and third Figure, we used values one standard deviation
above and below the mean for each interacting variable (Jin & Park,
2015). As shown in these figures, while there is a clear moderating effect
in the case of family involvement in management (supporting our Hy-
pothesis 3a), the interaction effect of family governance is limited to
higher family ownership values (partially supporting our Hypothesis
3b).

5. Conclusions and discussion

Family firms are characterized by particularistic governance
decision-making which is dominated by strong emotional and family
ties, close family shareholder identification with the family, and strong
family wealth preservation (Block, 2010; Gomez-Mejia et al., 2010).
These relationships and interactions, which are mainly based on pro-
pinquity, kinship, and intensive communications, allow family members
to put differences aside and to row in the same direction (Pieper,
Astrachan, & Manners, 2013). Studying SOP in the context of family
firm governance (Baek & Fazio, 2015; Bartholomeusz & Tanewski,
2006; Kumar & Zattoni, 2016; Mazur & Wu, 2016; Saravanan et al.,
2017) helps to gain a wider perspective on shareholder voting behavior
as well as a better understanding of how social cohesion and shared
vision may be fostered in decision-making within family businesses.

Our results highlight the tendency of family firms — in contrast to
non-family firms - to concentrate their positions when casting their SOP
votes, thereby reducing their voting dispersion. These results are
consistent with prior literature that states how in family firms — where
decisions taken by family members are strongly influenced by ties,
commitment, and trust — it is more common to adopt a shared vision in
decision-making than in non-family firms (Catuogno et al., 2018; Mus-
takallio et al., 2002), which in fact translates into homogeneous as-
sessments regarding pay packages — where affective pay monitoring
predominates (Sanchez-Marin et al., 2020). Our evidence thus supports
the notion that family owners tend to vote on executive pay packages
with a more united voice - subordinating personal goals to family goals,
since their behavior is driven by a desire to preserve family wealth, trust,



23
2) 1004.
13 (202

. Strategy

al of Family Business
Journ,

. L

-Reina et a

G. Lozano

is is line
interests. This is | oy
irm’s in sta
favors the ﬁrn-l iels (2021), who e
ich ultimately lar, and Michie ments that serv
d interests, whic Astrachan, Kot N ’shareholder fe X the transfer of
an han, “designing t for itical to
. strac hat “design is importan tical
ith Binz A field tha iness is importar fore cri
with rch busines: there 2)
imilar resea . the . and is - 2)
o l"‘\) in a similar h famll}’ and enerations, ) t 'dl-a 2021’ p h
a8 8 f the T0SS g achan e ior (suc
3383223 - o the interests 0 d firm assets ac » (Binz Astrac lders’ behavior .
X33 — - =] h an inuity kholde . er is
AN ] S - - S ily weallt] . contin r bloc heir pow
SR =ag NS e > family ily business m othe impose t t
SITITIE ~ amily differ fro: ion to imp . sts tha
B < o ~term f ior may di tivation istic intere
Sl e : long ilv behavior hose mo ortunisti
o is family ion funds), w! istic and opp
- 8 This ion fu ividualistic s
ens . ua L. . uce
2 g 2 as banks Oiﬁ pursuing mdlvl‘;rm continuity. blocs (which rid ily
S inked to rm . ting s fam
= lin is long-te vo ily firms a: .
x often this lo: forming ly fir h
3 age ihood of ithin family . nership
P to dam is likelihoo . ithin n ow
b % tend his like intensify w ent i ller
~ e X T, t inten: ily involvem -Mille
I s 5 oreover, . ds to ily in Breton
< § = T .N[g dispersion) tene this greater fei_lrnp }]’)ehaviors (L§ ily interests
> | tin inc dshi am
= Vo - s, Si - ar rve Ider
) Tows, sin ir stew: prese reho
% ¥ % erShlp 8 in the le to w sha :
I A owny increase T strugg how ho in
~ & & i ies an incr ) reate ; Iso show ho lvement
© 3 9 N implies a otinga g Findings a ilv involv R
S g8 2 g 11), prom flicts. Fi by family ent in
S5 S al., 2011), ing con impacted by ily involvem
SIS [ et al, ducing ly impa ly inv ith the
> < S ition to re is strongly f family . ith t
= % . dition ing is st impact o is in line w1
; i in ad X voting e imp . is in
o E.o X E 5] behavior in Sopd governance. Tl‘l common VIewS, anizations as thg
n B o) — n . .
c g8=8 =2 s management an ddition to favori githin family orgof ownership an
cs8 = t, in a . ights w in terms ing voting
TS ement, ting 11g both in ; asing
— % manag erge vo any (bo by incre e
- % ! to m he comp thereby . ernance,
- FEE T ndency 1 of the 2020), tin gov 9
< :E:, % 5 ?91 g ;e 11y gains contro hez-Marin et al% mlly involvemeIL'gh (about 20%
=2 883y — d am: Sanchez ds fa ipishi d
S8 34 S t) (S ar ship boar
5593 5 o managemen I)l However, as reien family owner nt trend towards
a9 =] o ation. ificantw urre
S8 49 S ; centr ignifica thec 2019).
8o g S con is only sign ined by try.
P~ o g ISE = = ‘ X ctisonly explaine & Gentry,
= 8 ?9E9 ‘ the lmp;; which might be 1 I:I)\/[arshaﬂ, Palar,
— - ore), . ibre )
~ ig g S g orm ionalization (D implications
) 888358 § & profess d practical imp it heralds
3 g g S I % ic contributions an butions. First, it he by
— % ic ibu ° . re
rox % cadem ical contri literatu
o LA, 2 51. A . retica irm-related .
= 1) g LA ] < major theo ily firm-re ides clarifica
= ge83ds s 9 ffers four in SOP and fam t provide na
gz282 SZS 2 Our study o forward in SOP dinal study that g factors. Spec
2289 * ing step longitu ‘minin, inesses
=33 interesting 1 and lo deter ily busine
) N % inter: tual a ing SOP mily
s : L i g an ducting a contex ns concerning le played by fa n important
o T
© 85882 q 58 8 T A, unkn"‘g first time the ro ting. This ﬁllsﬁ fors (Loz-
oo.|—g.do..‘ S ion for for the in SOP vo ' . behav .
8333 s 3 tio lore fo ior in S ting in
ISI=} RS explo. vior I VO : nces
T - ically, we r beha eholde ) differe
L tohioi - teally, shareholde erning shar inning the di rticular
N i 5 5 o 5 o = regardlng literature conc 2020) by underpf ted in this pai firms
> 1=m»»mlo\°~:N & g in the li - ifes ily firms,
S 298 I ! =] in t z-Marin, . — man -fami y
[=JCARY 5598 Qo e . gap inchez ction s d non &
833528 ST18 x ina & S& isms fun mily an (Baek
cege9n o-Reina chanis een fa iveness .
- x ok ¥ I an ance me Its — betw: effecti family
. « ¥ox ¥ IS overn ing resu rnance . n a fa
© i AN o & <+ © § Q p g how i ough SOP VOtl?gt corporate gove eover, focusing Ot the most
~ * X N N — I T
RN O S ~ N =} | ase t affec ). Mo resen
28883 gs<g2 = c in turn al.. 2017). irms rep the
EEEEEERD : : which may in tum affect s dl"t since these frms represent the !
oo Pk i i . 5 OF 1 . ec
T e . I o Fazio, 2015; S highly releva re in most )
£ i 5 6858 2 context is hig rship structu jor discussion
[ * L33 =t ] 3 ne ajo i
55 [\mwc\.vo S firm f ow f a m Vi-
o""”’ﬂ.NHoO-| ° type o 9). iterature o our €
S=28 s2293 . ular ty] al., 199 in the litera ches, .
85383 5 S S ¥ or pop aetal, in the d bran iews in
S S 4 X a Porta istence S an iews
21 1 o ) ook 5 % 1d (La . e exis ember mon v
g NN 11 " second, despie e st aily mermbers can
X N I T ® S Z i ily con ly pr ily i
Pekigg . cs23 S ing family strongly ince fam kallio
¥ ghggo $38s < rning ilies are bloc —sin ily (Musta
8eXdy S oo =] % conce: w fami te as a family ies
8358558 - hows ho ing to vo fit of the mpanie
28998 Paf dence sho tending bene in these co :
el e Lis & & ence aking by ims for the flicts in family
- S io o & ision-m. ividual aim: ilv con layed by
e L iRb,.38. 8Lk 3 = dec ir indivi intrafamily ole play ¢ of
i LA 838gygs A T o ide their ces in ins the key r impac
ik mong-SceO 5T ut asi ich redu . rpins t ere the ] -
3 E g g‘ g O‘ O‘ ss 13 * ¥ x pt al 2002)) wh 2015) This undelpand wealth7 wh rtiCularly impor
S NN | . x ¥ B X et al.,, i n : . TO s a .. n-
[ ~ee ® 3 - o i :[?1 § :r'_ (Songinl & Gna ’eI'Ve famlly Co?t lly businesses is pnd which is lnteb
NS L 3 [se Qi — . 1 es si1e am —a 0, eD,
Eox E =3 893 n = S to pr . thin 007) & Re
A - o O~ S a< © oS T S bers es wi al.,, 2 rson
Eox 4=o"“"01,°’> o S 2 T mem and ti ou et al., (Ande
b =239 SS9 = Iture, ; Stavr TOW
88z 5 S 9 o S I o ® i * lues, cu 1 2012; hment g 2015). :
Sa%ns = Pl % x ; values, . et al., d attac teren, ity
SaIES « ek x 3 hrisman itment an & Vancau rogene
~ DR i e & B |3 tant (C ily commitm aele & ing the hete
8 if g% = & S ily co ; Vandema idering ing the
~ AN N a3~ = ; ified as fam 11; Va f consi cerning
,,g-xia:vwoﬁ!\l"'o-mo T S vV sified 2011; ceofc con :
Pi q:vooqogoo., . & Peng, importan: her gap iations in
EER LY - =S ISRSRS) S 1S % o, 3; Jiang . the 1mp: t anot variatio
88882z TT33 . i 2003; howing lemen lead to Sol-
ST Y n T T 4 * o) ¥ ird by S to comp . ay le 012: So
X enayn Bk, b o) E hird, el ity m L, 2 ’
N S “eee 5 Y ow L b § T g 3 ) meily firms, we 1; %rm l'leterogene(Zchleimer ¢ @ ’a new and
= x < X o = O > S T > f fa ily king ding ;
b ¥ \D;;(mmmomgoo a 3 o how fam ision-mal regar h line
< 5 Z39m88y SRR} TS on ho decision idence searc
h ~ e} — S QS S bate e evi he re:
o 25933 h 9592¢28%g v de rnanc . resh . tot > o-
2 gss g TTI35T73 o corporate goze 2018), adding fi This contrlbmest be considered h
Slglses S x al. nism. 1d no ifferences
“13l2 % . of et al., mecha shou differ
) ) o o - eiman ance . inesses erous . i-
e ~ E =y %0 "F: = minent govern. hat fal‘ﬂlly busin there are num Ivement in busi
2 A g LR g8 |2 pro ints out tha osite, as ily involv is is also
E EEE I T OEEELS EE5|S which poin but quite the opp degrees of fam 1., 2018). This
> 2 EEES 5 % S £83 3 = s, bu ing imanof et al.,
o § = ?O %2 3 g, B ST s I g3 © % o mogene‘LUI; due to the Valry2012; Soleimano
o k7 T Qg o g @&~ o] =8 P the .
9] |4 ‘“;:=>m D?‘f’e-c’U'EEf:EE,cﬁ 3] mong itner et al.,
z &E"m‘“soe&% ="~A<‘~E=“OE° el Y a Achleitr
3 €£§EE>S'E<§%§§££2§ESSSE ness tasks (
i s 9 ~ S = :
« ER== EQESE SRTET SR - a
a o = g 8 m .= = o8 e - - <
S 555552532388
Ng|E >AA¢GSEVV
L9 g CERAD)
A~ ~—
2 513
©@ O
&3



G. Lozano-Reina et al.

Table 3
SOP voting dispersion between family and non-family firms.

Voting dispersion;;

Variable (I) Threshold_5 (II) Threshold (III) Threshold
% _10% 20 %
Family firm;; —0.0075* —0.0157%** —0.0176%**
(0.0043) (0.0057) (0.0063)
CEO compensation;; 0.0081*** 0.0076%*** 0.0085%**
(0.0021) (0.0021) (0.0021)
Firm size;; —0.0001 0.0006 —0.0003
(0.0007) (0.0008) (0.0008)
ROA; —0.0001 —0.0001 —0.0001
(0.0001) (0.0001) (0.0000)
Institutional ratioj —0.0139** —0.0204*** —0.0155**
(0.0064) (0.0064) (0.0064)
Leverage; 0.0041%** 0.0042%** 0.0043%**
(0.0014) (0.0014) (0.0014)
Book-to-market;, 0.0000 0.0000 0.0000
(0.0000) (0.0001) (0.0001)
Board size; 0.0009 0.0005 0.0008
(0.0006) (0.0006) (0.0006)
Board independence;; 0.0000 —0.0000 0.0001
(0.0001) (0.0001) (0.0001)
Board ownership;; 0.0001 0.0001 0.0002
(0.0001) (0.0001) (0.0001)
Compensation —0.0012 —0.0013 —0.0008
committee size; (0.0010) (0.0010) (0.0010)
Compensation 0.0006 0.0008 0.0008
committee meetings; (0.0006) (0.0006) (0.0006)
Share ownership —0.0003*** —0.0003*** —0.0002%*
concentration;, (0.0001) (0.0001) (0.0001)
Year control Yes Yes Yes
Industry control Yes Yes Yes
N 1,952 1,952 1,952
R-squared 0.0941 0.0914 0.0925

p-value: * p < 0.10; ** p < 0.05; ***p < 0.01. All standard errors are robust and
are reported in parentheses.

revealed in this study, and serves as a complement to show how family
heterogeneity in fact implies that SOP functioning (as a prominent
corporate governance tool) differs depending on the level of family
involvement. Related to this, our results shed light on the current trend
towards board professionalization within family firms (Dibrell et al.,
2019), the aim of which is to safeguard economic and financial company
interests over family goals. This situation can counterbalance the in-
fluence of family members and ownership on the board, increasing the
divergence of views and thus intensifying SOP voting dispersion. In a
similar vein, the effectiveness of board monitoring in firms with low
family ownership might require a greater equilibrium between family
and non-family directors (Catuogno et al., 2018), which restricts the
strength of familiness affecting the decision-making orientation.

Fourth, this study also makes an important contribution vis-a-vis the
complementarity of agency and stewardship approaches when
explaining the governance phenomenon. The literature from the two
perspectives has helped to understand that in family firms, agency re-
lationships are tempered by the family ties forged in the management
and governance of the company (Catuogno et al., 2018; Tiscini & Raoli,
2013). In this context, the emergence of SOP voting on executive pay —
as an important pay monitoring mechanism — as well as the adoption of
common stances in this voting, help to reduce the prevailing agency
problem in family firms (Songini & Gnan, 2015), where affective (ser-
vant) compensation monitoring plays a prominent role (Sanchez-Marin
et al., 2020). This SOP monitoring seeks to promote business policies (in
general) and pay decisions (in particular) that balance stakeholder in-
terests and firm value with family stability and wealth.

As regards practical implications, our findings also offer certain
contributions. Specifically, family businesses should know that their
decision-making is greatly influenced by family ties, involvement, and
goals. As regards SOP voting, shareholders often follow a collectivist
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orientation when annually assessing executive pay — which will align
them with a positive or negative result depending on the influence
exerted by powerful/majority/controlling family members. Adopting
such homogeneous positions will prove effective as long as the decisions
taken by shareholders are actually linked to maximizing family and firm
interests. In any case, family firms should be aware of the danger of
following a single homogeneous position when family shareholders
simply <<cede their voting right>> without conducting a proper
assessment of pay policies. For instance, shareholders might follow the
view of a founder CEO or a controlling owner — influenced by emotional
and family ties —, even though this view may not be right and may not
actually reflect the business reality. Particular caution must be taken in
companies with high family ownership and in those where the family is
deeply involved in management and governance, since the main goal of
SOP (as a pay monitoring mechanism) might be blurred, which would
tend to remove the additional power that shareholders may have thanks
to this mechanism.

Our findings are also of interest to political agents and legislators,
since family firms’ strategic behavior towards good governance
compliance will be affected by the influence of each country’s in-
stitutions and by how such institutions are able to discipline controlling
shareholders (de Castro et al., 2017). Governments may modulate the
influence that family members have within a firm through different
regulations, beyond establishing other monitoring mechanisms which
ensure that the interests of all stakeholders are taken into consideration
in decision-making. For instance, if governments wish to control the
influence of the family on voting and to improve the functioning and
effectiveness of SOP, they should think more about complementing this
voting with a balanced corporate governance system.

Table 4
SOP voting dispersion among family firms.

Voting dispersion;;

Variable (I) Threshold (1) Threshold (I11) Threshold
5% 10 % _20 %
Family ownership;; —0.1260%** —0.1479%** —0.1611%**
(0.0364) (0.0409) (0.0585)
CEO compensation;; —0.0050 0.0018 —0.0018
(0.0044) (0.0053) (0.0059)
Firm size;; 0.0037** 0.0014 0.0027
(0.0015) (0.0017) (0.0023)
ROA;; —0.0001 —0.0002 —0.0002
(0.0003) (0.0003) (0.0003)
Institutional ratio;, —0.0218** —0.0352* -0.0273
(0.0109) (0.0211) (0.0297)
Leverage;; 0.0007 0.0006 —0.0027
(0.0040) (0.0043) (0.0062)
Book-to-market;; —0.0004 —0.0004 —0.0003
(0.0004) (0.0003) (0.0004)
Board size;; 0.0004 —0.0020 —0.0024
(0.0017) (0.0020) (0.0021)
Board independence;; 0.0003 0.0003 0.0003
(0.0003) (0.0003) (0.0004)
Board ownership;¢ 0.0001 0.0003 0.0000
(0.0002) (0.0002) (0.0002)
Compensation —0.0010 0.0008 0.0039
committee size; (0.0029) (0.0034) (0.0044)
Compensation 0.0042** 0.0045** 0.0039*
committee meetings; (0.0021) (0.0021) (0.0022)
Share ownership —0.0009%* —0.0009%* —0.0011*
concentration;, (0.0004) (0.0004) (0.0006)
Year control Yes Yes Yes
Industry control Yes Yes Yes
N 845 380 275
R-squared 0.1981 0.2133 0.2268

p-value: * p < 0.10; ** p < 0.05; ***p < 0.01. All standard errors are robust and
are reported in parentheses.



G. Lozano-Reina et al.

Table 5

Moderating effects of family involvement on SOP voting dispersion.
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Voting dispersion;;

Threshold 5 %

Threshold _10 %

Threshold _20 %

Variable (0] (In (IIm) awv) ()] n (vin (VIID Ix)
Family ownership; —0.2009*** —0.1832%** —0.2162%** —0.2228*** —0.1906*** —0.2328%*** —0.4062%** —0.3315%** —0.4041%***
(0.0438) (0.0450) (0.0474) (0.0497) (0.0504) (0.0537) (0.0591) (0.0667) (0.0631)
Family management_1; —0.0245 —0.0048 —0.0347 0.0053 —0.0513 —0.0025
(0.0224) (0.0096) (0.0317) (0.0174) (0.0433) (0.0312)
Family management_2; —0.0124 —0.0239 —0.0296 —0.0158 —0.0376 —0.0547
(0.0139) (0.0194) (0.0384) (0.0141) (0.0306) (0.0496)
Family governance;; —0.0167 0.0203 —0.0200 —0.0235 —0.0631 —0.0573
(0.0280) (0.0268) (0.0251) (0.0233) (0.0701) (0.0636)
Family ownership;, * Family —0.1286*** —0.1005** —0.1161%*** —0.1050%** —0.1415%* —0.1044**
management_1;; (0.0369) (0.0486) (0.0362) (0.0382) (0.0644) (0.0485)
Family ownership;; * Family —0.1833** —0.1602** —0.2365*** —0.1970%** —0.2408%** —0.1565**
management_2; (0.0869) (0.0702) (0.0911) (0.0513) (0.0573) (0.0630)
Family ownership;, * Family —0.0514 —0.0102 —0.0622 —0.0406 —0.1296** —0.1001*
governance;; (0.0435) (0.0141) (0.0757) (0.0358) (0.0576) (0.0606)
CEO compensation; —0.0045 —0.0045 —0.0042 0.0020 0.0011 0.0017 —0.0070 —0.0002 —0.0070
(0.0050) (0.0043) (0.0050) (0.0059) (0.0052) (0.0059) (0.0064) (0.0055) (0.0064)
Firm size;; 0.0016 0.0017 0.0017 0.0016 0.0025 0.0018 0.0017 0.0031 0.0026
(0.0018) (0.0018) (0.0018) (0.0020) (0.0017) (0.0020) (0.0020) (0.0023) (0.0026)
ROA; —0.0003 —0.0002 —0.0003 —0.0002 —0.0002 —0.0002 —0.0000 —0.0001 —0.0002
(0.0003) (0.0003) (0.0003) (0.0003) (0.0003) (0.0003) (0.0003) (0.0003) (0.0004)
Institutional ratio; —0.0176 —0.0288* —0.0272%* —0.0176 —0.0362* —0.0156 0.0449 —0.0152 0.0258
(0.0191) (0.0172) (0.0136) (0.0212) (0.0201) (0.0212) (0.0300) (0.0278) (0.0308)
Leverage; 0.0005 —0.0008 —0.0002 0.0002 —0.0006 —0.0005 —0.0014 —0.0120* —0.0062
(0.0042) (0.0041) (0.0043) (0.0044) (0.0046) (0.0046) (0.0064) (0.0062) (0.0073)
Book-to-market; —0.0004 —0.0004 —0.0004 —0.0002 —0.0003 —0.0002 —0.0001 0.0000 —0.0001
(0.0003) (0.0004) (0.0003) (0.0002) (0.0003) (0.0002) (0.0001) (0.0002) (0.0002)
Board size; 0.0012 0.0018 0.0016 —0.0012 —0.0012 —0.0006 0.0015 0.0017 0.0024
(0.0017) (0.0017) (0.0017) (0.0020) (0.0019) (0.0020) (0.0019) (0.0020) (0.0021)
Board independence; 0.0004* 0.0004* 0.0004* 0.0003 0.0003 0.0003 0.0002 0.0004 0.0002
(0.0002) (0.0002) (0.0002) (0.0003) (0.0003) (0.0003) (0.0004) (0.0004) (0.0004)
Board ownership; —0.0001 0.0000 —0.0002 —0.0002 0.0002 —0.0003 —0.0008*** —0.0003* —0.0009***
(0.0002) (0.0002) (0.0003) (0.0003) (0.0002) (0.0003) (0.0003) (0.0002) (0.0003)
Compensation committee —0.0016 —0.0017 —0.0018 0.0009 0.0001 0.0002 0.0002 0.0044 0.0025
sizej; (0.0028) (0.0029) (0.0028) (0.0031) (0.0033) (0.0031) (0.0034) (0.0038) (0.0038)
Compensation committee 0.0036** 0.0030* 0.0035** 0.0041** 0.0044** 0.0041** 0.0015 0.0025 0.0011
meetings;c (0.0016) (0.0018) (0.0018) (0.0021) (0.0020) (0.0020) (0.0022) (0.0021) (0.0022)
Share ownership —0.0010** —0.0007* —0.0011** —0.0015%** —0.0010%** —0.0015%** —0.0026*** —0.0018%*** —0.0023***
concentration; (0.0004) (0.0004) (0.0005) (0.0005) (0.0005) (0.0005) (0.0005) (0.0005) (0.0006)
Year control Yes Yes Yes Yes Yes Yes Yes Yes Yes
Industry control Yes Yes Yes Yes Yes Yes Yes Yes Yes
N 845 845 845 380 380 380 275 275 275
R-squared 0.2009 0.2144 0.2353 0.2118 0.2134 0.2320 0.2279 0.2376 0.2527

p-value: * p < 0.10; ** p < 0.05; ***p < 0.01. All standard errors are robust and are reported in parentheses.

5.2. Limitations and future research

This paper has some limitations that offer interesting opportunities
for future studies. First, this paper establishes the existence of low voting
dispersion within family firms, particularly when family ownership in-
creases. However, we do not test whether these shareholders are more
prone to cast a positive or a dissenting vote. In family firms, the degree of
voting dissent, in addition to depending on pay designs (Lozano-Reina &
Sanchez-Marin, 2020), might be affected by family ownership and the
heterogeneity of these companies. It might be assumed that a favorable
SOP result is more likely when family ownership is intensified and when
the family is directly involved in management and governance, since ties
between family members and family commitment are greater. In any
case, future studies should focus on exploring this issue.

Second, based on prior literature, we choose some important in-
dicators regarding family involvement in management and governance
(e.g., Chrisman & Patel, 2012; Cruz et al., 2014; Gomez-Mejia et al.,
2018; Vandemaele & Vancauteren, 2015). However, other indicators
should be considered (e.g., family generation, the distinction between
founder or descendant CEO, or family duality), which may complement
our results. In particular, studying the question of family generation may
be important because family members’ behavior and features differ
when a firm is in the first generation stage as opposed to subsequent

generations (Aguilera & Crespi-Cladera, 2012). Passing from earlier
generations to subsequent generations implies different changes in firm
management and policies (Le Breton-Miller & Miller, 2006), which
might affect shareholder voting behavior.
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Fig. 1. Moderating effect of family involvement in management (CEO status).
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Fig. 3. Moderating effect of family involvement in governance (board status).

Third, we test how shareholder voting behavior is affected within
family businesses and the impact of family involvement. Having tested
shareholder voting behavior, it would now be interesting to explore how
SOP results impact the design of subsequent executive compensation
within family businesses, an issue which poses a major challenge for
future research and that will help to determine whether this vote (and
specifically the adoption of homogeneous stances) proves effective in
promoting pay designs that are more aligned to company interests.
Finally, since there is the possibility that multiple members of a family
could own shares in a company for investment purposes, future research
should consider this issue and should explore what role ownership
pyramids play. Likewise, it is not clear whether such a voting system
might lead to increased or reduced minority shareholder rights, since
these are not always adequately protected (Goel, Mazzola, Phan, Pieper,
& Zachary, 2012). Future research should thus consider the role of mi-
nority shareholders and propose different ways to ensure their rights as a
core governance issue.
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