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Abstract

We draw on the socioemotional wealth perspective to examine the influence of family ownership on firms’
noncompliance with corporate governance codes. Our results yield an inverted U-shaped effect of family ownership
on noncompliance. While the family influence and control dimension leads to high levels of noncompliance,
socioworthiness stemming from image and reputation dimension lessens noncompliance. In the presence of
potential agency conflict, the control dimension prevails over reputation, even in countries with strong governance
institutions. Our findings have critical implications for family business theory, for governance policy making and also

for better understanding corporate governance in family firms.
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Introduction

In response to a worldwide wave of governance scan-
dals, financial meltdown, and to enhance corporate gov-
ernance effectiveness, policy makers and gatekeepers
have initiated regulatory efforts to address shortcomings
in the corporate governance system. Among others,
“soft law,” where actors self-regulate without being sub-
ject to legally binding rules, has been enacted all over
the world and increasingly characterizes corporate gov-
ernance regulation (Aguilera, Goyer, & Kabbach, 2013).
In this realm, corporate governance codes (hereafter
“codes”) are the most important self-regulatory gover-
nance instrument. Codes are a set of voluntary princi-
ples, recommendations, standards of best practices,
issued by a legitimate collective body. Codes’ provisions
relate to the firms’ internal governance, including the
behavior and structure of the board of directors (Aguilera
& Cuervo-Cazurra, 2004).

Most codes are based on the “comply-or-explain” prin-
ciple, which allows compliance with those provisions that
best suit firms’ features such as size, activity, structure, and

organization. Otherwise, firms must explain their reasons
for noncompliance. The flexibility of the “comply-or-
explain” principle raises questions about firms’ motiva-
tions for complying when they are not required to do so.
Early research on codes examines the relationship between
compliance and corporate outcomes (Fernandez-
Rodriguez, Goémez-Ansén, & Cuervo-Garcia, 2004;
Goncharov, Werner, & Zimmermann, 2006). The common
denominator is that, although compliance levels are high
and grow over time (e.g., in our European sample, 31% of
firms fully comply with all codes’ provisions), at the end
of the day, firms make different choices in deciding
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whether to abide by a code. These differences mean that
the economic rationale linking compliance and perfor-
mance does not fully account for strategic compliance
behavior. In fact, the causes determining code compliance
in the absence of any legal enforcement remain largely
unexplored, in particular, when family ownership is
ubiquitous.

The governance literature provides insights on how
much attention investors pay to corporate governance
practices. For example, Fombrun (2006) describes a
Mercer Investment Consulting’s survey in which 46% of
institutional asset owners take environmental, social,
and corporate governance analysis into consideration
when making investment decisions. A McKinsey &
Company’s survey, in 2002, reports that institutional
investors were willing to pay a premium for the shares
of well-governed companies (Watson & Coombes,
2002). More recently, McCahery, Sautner, and Starks’s
(2016) survey shows that institutional investors disin-
vest because of governance concerns, intervene in
poorly governed firms, and use proxy advisors to screen
firm’s governance practices.

In this article, we analyze to what extent and under
what conditions family ownership influences firms’
compliance with the governance provisions in codes. To
our knowledge, few studies have examined family firms’
strategic behavior toward corporate governance compli-
ance.' Our core argument is that two potentially con-
flicting key dimensions within the socioemotional
wealth (hereafter, SEW) perspective: corporate control
and reputation (Berrone, Cruz, & Goémez-Mejia, 2012)
explain family influence on the firm’s compliance with
codes. Next, we introduce the severity of the agency
problem as a key firm-level contingency factor shaping
the effects of SEW’s dimensions on compliance deci-
sions. Finally, we examine whether the nature of the
institutional context has any impact on the firm-level
SEW and agency predictions regarding compliance.

SEW refers to nonfinancial characteristics of the firm
that bear on the family’s affective endowments, such as
the ability to exercise family influence and control, the
family identity, image and reputation, and the family
management and succession (Goémez-Mejia, Haynes,
Nuiiez-Nickel, Jacobson, & Moyano-Fuentes, 2007). In
line with Corbetta and Salvato (2004), we argue that
family firm’s compliance with governance provisions
(including board characteristics and structure) is a
reflection of families’ heterogeneity. In particular, we
focus on two family dimensions: their willingness to

control the firm and their desire to protect corporate and
family reputation.

On the one hand, at the core of the SEW is the notion
of family influence and control. The primary goal of
family members is to uphold SEW by gaining control
over corporate decisions affecting the firm’s businesses
regardless of their financial outcomes (Gomez-Mejia
et al,, 2007; Zellweger, Kellermanns, Chrisman, &
Chua, 2011). Although family ownership concentration
may alleviate the conflicts of interest between family
owners and managers, reducing the agency costs, family
shareholders may use their power to strengthen their
position at the expense of other nonfamily shareholders,
despite reputational costs (Chrisman, Kellermanns,
Chan, & Liano, 2010; Miller & Le Bretton-Miller,
2006).

On the other hand, institutional theorists view
mimetic behavior and conformity with organizational
practices as an essential mechanism to gain legitimacy,
enhance the probability of firm survival, and access to
valuable resources (Miller, Le Breton-Miller, & Lester,
2013). The legitimacy-seeking behavior is particularly
salient in family firms, which are more susceptible to
institutional pressures (Berrone, Cruz, Gomez-Mejia, &
Larraza-Kintana, 2010). In this regard, the SEW per-
spective suggests that family firms adapt to external
pressures because they are committed to the preserva-
tion of affective endowments of family owners such as
the continuation of the family business (Gomez-Mejia
et al., 2007) and family image and reputation (Sharma &
Manikuti, 2005). Drawing on this logic, recent research
shows that family firms tend to adapt more than their
nonfamily counterparts to industry practices in their
strategic behavior. In particular, Berrone et al. (2010)
theorize, and empirically demonstrate, that family firms
engage in substantive institutional compliance in the
context of environmental practices, and that this behav-
ior aims to preserve their controlling families’ SEW.
Similarly, Miller et al. (2013) uncover that family own-
ers are more prone to legitimate their strategic choices
through higher conformity to industry and institutional
standards because of their interest to look after their
SEW, their contested governance nature and limited
access to resources.

Thus, the control and the reputation dimensions
within the SEW perspective might lead to conflicting
arguments on how family-influenced firms will strate-
gize, especially, when it comes to compliance with
established norms. Our study seeks to reconcile these
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conflicting views by investigating whether and how
family ownership induces firms’ compliance. Using a
cross-section sample of publicly listed firms from the
United Kingdom, Germany, and Spain, we show that
noncompliance levels rise with family ownership up to a
certain point. This result is consistent with the influence
and control dimension of SEW, in which, to gain control
over firms’ affairs, family owners will tend to build gov-
ernance mechanisms that strengthen their power.
Beyond a given threshold, an increasing level of family
ownership decreases noncompliance. This finding con-
firms our prediction that strong family influence aligns
with the firm’s goals such as the corporate reputation of
good governance. Our findings are therefore consistent
with the claim that SEW can cut both ways when it
comes to governance compliance.

To tease out whether one of these contrasting SEW
dimensions prevails, we analyze the firm-level potential
agency conflict as an ideal contingency factor to account
for the mechanism through which family ownership
affects firms’ compliance behavior. We argue that in the
case of severe agency conflict, the control dimension of
SEW is likely to overcome the reputational dimension.
In the presence of high agency conflict, family owners
will likely strengthen their control positions or, at least,
take advantage of it and will thus tend to comply less
with stringent governance practices that may weaken
family influence over the firm’s decisions. Indeed, we
find evidence that family owners’ opportunistic behav-
ior supersedes their reputational concerns when firms
have large amounts of financial resources with low
growth opportunities. Moreover, we show that even
though strong governance institutions boost average
compliance, they are unable to overcome potential firm-
level agency problems in family-influenced firms. Our
findings hold for alternative specifications and control-
ling for firm characteristics that might be associated
with compliance.

Our study advances family business research in sev-
eral ways. First, we examine how conflicting predictions
emanating from two SEW dimensions, control and repu-
tation, influence family strategic compliance behavior.
We offer new evidence that the control dimension seems
to drive family influenced governance choices under
agency conflicts. Our study also demonstrates that SEW
dimensions are not “context-free,” particularly when it
comes to making governance choices, and therefore, one
should take into account not only firm-level conditions
but also the country’s institutional environment. Second,

our research sheds light on the sources of noncompli-
ance, which is relevant to regulation research from both
policy and theoretical perspectives. From the policy per-
spective, codes normatively prescribe the organizational
structure of the board of directors and, boards’ decisions,
and particularly in family firms, this is greatly influ-
enced by the firm’s ownership structure (Berrone et al.,
2010; Desender, Aguilera, Crespi, & Garcia-Cestona,
2013). Understanding the motivations and contingen-
cies of firms’ noncompliance explains the success of this
soft regulation. From a theoretical perspective, compar-
ing noncompliance with codes across a family owner-
ship continuum offers a unique opportunity to advance
theory concerning the interplay between SEW dimen-
sions under different agency conditions and institutional
settings (Aguilera, Filatotchev, Gospel, & Jackson,
2008; Hoskisson, Hitt, Johnson, & Grossman, 2002).
Finally, studies examining governance mechanisms
have primarily focused on U.S. and U.K. firms. We
extend the empirical setting to include other European
companies and assess how they cope with U.K.-based
“comply-or-explain” principles of corporate governance
regulation.

This article continues as follows. We first present our
theoretical arguments on how SEW dimensions define
noncompliance decisions in family-influenced firms and
explore additional firm-level and country-level effects.
We go on to describe our empirical setting and method-
ological approach. We then discuss our findings and
main implications for both the management of family
business and policy makers. We conclude with a review
of our results, policy and managerial implications, and
recommendations for future research.

Family Socioemotional Wealth and
Compliance With Codes

Early literature on family firms shows that the boundar-
ies between the family and the firm are often blurred
(Dunn, 1995; Tagiuri & Davis, 1996). To achieve busi-
ness and family goals, there is a need to balance family
and firms’ objectives and needs (Goémez-Mejia, Cruz,
Berrone, & De Castro, 2011; Miller & Le Breton-Miller,
2006). These competing goals are embedded and well
described in the SEW perspective which is based on the
behavioral-agency theory (Wiseman, & Gomez-Mejia,
1998). It proposes that family firms frame strategic
choices in terms of assessing how actions will affect
potential gains and losses of socioemotional endowment



140

Family Business Review 30(2)

(i.e., affective-related value or nonfinancial utility of
family members) regardless of firm’s financial out-
comes (Gomez-Mejia et al., 2011). The SEW logic
assumes that family decision makers are loss-averse on
SEW and that gains or losses of this endowment are
evaluated toward a reference point in which losses loom
larger than gains.

Turning to the examination of firm noncompliance,
we first propose that different SEW’s dimensions may
explain the trade-off between gains and losses in the
socioemotional endowments related to family owner-
ship—compliance behavior. While all five FIBER
(Family control and influence, Identification of family
members with the firm, Binding social ties, Emotional
attachment of family members, and Renewal of family
bonds to the firm through dynastic succession) dimen-
sions of SEW (Berrone et al., 2012) are pertinent, we
focus on the pursuance of two dimensions: influence
and control and image and reputation dimensions,
because they are more closely related to the strategic
governance decision of code compliance than building
social ties, emotional attachment, and dynastic succes-
sion. More specifically, the family influence and con-
trol and the image and reputation dimensions
distinguish between the internal and external affective
endowments that might be in conflict in family firms
(Block, 2010). (Non)Compliance with governance
norms that reduce family influence may harm (benefit)
internal affective endowments, but at the same time,
they may increase (decrease) companies as well as
families’ governance reputation (e.g., external affec-
tive endowment).

We also explore how the severity of the agency costs
and the institutional governance setting might affect the
family ownership—compliance relationship. We discuss
each of them in turn.

Family Influence and Control Increase
Noncompliance

The organizational governance of family firms, and fam-
ily ownership, in particular, is one of the most important
dimensions for distinguishing family from nonfamily
firms for two main reasons. First, when the family owns
greater stakes in the firm, family members expect to con-
trol the decision-making processes in such a way that
they can preserve their influence and assets now and for
future generations. Second, family desire for control is
driven by the family’s emotional attachment to the firm,

and it is vital to maintain the firm under the family own-
ership for future generations.

When families control a firm, they are also responsi-
ble for its governance decisions. For example, Anderson
and Reeb (2003) suggest that, by selecting managers and
directors, families can create hurdles for outside share-
holders wishing to control the firm, leading to greater
family entrenchment. Consistent with this argument,
Gomez-Mejia, Nufez-Nickel, and Gutierrez (2001)
show that family ownership and control are associated
with greater family entrenchment, which is the result of
a stronger relational contract between managers and
owners. Under the influence and control dimension of
the SEW (Berrone et al., 2012), family attachment
waxes with ownership as well as does the potential to
develop a family-influenced board of directors.
However, compliance with corporate governance codes
implies waning family’s influence and control over the
board of directors, and consequently, reducing the SEW
endowment. Therefore, implementation and compliance
with stringent governance practices may harm family
SEW by increasing family-related control costs.
Examples of compliance costs for controlling families
are the hiring and succession of top management teams,
additional information disclosure (Verrecchia, 1983), or
the preservation of family-based relationships and pri-
vacy (Aguilera et al., 2008).

Similarly, Gomez-Mejia et al. (2011) review family
business empirical research showing that families use
the board of directors as a vehicle to legitimize the
appointment and retention of senior executives and to
justify strategic decisions aimed at hanging on to the
controlling family’s SEW. They discuss several studies
in which firms with high family ownership have a
strong family influence on the selection of board mem-
bers, Chief Executive Officer (CEO) duality, and the
disproportionate representation of family members.
Additionally, Hermalin and Weisbach (1998) document
that the fraction of independent directors negatively
correlates with insiders’ shareholdings, including fam-
ily members. These governance practices imply low
levels of code compliance because governance codes,
for example, recommend separation of the position of
board’s Chairman and CEO as well as ensuring board
independence.’

We expect a gradual family attachment process as
family ownership grows. On this basis, the SEW con-
trol endowment increases the more the family expands
its ownership, making family principals more likely to
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Figure |. The effects of family ownership on noncompliance.

perceive the board of directors as a mechanism for
influencing management and in turn pursuing the fam-
ily’s objectives, weakening the family incentives to
comply. Therefore, higher levels of family ownership
are consistently related to higher levels of noncompli-
ance (Figure 1, A).

Family Image and Reputation Decrease
Noncompliance

Family control is one key characteristic that not only
distinguishes family firms from their peers but also
allows family members to exert influence over corporate
decisions that ultimately preserve the socioemotional
endowments. Family image and reputation is another
key dimension of the SEW perspective that is likely to
have a significant influence on compliance behavior. We
argue that greater compliance might enhance family
reputation and in turn, it might also mitigate, or even
overcome, potential socioemotional losses arising from
lower levels of influence on the board of directors and,
ultimately, on the control over the firm’s decisions.
Families and their firms are often so intertwined that
their identities become one. Thus companies commonly
bear the family name or even the founder’s name, indi-
cating a family or personal identification with the busi-
ness (Berrone et al., 2012). This family identification
with the firm influences internal and external stakehold-
ers’ perceptions and expectations of firms’ goals and
practices, setting the stage for the family to behave more
responsibly and ethically than nonfamily firms. For
example, Berrone et al. (2010) find that family firms
adopt better environmental practices than their nonfam-
ily counterparts to enhance the family image. They also
show that this responsible behavior is more marked at
the local level where the families have strong social ties

and in which the loss of SEW is potentially profound.
Similarly, Dyer and Whetten (2006) uncovered that in
the Standard Poor’s 500, family firms tend to avoid irre-
sponsible practices more than their peers.

Firms’ compliance with governance codes entails not
only to follow a code’s provisions or to explain devia-
tions from it but also how market agents including
minority shareholders, financial analysts, stock
exchange regulators, and proxy advisory firms, will
react to these firms’ compliance. In this regard, family
owners have a vested interest in protecting their good
name, for this helps them conduct business now and in
the future generations. In other words, reputation build-
ing is a common explanation for why firms, fulfill “their
agreements even if they cannot be forced to” (Shleifer &
Vishny, 1997, p. 749), as in the context of “comply-or-
explain” regulation. Given the increased scrutiny of cor-
porate governance practices, we expect that firms’
incentive to signal legitimate governance mechanisms
helps one understand compliance with governance
codes.

We, therefore, argue that reputational preservation is
a plausible explanation of the relationship between fam-
ily ownership and compliance for the following reasons.
First, given that family firms are embedded in a social
and business network, external pressures on family
members to comply tend to be vigorous and hard to
ignore. Second, the separation between a firm’s non-
compliance and family interests is blurred. For example,
an outside investor may not know if a noncomplying
decision helps or harms her stakes in a family firm. As a
result, noncompliance may be a signal that family mem-
bers place a high value on the private benefits (e.g.,
financial perks and benefits not available to outside
investors) putting family reputation at risk, and strength-
ening social and market monitoring and sanctions.
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Thus, family owners are more exposed to losses of
image and reputation as a result of noncompliance than
other types of shareholders. In part, this is because non-
family shareholders are less likely to be deeply immersed
in social and business networks, which place external
pressures to comply. Therefore, to protect their SEW,
family owners will bear the costs of increasing compli-
ance to enhance family reputation—currying favor with
stakeholders by improving shareholders rights
(Deephouse & Jaskiewicz, 2013). The reputational
effect is particularly salient in a context where code
compliance is not enforced, and voluntary compliance
gives strong and meaningful support in protecting inves-
tors’ rights. By contrast, not abiding by regulatory rec-
ommendations may involve a loss of reputation and an
adverse reaction that lessens families’ SEW.

The reputation dimension of the SEW gives strong
incentives for compliance. Consequently, low levels of
family ownership are compatible with high levels of
noncompliance due to the lack of external pressures and
few image and reputational concerns. As family owner-
ship rises, the reputation effect increases the risk of
SEW loss, and the likelihood of noncompliance falls due
to the SEW loss aversion of family owners (Figure 1, B).

In sum, jointly considering these two SEW dimen-
sions (control and reputation) and their effects on com-
pliance, we propose that noncompliance will initially
rise as family ownership grows to a certain point of
influence and control (Figure 1, A) and that noncompli-
ance will then fall because of a wish to preserve the fam-
ily’s image and reputation (Figure 1, B). This can be
depicted as an inverted U-shaped relationship between
family ownership and noncompliance. This general
argument is illustrated in Figure 1, Y. We, therefore, pre-
dict the following hypothesis:

Hypothesis 1: There will be an inverted U-shaped
relationship between the degree of family ownership
and noncompliance with corporate governance codes.

Agency Problem as a Moderator Between Family Ownership
and Noncompliance. The agency perspective of family
business literature proposes that family firms are less
likely to conform to governance norms, avoiding granting
rights to minority shareholders (Anderson & Reeb, 2003;
Miller et al., 2013). Different types of owners, especially
families, will have different beliefs about how to best
manage or influence firms, and what constitutes “good
governance” (Desender et al., 2013). In this regard, the

corporate governance literature seeks to unpack the char-
acteristics of the agency problem in family firms. In the
family—managers relationship, agency costs can be mini-
mized since family members are more likely to monitor.
When family ownership is high, the so-called principal—
principal agency problem toward nonfamily shareholders
exacerbates agency costs. Regardless of the effects on
agency costs, family “control and influence is an integral
part of SEW and highly desired by family members”
(Berrone et al., 2012, p. 262). In Hypothesis 1 above, we
proposed a curvilinear relationship on how family owner-
ship affects noncompliance with codes based on two
dimensions of SEW. This hypothesis implicitly assumes
that all family firms face equal agency conditions when
this is likely not to be the case. Therefore, we argue that
agency contingencies play a moderating role in our stated
ownership—compliance relationship.

Agency costs will be high when family owners can
raise their perks and abuse their control to make busi-
ness decisions that do not enhance shareholder value
(projects with returns below the cost of capital or invest-
ments in organization inefficiencies). This rent-seeking
behavior may hold, especially, when the firm has suffi-
cient free cash flow (FCF) without growth opportunities
to invest the cash surplus, leading to the typical overin-
vestment agency conflict as proposed by Jensen (1986).
Therefore, under these circumstances, we argue that
family control over firms’ assets strengthens as their
ownership grows, boosting the incentives for rent
expropriation.

We argue that the combination of high FCF and low
investment opportunities is a good proxy to capture
potential  principal-principal  agency  problems.
Conversely, when family firms run short of cash, family
owners have less financial scope to spend on their “pet”
projects. In this case, the family will have to finance any
additional project through the capital markets, which
may impose extra monitoring (K. C. W. Chen, Chen, &
Wei, 2011). However, when firms have plenty of cash, it
increases the potential for opportunistic behavior by
family owners in which family utility maximization pre-
vails over shareholder’s value maximization (Bertrand
& Mullainathan, 2003; Gdémez-Mejia et al., 2001).
Therefore, assuming that code compliance entails
strengthening the protection of minority shareholder
rights and reducing the severity of agency problems, we
expect that when there is enough cash and few invest-
ment opportunities (i.e., the agency problem is more
severe), family sharcholders would be less inclined to
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Figure 2. The effects of family ownership on noncompliance under a potential agency conflict.
Note. (Solid line) Effect of family ownership on compliance in the absence of high agency problems (Hypothesis |). (Dashed line) Effect of family
ownership on compliance in the presence of high agency problems (Hypothesis 2).

comply with governance practices that reduce their
power and control over firms’ assets.

We show in Figure 2, A, dashed line, that when
agency problems are severe, family ownership increases
the potential extraction of private benefits and, there-
fore, firms are more likely not to comply with codes that
may reduce their influence and control over the firm.
The noncompliance levels increase the potential gains
from family managerial entrenchment, reinforcing the
internal mechanism of family norms of control.
Therefore, we propose that the positive relationship
between family ownership and noncompliance derived
from the SEW’s control dimension will be stronger in
the presence of severe agency problems.

Under the behavioral agency model (Gémez-Mejia
et al., 2007; Neubaum, Dibrell, & Craig, 2012) that sets
the ground for the SEW, family principals balance the
losses and gains of their socioemotional endowment
when making strategic decisions. Therefore, when there
is a chance to reduce their SEW (i.e., loss) or to enhance
it (i.e., gain), families will not necessarily follow the
profit maximization rationale. Indeed, they may even
put the firm at financial risk to preserve the SEW
(Berrone et al., 2010). We propose that the potential
gains from using FCF to finance families’ (“pet”) proj-
ects puts the control and influence dimension as the pri-
mary reference point for family members, allaying their
concerns about firm reputation (which may lead to
financial losses), for two main reasons.

First, although some studies emphasize that protect-
ing other stakeholders’ rights can contribute to reputa-
tion gains (Aragon-Correa & Sharma, 2003) or increase
legitimacy by building responsible relationships with
external stakeholders (Cennamo, Berrone, Cruz, &

Gomez-Mejia, 2012), this literature recognizes that
these benefits (if any) are hard to secure (Harrison,
Bosse, & Phillips, 2010). Second, to exert its influence
over the firm decision making, family members and
owners need sufficient discretionary power to push
through their projects in the face of external sharehold-
ers (La Porta, Lopez-de-Silanes, & Shleifer, 1999;
Schulze, Lubatkin, Dino, & Buchholtz, 2001). Therefore,
when there is a potential strong agency conflict, family
principals are more likely to carry on governance prac-
tices that emphasize their influence and control over the
firm’s decisions. As a consequence, as the likelihood of
opportunistic behavior by family members grow, the
incentives to comply and consequently preserve the
SEW endowment of the family image and reputation
shrink. In sum, we argue that the negative relationship
between family ownership and noncompliance due to
reputational concerns will be less pronounced in the
presence of severe agency problems.

Taking the moderating effect of agency conflict and
the control and reputation dimensions of the SEW, we
propose that in the presence of severe agency problems,
family insiders are more prone to seize a new opportunity
to invest in their self-serving projects, regardless of their
financial outcomes or reputational risks, straightening the
influence and control dimension of SEW (Figure 2, A,
dashed line), while reducing the importance of image and
reputational concerns (Figure 2, B, dashed line).
Correspondingly, we propose the following hypothesis:

Hypothesis 2: In the presence of severe agency prob-
lems, the inverted U-shaped relationship between the
degree of family ownership and noncompliance with
corporate governance codes will be steeper.
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Do Countries Make a Difference When It
Comes to Noncompliance With Corporate
Governance Codes?

The SEW perspective and its embedded agency conflict
focus on the relationship between organizational actors,
taking for granted the effect of the institutional context
in which firms operate (Aguilera et al., 2008). We now
extend the tension introduced by the two SEW dimen-
sions (control and reputation) to propose that a firm’s
institutional environment may play a critical role enforc-
ing compliance or tolerating noncompliance with codes.
Prior literature shows that country-level institutions
matter both to legitimize the organizational behavior
and to enforce norms and practices that reduce agency
conflicts (Aguilera & Jackson, 2003). We argue that the
strategic behavior of family firms toward code compli-
ance in light of their effort to promote SEW will also be
affected by how the country’s institutions influence and
discipline controlling shareholders. In other words, the
governance environment explains how much power a
family can use within the family firm and the ability of
market institutions to monitor large controlling owners.

The institution-based view assumes that companies
are embedded in an institutional environment that shapes
internal and external corporate governance mechanisms
to foster economic exchanges while reducing agency
problems (Lien, Teng, & Li, 2016; Peng & Jiang, 2010).
An institutional setting with strong (weak) protection of
shareholder rights imposes more (less) pressure for
internal mechanisms to enhance firms’ governance qual-
ity and, at the same time, defines and enforces property
rights allowing resources to be allocated efficiently
(North, 1990). In other words, countries’ rules and val-
ues will influence the degree of predictability of inves-
tors’ strategies and outside stakeholders will rely on
external governance mechanisms to enforce their rights
when conflicts arise with family owners. Indeed,
Doidge, Karolyi, and Stulz (2007) conclude that it is
costly to improve investor protection when institutional
infrastructure is lacking and because good governance
has political costs, suggesting that there is complemen-
tarity between country-level investor protection and
firm-level governance.

Therefore, in a setting with more developed investor
protection and where codes are more institutionalized as
a regulatory instrument (due to early adoption and
code’s implementation processes and sponsors), such as

in the United Kingdom, external governance mecha-
nisms help govern firms from insider’s misbehavior. In
these cases, firms are more likely to abide by codes’ pro-
visions to improve their legitimacy and to enhance the
diffusion of structures and norms of governance. We,
then, hypothesize as follows:

Hypothesis 3: Firms’ noncompliance with corporate
governance codes is expected to decrease with the
institutional development of market orientation.

Data and Variables

Sample and Setting

Our initial sample consists of the largest firms by market
capitalization listed in the United Kingdom, Germany,
and Spain, in 2007. To have a comparable sample size
across these three countries, we selected the minimum
common denominator size of 130, which is the number
of listed firms in Spain. Thus, our original sample was a
total of 390 firms and includes, but is not limited to,
firms in their respective leading indexes—that is to say
the FTSE 100 (the United Kingdom), DAX 30
(Germany), and IBEX 35 (Spain). Financial firms (e.g.,
banks and insurance firms) are excluded due to signifi-
cant differences among the firms of the three countries,
particularly with regard to the national regulatory frame-
works (Arcot, Bruno, & Faure-Grimaud, 2010).
Excluding financial firms and firms with missing data,
our final sample consists of 267 firms drawn from indus-
trial and service sectors (78 from the United Kingdom,
94 from Germany, and 95 from Spain).

To examine the effect of the institutional context in
the relationship between family ownership and compli-
ance, we propose an institutional continuum covering
the strength of corporate governance institutions across
the United Kingdom, Germany, and Spain. The country
selection criteria account for different economic and
corporate governance regimes. The United Kingdom is
characterized by dispersed corporate ownership, strong
markets for corporate control, and strong contractual
incentives as key governance mechanisms coupled with
a Common Law setting (Aguilera, & Jackson, 2003; La
Porta et al., 1999). Conversely, Spain’s ownership struc-
ture is typically defined as the counterexample to the
United Kingdom in which, blockholders, such as banks
and families, predominate and exercise direct control
over the firm. Also, in Spain, firms are regulated under
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the French Civil Law legal regime and operate in a con-
text with fewer market-oriented rules for information
and disclosure of practices, lower legal enforcement and
investor protection, and lower takeover activity and
floating capital than in the United Kingdom (Garcia-
Castro & Aguilera, 2012).

Germany falls in between the Spanish and British
cases. Firms typically engage in more strategic interac-
tions with trade unions, labor, suppliers of finance, and
other stakeholders (Liitz, Eberle, & Lauter, 2011;
Tuschke & Sanders, 2003). As in Spain, German firms
have families and banks as block holders that exercise
control of firms; yet large German firms have two-tier
boards strengthening the separation between manage-
ment and directors’ role. In contrast to the United
Kingdom, where the code reflects the demands of exter-
nal shareholders, such as institutional investors, for
stricter governance standards, in Germany, the code is a
by-product of external stakeholders coalitions, includ-
ing banks, large corporate shareholders, and labor that
was mainly intended to be more of governance guide-
lines than a regulatory instrument, without a fundamen-
tal change in traditional insiders’ behavior.

From the corporate governance codes perspective,
the seminal 1992 Cadbury Code of Good Governance,
set up by the London Stock Exchange, influenced subse-
quent codes in the United Kingdom and other European
countries; and, according to the European Corporate
Governance Institute, up to 2007, the United Kingdom,
Germany, and Spain have the highest number of amend-
ments to corporate governance codes. Also, the World
Federation of Exchanges considers the London Stock
Exchange, Deutsche Boerse, and the BME Spanish
Exchange the three largest capital markets in Europe in
our sample period.

Our data collection involved three steps. First, we
hand-collected data on code compliance at the individ-
ual firm level from firm’s annual reports. Code provi-
sions were used as primary guidance where firms have
the discretion not to comply. Second, we collected the
ownership structure of firms, mostly from the Thomson
Financial database. To maximize the comprehensive-
ness and reliability of our sample, we cross-checked it
with the Amadeus, Bureau van Dijk, database. When we
encountered ownership discrepancies, we went to the
firms” annual reports. Last, we collected financial infor-
mation for 5 years before our compliance data (2002-
2007) from both Compustat Global and Amadeus. We
list and define the variables below.

Dependent Variable

Noncompliance. We seek to capture firm-level choices
of noncompliance with code recommendations and nor-
malize codes’ recommendations with a content analysis
technique (Neuendorf, 2002), as follows. First, we
review all three codes recommendations to find com-
mon recommendations across countries. We define
common recommendations as those that propose the
same (or almost the same) governance practice. Second,
in addition to the authors’ coding, we had one individual
who is trained as a professional auditor in one of “The
Big Four,” to independently analyze the consistency of
items across codes in order to provide reliability and
accuracy checks of our coding scheme. Following Kolbe
and Burnett (1991), disagreements in coding (which
were 10%) were resolved by discussing key terms and
jointly reviewing the codes until a consensus was
reached. The final coding comprises 22 recommenda-
tions capturing the maximum common denominator
across six governance categories: (a) procedures regard-
ing the annual general meetings, (b) the appointment of
directors, (c) audit committees and external audit, (d)
the independence of board of directors, (e) the gover-
nance processes, and (f) the remuneration disclosure of
directors and top executives.’

Next, we hand-collected data on firm-level compli-
ance by analyzing the 2007 annual reports of each firm.
Firms’ annual reports disclose the recommendations to
which the firms did not comply with. If a firm does not
comply with a particular recommendation, we coded 1
and 0 otherwise.

We then summed all recommendations which the
firm did not comply with and derived the “noncompli-
ance” variable count data. For robustness checks, we run
a confirmatory factor analysis of all six categories of
governance practices that converge to a single noncom-
pliance factor. We used this factor as an alternative
dependent variable and did not uncover any qualitative
changes. We also constructed an adjusted exposure mea-
sure (Chhaochharia & Laeven, 2009) that considers only
code recommendations that are not complied by at least
one firm. This approach allows us to differentiate
between corporate governance at the firm level and at
the country level, while keeping comparability. The
results were qualitatively unchanged.

Corporate governance codes state that firms must
disclose which recommendation(s) they are not comply-
ing with and state the reasons why. However, it is often
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the case that firms engage in organizational decoupling
where “formal structures are adopted in response to the
demands of external stakeholders, but actual practices
are tailored to the needs or demands of internal organi-
zation members” (Westphal & Zajac, 1998, p. 129). To
account for this possibility, first, we rely on external
auditors’ review of annual reports as well as the disclo-
sure of code compliance. Second, although we cannot
determine exactly whether firms are rigorously respect-
ing each recommendation,’ we looked at a subsample of
firms to check for discrepancies between declared and
real compliance and did not find material changes. We
believe that this is due to the nature of noncompliance
reporting. Table 1 describes the main codes characteris-
tic in the United Kingdom, Germany, and Spain, show-
ing a remarkable similarity among them despite their
very different legal origins.

Independent Variables

Family Ownership. To measure the family influence on
firms, we take as the primarily variable the percentage
of total outstanding shares held by individuals or fami-
lies as reported in ThomsonOneBanker, Amadeus, and
Annual Reports. Ownership data are lagged by 1 year to
avoid reverse causality. This continuous variable cap-
tures a wide range of ownership structures, from nonfa-
mily to strongly controlled family firms, under different
institutional settings. This feature allows us to use fam-
ily ownership as a proxy for two dimensions of the
FIBER model of SEW (family control and reputation).
Our logic is that at low levels of family ownership, fam-
ily principals are more concerned about increasing their
influence on the firm and, accordingly, will try to expand
their shareholdings positions as well as to promote gov-
ernance mechanisms to control firms’ decision making
(e.g., internal affective endowment). Meanwhile, at high
levels of family ownership, as family principals effec-
tively exert the control over corporate decisions, and
because of their strong identification with the firm, they
are more concerned about corporate and family reputa-
tion (e.g., external affective endowment).

The Severity of Agency Problems. To test our Hypothesis 2,
we define the variable “high agency.” Following K. C.
W. Chen et al. (2011), we operationalize FCF as the
“cash flow in excess of that required to fund all projects
that have positive net present values when discounted at
the relevant cost of equity” (p. 187). Jensen (1986)

proposes that firms holding surplus cash for which they
do not have present investment opportunities are more
prone to face agency problems. Therefore, we measure
(a) FCF as cash flow from operations minus cash divi-
dends and divided by lagged total assets and (b) the sales
growth rate as a proxy for investment opportunities. To
avoid concerns about the endogeneity of FCF and invest-
ment opportunities (due to agency problems), we use the
industry median sales growth and FCF to proxy for
investment opportunities and FCF without agency prob-
lems. Then, we generate our “high agency” variable as a
binary measure that takes 1 when firm’s FCF is above the
industry median, and investment opportunity (sales
growth rate) is below industry mean, and 0 otherwise.
We test our Hypothesis 2 by comparing the interaction of
the “high agency” variable with our family ownership
variable and its squared term.

Institutional Environment. To account for institutional
variation across countries, we built three country dum-
mies, the United Kingdom, Germany, and Spain; and
consider Germany as the reference category.

Control Variables

Following earlier literature on corporate governance and
voluntary disclosure (Arcot et al., 2010), we include a
large set of firm-level controls which are described in
Table 2. Without panel data information, our ability to deal
with a potential endogeneity between financial variables
and the governance practices of firms is limited. One
approach we used was to take average values of the past 5
years (2002-2006) for control variables. We also used
1-year lag of firms’ financial variables, and the hypothe-
sized results are very similar to those reported below.

Method

We use zero-inflated negative binomial regression anal-
ysis to test our hypotheses, as the dependent variable is
the number of noncompliance with code’s provisions.’
In our sample, 31% of firms is fully compliant with
codes, increasing significantly the overdispersion. We,
therefore, opt to run zero-inflated negative binomial that
handles the zero counts using both binary (i.e., logit) and
count (i.e., negative binomial) process (Hilbe, 2007). In
our case, the zero-inflated model will determine if the
estimates of our count predictors are the ones that lead to
full compliance.
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The parameter estimates () can be directly inter-
preted as semielasticity (log-linear model), that is, a unit
change in x changes the expected count, y, by a factor of
exp (B), the incident rate ratio. The dispersion parameter
alpha is significantly different from zero suggesting that
our data are overdispersed and that a negative binomial
model is more appropriate than a Poisson model.

Results

Descriptive Statistics

Table 3 provides the summary statistics of the variables
used in the empirical analyses. The differences in the non-
compliance levels between the United Kingdom and
Spanish, and between the United Kingdom and German
firms are, respectively, —6.04 and —2.18 (the Wilcoxon
rank-sum test p value equals .00). Also, the difference
between the noncompliance levels in German and Spanish
firms is —3.86 (p <.00), a univariate result that is in agree-
ment with our institutional contingency Hypothesis 3.
Family ownership ranges from the highest in Spain
(19.8%) to a middle level in Germany (12%), and the
lowest in the United Kingdom (4%). In contrast, British
firms present a higher dispersion of ownership relative to
German and Spanish ones, according to the Herfindahl
index. This result is in line with previous studies on own-
ership concentration in Europe (Claessens, Djankov, Fan,
& Lang, 2002; Richter & Weiss, 2013).

Control variables vary across firms and countries but
to a lesser extent than ownership data. One particular
variable to underline (and which might explain firm’s
strategic behavior toward noncompliance), is the analyst
coverage. In the United Kingdom, the average number
of financial analysts (14) forecasting firms’ earnings is
substantially larger than in Germany (11) or Spain (7).
Table 4 presents the pairwise correlation coefficients
among our variables.

An Inverted U-Shaped Effect of Family
Ownership on Noncompliance

Table 5 presents the results of zero-inflated negative
binomial models predicting noncompliance with corpo-
rate governance codes’ recommendations. Model 1
shows the baseline model while Models 2 and 3 present
the full model for the effect of family ownership on non-
compliance as hypothesized. In Model 2, the family
ownership variable is positive and significant (f = 1.34,

p <.10) and its squared term is negative and significant
(B=-2.15, p<.05). Thus, Hypothesis 1 that proposes an
inverted U-shaped relationship between family owner-
ship and noncompliance is supported.

To get a clearer picture of the effect of family owner-
ship on noncompliance, we look further at the critical
values of family ownership in the significant models in
Table 5 using a three-step procedure (Haans, Pieters, &
He, 2015; Lind & Mehlum, 2010). To establish a qua-
dratic relationship, first, the squared term needs to be
significant and negative (as we show in Table 5).
Second, the slope needs to be steep at both ends of data
range. To do so, we run a postestimation graph that
shows the quadratic relationship between family own-
ership and noncompliance (Figure 3). Third, the turning
point needs to be located within the data range. Based
on the coefficients of family ownership and its squared
values in Model 2, and using the Fieller (1954) method
test to construct the confidence interval (CI) of the turn-
ing point, we find that the critical value of family own-
ership is 31.11% (CI [0, 80.66%], t = 1.81, p < .05).
Therefore, we show that the noncompliance with corpo-
rate governance codes increases with family ownership
until this point, after which it will decline, supporting
Hypothesis 1.

To test Hypothesis 2, we interact a proxy for potential
agency problems (the variable High Agency) with fam-
ily ownership aiming to understand whether the family
ownership rationale changes when facing potential
opportunistic situations. The inverted U-shaped rela-
tionship between family ownership and noncompliance
is evident and significant in Model 3 (for family owner-
ship: f = 1.34, p < .001, for its squared term: § = 1.37,
p <.001). In line with our prediction, the coefficient of
family ownership squared term is lower in the presence
of high-potential agency problems than in its absence,
making the inverted U-shaped relationship steeper. We
also carried out the Lind and Mehlum’s (2010) proce-
dure. The turning point is now 48.8% (CI [0, 74.5%], t =
4.89, p <.001). The inflection point is increasing in the
presence of high-potential agency problems. In other
words, under potential agency conflicts, family owners
influence and control prevail over reputation concerns at
higher levels of family ownership, which corroborates
our Hypothesis 2.

Regarding the institutional environment, our results
show that British firms present lower levels of noncom-
pliance than German ones (i.e., in Model 2, B = —0.79,
p < .001) and Spanish firms tend to noncomply more
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Table 5. Results of Zero-Inflated Negative Binomial Models of Noncompliance.

Variable Model | Model 2 Model 3
Independent Variables
Family Ownership 1.347 (0.74)
Family Ownership? -2.15% (1.03)
Family Ownership # High Agency |34 (0.13)
Family Ownership? # High Agency —1.37#%%(0.18)
Family Ownership # (I —High Agency) 1.37 (1.16)
Family Ownership® # (1-High Agency) -2.92 (1.54)
Spain 0.42+% (0.10) 0.39%** (0.08) 0.40%* (0.06)
The United Kingdom -0.76™* (0.27) -0.77**% (0.26) —0.79%+* (0.24)
High Agency 0.17 (0.11) 0.17 (0.11) —
Control variable
Herfindahl Index 0.14 (0.14) 0.18* (0.08) 0.14 (0.08)
Indexed Firm (FTSE, DAX, IBEX) 0.12 (0.16) 0.11 (0.17) 0.15 (0.14)
Institutional Investors Shareholdings —-1.51%%(0.29) —1.52%FF (0.27) —-1.53%F (0.27)
Cash Holdings -0.27% (0.11) -0.26* (0.10) -0.29% (0.13)
Leverage 0.42 (0.85) 0.46 (0.81) 0.4 (0.78)
Size -0.08 (0.15) -0.06 (0.15) -0.07 (0.14)
Performance (ROA) 0.29 (1.34) 0.65 (1.34) 0.58 (1.16)
Analyst Coverage -0.02** (0.01) —0.02%+* (0.01) —0.02*** (0.00)
Cross-Listing in the United States 0.12 (0.40) 0.13 (0.38) 0.14 (0.37)
Industry Dummies Yes Yes Yes
Constant 2.28* (0.98) 2.117(1.10) 2.22% (1.10)
Inflation model
Industry Dummies Yes Yes Yes
Constant -1.76*%F (0.05) —1.83%F (0.08) —1.89%F (0.08)
AIC 1071.658 1068.579 1065.278
BIC 1082.42 1079.34 1076.04
Number of observations 267 267 267

Note. ROA = return on assets; AIC = Akaike information criterion; BIC = Bayesian information criterion. Standard errors, clustered by

countries, are reported in parenthesis, two-tailed tests. A hash tag (#) represents an interaction across variables.

th < .10.%p < .05. ¥p < .01, *p < 001,

than German ones (i.e., in Model 2, f = 0.40, p <.001).
Thus, Hypothesis 3, predicting that noncompliance is
expected to decrease (increase) with institutional devel-
opment (underdevelopment) of market orientation, is
supported. In the United Kingdom, firms tend to empha-
size the maximization of shareholder value while in
Continental European countries, such as Germany or
Spain, an insider orientation tends to prevail where firms
focus on a broader set of stakeholders, including fami-
lies, in which the firm operates as well as on long-term
value creation. This suggests that the compliance with
governance codes is influenced not only by the endoge-
nous needs of families but also by exogenous pressures
from market institutions.

Overall, our results suggest that the significant firm-
specific control variables that affect the noncompliance
behavior are (a) the Herfindahl Index (§ = 0.14, p < .1),
(b) the institutional investor shareholdings (B =—1.53,p <
.001), cash holdings (B = —0.29, p < .05) and the analyst
coverage (f=-0.02, p <.001). We control for the level of
ownership concentration (Herfindahl Index) because
governance mechanisms that are translated into code rec-
ommendations attempt to control conflict of interests
between “outsiders” who provide capital for a public
firm, such as minority owners, and “insiders” who influ-
ence firms’ decisions and may act opportunistically.
Therefore, one might expect a positive effect of high
ownership concentration on the degree of noncompliance
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Figure 3. An inverted U-shaped effect of family ownership on noncompliance.

with the codes’ recommendations. At the same time, an
increase in institutional investors (measured by their
shares in the firm) decreases the level of noncompliance.
This result not only corroborates prior governance litera-
ture on the role of institutional investors as watchdogs in
governance matters (Almazan, Hartzell, & Starks, 2005)
but also points out that different shareholders tend to bal-
ance their interests when affecting the firms’ governance
practices choices.

Regarding the analyst coverage, the increase of one
standard deviation in the number of financial analysts fol-
lowing a firm (8.87) would have a 0.19 decrease in the
rate of noncomplied recommendations. The previous lit-
erature claims that the intermediary role played by securi-
ties analysts can influence firms in many ways (Mehran
& Peristiani, 2010). In particular, close monitoring by
equity analysts may diminish agency conflicts between
owners and managers of the firm (Jensen & Meckling,
1976). Empirical evidence confirms that increased ana-
lyst coverage increases the informational efficiency of
markets (Frankel, Kothari, & Weber, 2006). Hence, the
negative effect of analyst coverage on noncompliance
corroborates the argument that financial intermediaries do
play a role in the corporate governance agenda.

Finally, to rule out reverse causality effects, we run a
separate regression model to estimate the effect of non-
compliance on family-owned firm, while controlling for
possible alternative determinants for family firms and the
coefficient of noncompliance turns out to be not signifi-
cant (f =0.00, p <.704). This result, to some extent, rules
out the possibility of reverse causality in our results.’®

Discussion and Conclusions

Our study investigates the effect of family ownership on
firms’ noncompliance with corporate governance codes.
Considering the multifaceted nature of the SEW per-
spective that incorporates different priorities and moti-
vations of families (Berrone et al., 2012), we advance
research by systematically exploring the singular, and
sometimes, conflicting dimensions of SEW (Miller &
Le Breton-Miller, 2014). The SEW perspective proposes
that family owners are loss-averse on SEW, which is
reflected in the strategic choices they make (Gomez-
Mejia et al., 2011). If losing control and influence may
hurt family socioendowments, one would expect that
family owners would try to gain control and influence
over the firm through ownership as well as through
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governance mechanisms fostering family control. This
leads to a positive relationship between family owner-
ship and codes’ noncompliance. However, with increas-
ing family ownership, the identification of the family
with the firm rises and, therefore, the benefits of compli-
ance on family’s image and reputation will quickly esca-
late driving to lower levels of noncompliance. This
outcome is based on the identification of the family with
the firm as well as their reputational concerns, which
bring greater pressures to adhere to societal rules and
norms (Berrone et al., 2010). These two opposite predic-
tions of low compliance for control purposes and high
compliance for reputational concerns result in an
inverted U-shaped relationship between the level of
family ownership and noncompliance. Most important,
they unpack the dimensions within the SEW perspective
when it comes to family firms’ strategic behavior.

The conflicting predictions arising from the two
SEW’s dimensions are further refined by weighting in
the agency conflicts under which family firms make
strategic decisions. We propose that when the conditions
for private rent extraction by controlling owners from
minority shareholders are high, the severity of the
agency problem is significant, increasing agency costs.
Thus, extending the SEW perspective, we find that the
inverted U-shaped relationship between family owner-
ship and compliance is contingent on and strengthened
with the severity of the agency conflict. This finding
offers further evidence for the argument that governance
choices are also influenced by firm-level arrangements
(Bruno & Claessens, 2010). Moreover, it reveals that the
control SEW dimension dominates the reputational
effect of family owners when potential agency problems
arise.

Furthermore, we explore the country-level institu-
tional pressures for compliance, showing that countries
matter. The countries in our sample, the United Kingdom,
Germany, and Spain, exhibit a continuum in the gover-
nance institutional spectrum where the United Kingdom
presents the lowest levels of ownership concentration and
family ownership, while Spain has the highest level of
family ownership, and Germany falls in the middle. Other
firm-level and country institutional characteristics rein-
force this continuum across countries. For example, the
number of stock market analysts’ coverage, the number of
cross-listing firms, the development of financial markets,
the market financing of firms compared with bank financ-
ing or the tradition of voluntary codes as a self-regulatory
instrument, are decreasing across these three countries.

Our results support the hypothesis that firms in developed
market-oriented institutions and strong sharcholder pro-
tection environments, are more prone to comply with
codes’ provisions to boost their legitimacy.

Policy and Managerial Implications

Our study also has important policy-making and mana-
gerial implications. From the policy-making perspec-
tive, it contributes to understanding how firms under
different agency constraints and institutional contexts
adopt a soft law regulatory mechanism such as corporate
governance codes. On the one hand, in the spirit of the
“comply-or-explain” principle, family-influenced firms
adjust their governance choices to their constraints,
which is not only desirable but also in the spirit of “soft
law” regulatory principles where actors self-regulate
without possessing full legislative authority (Hopt,
2011). On the other hand, we show that potential agency
problems have a significant moderating effect on the
family ownership—compliance relationship that should
make policy makers aware of what the real reasons for
not complying with codes are.

The implication for corporate governance policies is
particularly noteworthy in countries where family own-
ers are ubiquitous such as in Continental Europe and in
Emerging Economies. Our findings show that public
policy needs to recognize the SEW dimensions which
call for different corporate governance mechanisms.
Family-owned firms while potentially motivated by
doing good and pursuing long-term objectives may also
seek to extract private benefits of control. This suggests
that a particular bundle of corporate governance recom-
mendations designed to restrict private benefits of con-
trol to protect sharecholders rights may also positively
affect the family-owned firm endowment with manage-
rial talent, social capital, and financial resources that are
usually otherwise related to long-term goals. This would
give rise to different governance practices. Therefore,
our theory and empirical results challenge the central
“one size fits all” premise of corporate governance
reforms, which claim that stringent management moni-
toring and control are suited to all firms in all countries.
Our finding is particularly compelling with regard to the
impact of mandatory rules on corporate governance,
such as the 2002 Sarbanes—Oxley Act and the 2010
Dodd-Frank Act in the United States. These Acts lack
flexibility, forcing publicly listed firms to either abide
by the rules or stock exchange.
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The failure of policy makers to foresee the diversity
of firms’ internal governance structures as well as their
contextual forces on corporate governance practices
may reflect prevailing assumptions about regulation.
Regulators have not considered how reforms on corpo-
rate governance practices may have dissimilar effects on
different types of owners, especially when family own-
ership is ubiquitous as in Spain and Germany. In the
absence of such consideration, future research might
address, both theoretically and empirically, how the
variety of ownership patterns may relate to different
bundles of corporate governance practices to achieve
efficient and effective organizational outcomes.

At the managerial level, compliance with codes’
provisions increases control over management deci-
sions but, at the same time, it might reduce managerial
discretion, making it hard for managers to react
quickly when market conditions change (Alonso-Pauli
& Pérez-Castrillo, 2012) or to have the discretion to
innovate and be flexible. Additionally, since investors’
decisions are increasingly dependent on corporate
governance metrics (Watson & Coombes, 2002), fam-
ily owners of publicly listed firms face strong pressure
to adopt internationally accepted practices of good
corporate governance. Finally, corporate scandals
have their origins in poor governance, hence under-
standing the effect of family ownership on compliance
with codes’ recommendations may help risk managers
as well as top executive teams find ways to achieve
good governance and avoid corporate misbehavior.
Indeed, future research may delve deeper into how
compliance with codes is embedded in the risk man-
agement strategy of family-listed firms.

Our study is not without limitations. First, we have
cross-sectional data on the compliance level, which
precludes us from making strong assertions about the
causal relationship between our constructs. We conduct
a broad set of tests to mitigate the endogeneity concern.
However, we cannot entirely rule out the possibility
that our results are driven by the endogeneity of family
ownership.

Second, while our study highlights the conflicting
predictions of two SEW dimensions, we do not analyze
the influence of binding social ties, emotional attach-
ment, or succession. Some of these dimensions would
require a longitudinal approach and others such as emo-
tional attachment might be conceptually strongly corre-
lated with reputation. This is an unexplored empirical
question.

Finally, one may argue that the implications of compli-
ance for corporate outcomes are unclear (in essence, that
our empirical analysis does include a performance impli-
cation of noncompliance).” To overcome this potential
limitation, we ran alternative analysis, including eco-
nomic outcomes as the dependent variable. Our empirical
estimations (available on request from the corresponding
author) provide mixed results and do not support the posi-
tive relationship between compliance and economic out-
comes (return on assets and Tobin’s Q). Prior studies on
the influence of firm ownership on performance have
mainly focused on firm outcomes, rather than processes
(Ahmadjian & Robbins, 2005; Yoshikawa & Rasheed,
2010) with inconclusive results. We believe that our study
contributes to a better understanding of the mechanisms
by which families may influence governance strategies.

Contributions and Future Research

Our study contributes to the family business literature in
several ways. First and foremost, we argue on the basis
of our findings that family ownership structure is an
underlying mechanism that drives firms’ compliance
behavior. In particular, we demonstrate that there is an
inverted U-shaped relationship between family owner-
ship and noncompliance. This allows us to unpack two
of the FIBER dimensions in the SEW perspective and
show when one versus the other might be activated in
making strategic decisions. Second, understanding non-
compliance contributes to compliance research, in
which deterrence theory has been the predominant aca-
demic perspective. Our results highlight the fact that
noncompliance is contingent on the regulated entities
context, and specifically, on decision makers’ identities.
Therefore, second-order amendment transforming vol-
untary provisions into mandatory regulation such as the
2009’s German mandatory reform law on directors’
remuneration (Hopt, 2011) has a downside effect by
forcibly homogenizing heterogeneous firms. Third, we
construct a unique data set of publicly listed firms in
three European economies with a strong presence of
family firms which allows us to add to the comparative
corporate governance debate and discuss implications
for corporate governance policies outside the United
States. We show that governance varies across firms and
countries, and more important, that, in family-owned
firms, governance choices are contingent on firm’s
agency context even when country governance institu-
tions are more stringent.
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We hope that this article will shape future studies
drawing on the SEW perspective by alerting scholars of
the importance of delving into the dimensions making
up this perspective and at what stage each of them comes
to the fore or fades into the background. Thus, future
research should examine other SEW dimensions, in
addition to the two examined here, and its effects on
family firm strategic behavior. Similarly, different insti-
tutional contingencies as internal or external pressures
might be excellent laboratories to test how family firms’
are embedded in SEW, and its specific dimensions,
when reaching strategic decisions.

Much of the discussion in the family business litera-
ture tries to answer whether family ownership is benefi-
cial (Anderson & Reeb, 2003) or detrimental (Claessens
et al., 2002) for firms’ value. This research assumes that
family firms are homogeneous in their governance
choices. However, as our hypotheses suggest, this
homogeneous assumption does not take into account
differences in governance practices and contingent fac-
tors both at the firm and country level that influence
family-owned firms’> strategic compliance behavior.
Therefore, an encouraging avenue to pursue would be to
use fine-grained family governance and contingency
factors that shape family firm’s compliance behavior, to
answer alternative and still open questions, such as: (a)
What family governance factors affect top-management
teams and directors remuneration disclosure? (b) In
what circumstances, CEO duality is desirable in family
firms? (c) Are independent directors really independent
from family owners, and if so, what are the determinants
and consequences of such independence? What are the
next wave of corporate governance recommendations
that are likely to affect family governance, and how? We
hope that this article sparks new questions for future
research both in compliance as well as in decision mak-
ing within family firms.
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Notes

1. An exception is the literature on voluntary accounting
disclosure and the quality of accounting information
(Cascino, Pugliese, Mussolino, & Sansone, 2010; S.
Chen, Chen, & Cheng, 2008) which generally finds that,
although family firms tend to disclose less, regardless of
whether the information reveals good or bad news, they
convey higher quality financial information compared
with nonfamily firms.

2. Due to space limitation, an appendix comparing code’s
provisions across countries is available on request from
the corresponding author.

3. Because of space limitations, the table that matches
codes’ recommendations across our three countries is
available from the corresponding author on request.

4. For example, in terms of director independence, we have
no information if the director has been an employee of
the firm or group within the past 5 years, or if the director
has, or has had within the past 3 years, a material business
relationship with the firm either directly, or as a partner,
among other requirements.

5. An alternative estimation is to use Poisson regressions.
However, given the overdispersion in our dependent vari-
able (the variance, 15.9, is much greater than the mean,
3.7), negative binomial models are preferred (Cameron,
& Trivedi, 2009).

6. The separated analyses are available from the corre-
sponding author on request.

7. We thank one of the reviewers for raising this point.
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