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Corporate executive compensation has given rise to numer-
ous empirical studies, mainly conducted in an American 

context (Zattoni and Minichilli, 2009). In the United-States, 
these studies have been benefiting from the availability of data on 
individual compensation of corporate executives since 1934. In 
Europe, initiatives disclosing information about compensation 
packages are more recent. In France, the Law No 2001-420 of 
15 May 2001 on New Economic Regulations (NRE Act) made 
it mandatory to publish individual compensation for executives 
of listed companies. Since then, the debate on compensation has 
been growing steadily, with every passing scandal provoking 
increasingly strong reactions from various social, economic 
and political stakeholders. Severance conditions and the level 
of compensation of certain CEOs from large companies (Crédit 
Lyonnais, Vivendi, Vinci, Peugeot SA) attract a great deal of 
criticism and inevitably raise questions about their legitimacy. 
The criticisms relate to both the level of compensation and the 
use of equity attribution plans (Cheffins and Thomas, 2004). 
These challenges have led French law makers to introduce 
a legal process to oversee corporate practices and reinforce 

the obligation of transparency in the various components of 
compensation.

In addition to its role as legislator, the State can take action 
on compensation policy, in its capacity as a shareholder. While 
the family ownership and/or institutional investors seem to have 
much monitoring power on CEO compensation that the SO, 
the question of the State’s role as a shareholder in managerial 
compensation still needs to be addressed. In the French con-
text, there is a keen interest in this issue. Indeed, the American 
experience and practices differ from those prevailing in Europe 
(Bruce et al., 2005). Moreover, Most of the empirical literature 
on CEO compensation and state ownership is mainly focused 
on emerging countries (notably China).

France possesses several characteristics that make it an inter-
esting setting of studying. The governance of French firms has 
undergone profound transformation (Viénot Report, 1995, 1998, 
NRE Law 2001, Bouton Report, 2002). However, the evolution 
of French corporate governance system towards Anglo-Saxon 
one faces some resistance. The ownership structures of French 

ABSTRACT
This study investigates the determination 
of French CEO Compensation. Based on 
a panel sample of 153 French listed firms 
between 2003 and 2012, we find U-shaped 
relationship between State Ownership (SO) 
and CEO compensation. We attempt to 
fill the gap of previous French empirical 
research, which has been limited to cross-
sectional studies and has focused on 
other types of shareholders, using panel 
data over a period of ten years. The non-
monotonic relationship between SO and 
CEO compensation is initially negative, and 
then becomes positive with increasing State’s 
voting rights.
Keywords: CEO compensation, State 
Ownership, Corporate Governance

RÉSUMÉ
Ce papier étudie les déterminants de la 
rémunération des dirigeants français. Sur 
la base d’un échantillon de 153 entreprises 
françaises cotées, de 2003 à 2012, nous 
identifions une relation en forme de U 
entre propriété étatique et rémunération 
des dirigeants. Nous tentons de combler 
les lacunes des précédentes recherches, 
lesquelles se l imitent à des études 
transversales et s’intéressent à d’autres 
types d’actionnaires, en recourant à des 
données de panel sur dix ans. Les résultats 
montrent une relation non monotone, 
d’abord négative, entre propriété étatique 
et rémunération des dirigeants, puis positive 
avec une hausse des droits de vote de l’État.
Mots-Clés : Rémunération des dirigeants, 
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RESUMEN
El presente artículo artículo estudia los 
determinantes de la remuneración de los 
directivos franceses. A partir de un amuestra 
de 153 empresas francesas cotiza das, en el 
período 2003-2012, destacamos una relación 
en forma de U entre propiedad estatal y 
remuneración de los directivos. Para colmar 
las lagunas de estudios anteriores, únicamente 
transversales y centrados en otros tipos de 
accionistas, nos basamos en datos de panel 
sobre diez años. Los resultados revelan una 
relación no monótona, que es primero negativa, 
entre propiedad estatal y remuneración de los 
directivos, y luego positiva con un alza en los 
derechos de voto del Estado.
Palabras Claves: Remuneración de los 
directivos, propiedad estatal, gobernanza 
corporativa
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corporations remain concentrated and family (Claessens et al., 
2002; La Porta et al. 2000). In the vast majority of French listed 
firms, the deviation from the one share-one vote principle is 
realized through double voting rights shares (Burkart and 
Lee, 2008). The takeover market remains a virtual governance 
mechanism (Charreaux and Wirtz, 2007). Although SO has 
decreased in Europe after the privatization wave of the 1990s, 
State control is important for larger firms in certain European 
countries (Faccio and Lang, 2002). The French government 
still retains ownership stakes in several of that country’s key 
sectors. Relative to the other countries like Canada, Germany, 
the United Kingdom and the United States, the extent of SO in 
France is distinctly high (Gedajlovic and Shapiro, 1998). The 
French State holds shares in several private companies. As such, 
it can be the majority shareholder or retain minority holdings, 
particularly in companies that were privatised in the 1980’s. 
Besides, a combination of multiplicity of office at boardroom 
level, the imposing size of boards, and the cross-holding of seats 
on boards induce a potentially large number of interconnec-
tions at the top of French firms (Alcouffe and Alcouffe, 2000). 
Recently, Dardour et al. (2015) conclude that the potential 
representation of employees on the board may contribute to 
curb CEO compensation levels in French listed firms. France 
has been often examined as exemplary case for state activism 
(Yoo and Lee, 2009).

The central role historically played by the State, as well as the 
frequent disapproval of the recruitment process of the CEOs of 
the main French firms generally carry the suspicion of its cor-
porate governance system lacking sufficient discipline to gua-
rantee the efficacy of these firms (Charreaux and Wirtz, 2007).

Much of the extant literature places compensation in the 
scope of agency theory and considers it as a way of controlling 
managers and mitigating agency conflicts. Nevertheless, sup-
porters of managerial power theory consider the CEO to be an 
active member who can put down roots to circumvent control 
and establish his power over the board of directors. As a result, 
the CEO would be more easily awarded a generous compen-
sation payment. According to the managerial power theory, 
opportunistic executives can extract rents for themselves by 
manipulating board structures to control compensation pac-
kages, leading towards inefficient pay-incentive scheme. While 
agency theory, the main theoretical framework to address the 
executive compensation, is considered to be “under-socialized” 
and ignores the social relations and institutional arrangements 
that shape who controls firms, what interests firms serve, and 
the allocation of rights and responsibilities among stakeholders 
(Aguilera and Jackson, 2003). The SO is related to the perfor-
mance benchmarks imposed on the executives, which is different 
from the usual benchmarks chosen by other types of share-
holders to motivate the managers (Liang et al., 2015). Besides, 
we think that the agency theory is not sufficient to explain the 
CEO compensation in French firms in the presence of state. 
Indeed, social networks are very important in French business 
(Vigliano and Barré, 2010; Chikh and Filbien, 2011). The strong 
networks create interlocked boards, which benefit the CEOs 
rather than the shareholders (Fich and White, 2005). French 
capitalism derives from a singular set of social relations, based 
on a particular consensus between State and business, “by which 
it is conditioned and structured” (Maclean and Harvey, 2014).

The State’s political intervention has challenged standard 
theories on executive’s compensation practices (Cao et al., 2011; 
Chen et al., 2015, Liang et al., 2015). Both the agency theory and 
the managerial power theory are inadequate to explain CEO 
compensation, especially when the controlling shareholder is 
the State. However, the political theory (Shleifer and Vishny, 
1994) allows exploring the particularity of the State’s effects 
on compensation policy. In light of these theoretical develop-
ments, we attempt, through our study, to explain the relation-
ship between SO and CEO compensation in a French context.

Our research contributes to the literature on executive 
compensation from both an empirical and methodological 
standpoint. On an empirical level, we assess the impact of SO 
on executive compensation. We seek to compensate for the lack 
of empirical studies on the link between the kind of sharehold-
ing structure and CEO compensation (Broye and Moulin, 2010; 
Croci et al., 2012; Gómez Mejía et al., 2003; Hartzell and Starks, 
2003; Ozkan, 2007). The paucity of French empirical studies 
can be explained by the difficulty in forming long time-series 
to be compared over time. On a methodological level, we use 
a panel data assessment over a period of ten years. It should 
be noted that previous empirical studies in the French context 
often use cross-sectional regressions (Broye and Moulin, 2010; 
Pigé, 1994). Our panel data are characterised by a dual dimen-
sion that is both individual and temporal. This simultaneously 
takes into account the dynamics of different types of behaviours 
and their eventual heterogeneity, unlike time series or cross-
sectional methods (Baltagi, 1995). The relationship between 
State involvement in capital and executive compensation is 
tested on a sample of 153 firms listed on the SBF 120 index 
between 2003 and 2012.

Our empirical analyses show that the relationship between 
SO and CEO compensation is non-monotonic. Initially, it 
is negative, and then becomes positive with the increasing 
of State’svoting rights. The State shareholder-compensation 
relationship therefore undertakes a curvilinear function. This 
relationship is confirmed for both the level and the equity com-
pensation ratio. We conclude that political theory predicts the 
nature of the relationship between SO and CEO compensation.

The remainder of this paper is organized as follows. Section 2 
performs literature review and hypothesis development.Section 3 
is devoted to describing the research methodology and data set. 
Section 4 presents and discusses the empirical results. Section 5 
concludes the study.

Literature Review and Hypotheses

State Ownership and CEO Compensation
The extant literature addresses the issue of executive compen-
sation from the optimal contracting hypothesis (Edmans and 
Gabaix, 2009; Frydman and Jenter, 2010; Murphy, 2012) and the 
managerial power hypothesis (Bebchuk et al., 2002). The former 
is rooted in agency theory (Jensen and Meckling, 1976). This 
theory considers compensation as an internal control mecha-
nism for executives. The separation of corporate ownership and 
control (Berle and Means, 1932) gives rise to agency conflicts 
which lead to reduced potential earnings linked to cooperation 
given that each party seeks to maximise its own utility and 
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can behave opportunistically in an asymmetric information 
context. Compensation therefore helps discipline executives 
and aligntheir interests with those of shareholders (Murphy, 
1985; Lewellen et al., 1987).

As for the second hypothesis of managerial power, it views 
compensation as the product of rent extraction by opportunis-
tic executives (Bebchuk et al., 2002; Bebchuk and Fried, 2006; 
Frydman and Saks, 2010). Compensation is no longer seen as 
a tool to align diverging interests, but rather as a symptom of 
agency conflicts within the firm. According to this hypothesis, 
the excessive compensation observed over the last few years can 
largely be explained by executives themselves controlling the 
process to determine compensation, thereby resulting in little 
or no correlation with company performance. This is particu-
larly true when control exercised by the board of directors is 
ineffective, when capital is widely held and when executives are 
well-established in the company (Bebchuk et al., 2002; Bebchuk 
and Fried, 2003).

Nevertheless, the managerial power hypothesis is subject to 
various criticisms. Murphy (2012) highlights the three following 
points. Firstly, there is no empirical evidence that boards of 
directors have weakened over time. The numerous codes of 
good corporate governance practices often include recommen-
dations for improving the functioning of boards. Secondly, 
the biggest increases in compensation are awarded to CEOs 
who were recruited from outside the company. These execu-
tives negotiate their compensation conditions with boards of 
directors over which they have, in theory, no power, nor any 
bonds of dependence. Thirdly, the cost of replacing talent has 
risen considerably. In the same way, Frydman (2007) points 
out that the rise observed since the 1980’s can be partly due to 
a growing mobility among executives with universal skills and 
to a more competitive labour market.

Although agency theory (managerial power theory) presup-
poses a positive (negative) relationship between compensation 
and maximising of the shareholders’ wealth, the aforesaid 
relationship depends on the nature and expectations of share-
holders. The objectives and monitoring activities of the state as 
a shareholder differ from other types of controlling sharehol-
ders. As a shareholder, the State has to look after the interests 
of minority shareholders who tend to be more demanding. 
However, without being the majority shareholder, the State is 
inclined to actively participate in the way the company is run 
(Delion, 2007).

Besides, in state-owned enterprises (SOEs), two agency 
problems can occur. The first is the agency problem between the 
manager and the State as a controlling shareholder (the principal-
agent problem), the other is the agency problem between the 
State and the minority shareholders (the principal-principal 
problem), because the State as a controlling shareholder may 
have different goals than other types of shareholders.

Khan et al. (2005) specify that it might be worthwhile to 
include the identity (type) of the largest institutional investor and 
consider whether the largest investor is a blockholder to study 
the CEO compensation. Consequently, both types of agency 
problems (major vs minority shareholders, and management vs 
shareholders), a so-called “twin-agency” problem (Stulz, 2005), 

may arise in SOEs, and executive compensation may be subject 
to political constraints exerted by the State (Liang et al. 2015).

Nevertheless, these two theories, agency theory and mana-
gerial power theory, may not implement to firms with a large 
shareholder, especially when the latter is the State, because 
value maximization may only be of secondary importance and 
managerial power and entrenchment may be restricted. While 
the State can act as a controlling shareholder, its objectives 
and monitoring intensity are very difficult from other types of 
controlling shareholders (Liang et al. 2015). The SO may hinder 
the management from making performance-oriented decisions 
by forcing them to take into account either political reasons or 
social purposes (Yoo and Jung, 2015). It can be motivated by non-
financial considerations such as maintaining jobs, regenerating 
regions, or even controlling strategic industries (Ramaswamy, 
2001; Clarke, 2003). Bryson et al. (2014) find that the influence 
of the State extends beyond SOEs into many privately owned 
firms. Government is often involved in CEO appointments in 
private firms and, when this is the case, the CEO is less likely 
to have pay linked to firm performance.

Indeed, according to the political theory literature (Shleifer 
and Vishny, 1994), SO politicizes the resource allocation pro-
cess. As a main shareholder, State can impose a specific com-
pensation policy and consequently arrange the level and the 
structure of CEO compensation. Jensen and Murphy (1990), 
argue that CEO compensation is not sufficiently sensitive to 
firm financial performance, and explain that this may be due 
to political considerations that constrain the upper level of CEO 
compensation. A CEO appointment is made based on political 
alliances rather than on the criterion of experience in mana-
gement positions (Vining and Boardman, 1992; Megginson 
et al., 1994; Djankov and Murrell, 2002). Managers of State-
controlled firms can ensure the financing of political projects 
and the implementation of a wealth “redistribution” strategy 
(Lafay, 1993). Informal relationships are forged between the 
public and the private sectors (Hu et al., 2004). Even privatized 
firms remain under pressure of political lobbies and interest 
groups, which try to secure their benefits.

When the State holds relatively few voting rights in the com-
pany, it remains passive in the governance of that firm. In such 
case, the State may not have a strategic and political interest, 
otherwise it would have maintained its majority control. The 
other large shareholders are in a position to constrain manage-
rial power, and CEO compensation thus declines. Having a low 
level of ownership, the State do not exert an overall influence 
on the firm. Therefore, it has to act collaboratively by forming 
coalitions with other shareholder groups in order to negotiate 
their common interests (Su et al., 2008). As ownership concen-
tration increases, shareholder monitoring over management 
is expected to improve (Grossman and Hart, 1980; Shleifer 
and Vishny, 1986). When the State is a large or majority sha-
reholder, it tends to exercice substantial control and to more 
closely monitor management, thus reducing agency costs for 
other shareholders, which leads to increasing profitability of 
the firm (Bös, 1991).

However, the State’s preferences for social and political goals 
do not support value maximization. Moreover, the fiduciary 
duties of directors representing the State are clearly aimed at 
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protecting the interests of the latter. Indeed, such directors can 
exercice political power within companies, serving the interests 
of certain groups linked to policy-makers (Su et al., 2008). To 
preserve their high wages and non-monetary benefits, and 
to remainin their leading positions, managers of SOEs form 
coalitions with such interest groups. Besides, the principal-
principal problem will be resolved in favor of the State. As a 
large shareholder, the State is in a better position to exert direct 
pressure on the board, and to enhance its parochial interests 
at the expense of less influential minority shareholders (Su 
et al., 2008). However, as long as CEOs serve the State owners’ 
political objectives, the latter have no reason to closely monitor 
them. The dominant role of SO weakens the control exercised 
by the board (Charreaux, 1997), and the lack of active moni-
toring induces managers to divert resources for their personal 
benefit (Vickers and Yarrow, 1988). Hence, CEOs find it easier 
to reward themselves with a higher compensation.

Very little empirical research has examined the link between 
SO and CEO’s level of compensation. Using a sample of 206 
Chinese listed companies between 2000 and 2001, Li et al., 
(2007) demonstrated that total compensation is lower in State-
controlled firms. Nevertheless, over a longer study period (2001-
2006), Chen et al., (2010) failed to establish a link between SO 
and the level of total compensation in China. More recently, 
Hearn (2013) did not find any significant relationship between 
SO and executive compensation, based on a sample of 56 IPO 
Western African firms between 2000 and 2012. In short, the 
empirical debate about the influence of SO on executive com-
pensation has not been concluded yet.

In our study, according to the political theory (Shleifer and 
Vishny, 1994), we expect that relationship between SO and CEO 
compensation is non linear: the greater the holding of the State 
owner, the weaker their ability to rein CEO compensation. As 
such, we put forward the following hypotheses: 

Hypothesis 1. The level of total compensation has a 
curvilinear relationship with a State ownership  
in French listed firms.

State ownership and CEO equity compensation ratio

A large proportion of literature on compensation focuses on the 
attribution of stock options and stipulates that the latter helps 
align the interests of the CEO with those of the shareholders, and 
subsequently reduces agency conflicts (Jensen and Murphy, 1990; 
Holmstrom and Milgrom, 1991; Core and Guay, 1999). Capital 
shareholding encourages the CEO to increase the value of the 
company and that of his own investments (Jensen and Warner, 
1988). Besides, the involvement of one or several controlling 
shareholders can affect the attribution of incentive compensation 
to the CEO (David et al., 1998; Tosi and Gómez Mejía, 1989). 
These controlling shareholders can put themselves forward, 
or nominate their own candidates as members of the board of 
directors. As a result, executives are restricted in the pursuit of 
personal goals. Controlling shareholders do not see any value 
in attributing incentive plans to align executives’ interests with 
their own. Indeed, in this instance, agency costs can be reduced 
by using tools other than incentive plans (Zattoni, 2007).

Nevertheless, incentive-based compensation can be a means 
for majority shareholders to expropriate minority shareholders 
(Zattoni and Minichilli, 2009). Through the executives and 
board members that they have named, they subsequently and 
indirectly attribute themselves considerable incentive com-
pensation plans. However, the State also pursues an objective 
of creating economic value and thus, a compensation policy 
linked to performance. The growing pressure exerted by public 
opinion could force the State to restrict excessive compensation 
for the chief executives of companies that it controls, particularly 
those considered to be strategic in terms of national interests. 
For example, Conyon and He (2012) established that, over the 
period 2005-2010, CEOs of Chinese public companies were less 
likely to receive equity incentive compensation. Using a sample 
of Chinese companies, Firth et al. (2007) and Kato and Long 
(2006) evidenced a negative relationship between State control 
and CEO incentives. Using our insights into the political theory 
(Sheleifer and Vishny, 1994), we hypothesize a curvilinear rela-
tionship between SO and CEO equity compensation.

Hypothesis 2. The CEO equity compensation ratio has a 
curvilinear relationship with a State ownership in French 
listed firms.

Data and Empirical Specification

Sample
Our initial sample consists of 153 companies listed on the SBF 
120 index for at least two successive years between 2003 and 
2012. This index includes the first 120 French values in terms 
of liquidity and capitalization. We choose this sample period 
for two reasons. First, because firms were not required to dis-
closure nominative executive compensation details until 2001. 
Due to some limitation in the availability of information on 
the different components of compensation before the NRE Law 
(2001), we exclude 2001 and 2002 fiscal years.

Second this period follows the waves of privatization initia-
ted by the French government in 1986, 1993 and 1997 and also 
the development of good governance practices codes (Bouton 
Report of 2002) and the rise of institutional investors in the 
capital structure of French companies.

Data Sources
Data on governance practices and the components of executive 
compensation were gathered from annual reports of firms 
concerned and from the IODS database. Financial data were 
collected from the Datastream and Infinancials databases. We 
drew on an estimation of the potential value of stock options 
awarded to executives using the Black and Sholes model (1973). 
Firms conducted their own assessment of stock options and 
performance shares only from 2007 on. It should be noted that 
the attribution of performance shares has been authorised in 
France since 2005.

Variable Measurement

Dependent variables
In our study, we drew on two dependent variables. Following 
Boyd (1994); Cheng and Firth (2005); Broye and Moulin (2010), 
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the first one is the CEO’s total compensation, which represents 
the logarithm of the sum of the main executive manager’s total 
compensation. The latter corresponds to the sum of the fixed 
and variable compensation, the potential value of stock options, 
and performance shares granted to the CEO on the basis of 
the financial year. The second dependent variable is the CEO’s 
equity compensation ratio, which corresponds to the sum of 
the potential value of stock options and performance shares 
divided by total compensation.

Independent variables
We have selected two measures concerning SO: State share-
holder and State’s voting rights. The dummy variable State 
shareholder takes the value 1 when the State is the shareholder 
in the company, and zero otherwise. We take into account the 
participation of the state on the capital by the APE (Agence 
des participations de l’État) and Caisse des depôts. In France, 
there is a divergence between vote and cash flows rights. In the 
vast majority of French listed companies, the deviation from 
the one share-one vote principle is realized through double 
voting rights shares (Burkart and Lee, 2008). For this reason, 
we choose to take into account the voting rights to measure 
the state control. State’s voting rights is a continuous variable 
that measures the percentage of voting rights held by the State.

Control variables
According to Devers et al. (2007), three categories of factors 
have an impact on CEO compensation: firm characteristics, 
corporate governance, and CEO characteristics. To control all 
these factors influencing compensation, we identified control 
variables for each category.

Firm characteristics: In accordance with previous studies 
(Conyon and He, 2012; Gregory-Smith, 2012), we included a 
financial measure, return on assets (ROA), as well as a market 
measure corresponding to the total shareholder return (TSR) 
to capture company performance. The literature considers firm 
size as an important explanatory factor in the level of compen-
sation (Jensen and Murphy, 1990; Tosi et al., 2000). Given that 
control processes are more complex in large firms, agency costs 
are higher (Elsilä et al., 2013). A larger-sized company entails 
greater responsibilities and requires more experience and skills 
(Broye and Moulin, 2010). As a result, the larger the company, 
the higher the executive compensation (Baker et al., 1988).

For the second series of factors (corporate governance), we 
included the board size, its independence, and CEO’s duality.

Board size: The board of directors is an intentional internal 
mechanism in an organisation’s system of governance. One of 
these prerogatives consists of establishing an executive com-
pensation contract (Ezzamel and Watson, 1998). The number 
of directors is seen as a significant factor in making the board 
more effective in its mission to control executives (Jensen, 1993). 
When the board size is large, it becomes difficult to establish 
a consensus between its members and to oppose decisions 
made by the CEO in the case of a disagreement. Similarly, 
coordination is difficult with a large boardand the free rider 
phenomenon becomes a problem (Steiner, 1972). Thus, execu-
tive compensation tends to be high when the control exerted 
by board members is ineffective (Lin, 2005).

Outside directors: The presence of outside directors is sup-
posed to improve board effectiveness (Fama, 1980; Jensen, 1993). 
Firstly, outside directors are encouraged to highlight their skills 
to other potential employers (Weisbach, 1988). Secondly, they 
have expertise in controlling executives in other companies 
(Barkema and Gómez Mejía, 1998; Core et Guay, 1999). They are 
supposed to hinder excessive executive compensation (Cadbury, 
1992). Indeed, in accordance with the disciplinary approach, 
the role of the board of directors is to check that decisions made 
by the management team comply with shareholders’ interests. 
In this perspective, a high proportion of outside directors helps 
curb the ability of the executive manager to influence the board 
of directors (Dalton et al., 1998). Nevertheless, according to the 
managerial power hypothesis, inside directors are often placed 
under the control of the CEO, and thus cannot oppose his/her 
decisions without compromising their mandate. Studies ana-
lysing the influence of the proportion of outside directors on 
executive compensation show diverging results. Some establish 
a positive relationship (Boyd, 1994; Ozkan, 2007) while others 
show the existence of a negative relationship (Drobetz et al., 
2007), or indeed, no relationship (Conyon and Peck, 1998).

Employee directors: Employee-owner representation on 
boards has several positive consequences in terms of corporate 
governance efficiency (Dardour et al., 2015). Employee owners 
have a strong incentive to monitor executive managers because 
a big part of their personal wealth and savings directly depend 
on corporate decision-makers (Hollandts, 2012; Kruse et al., 
2010). An employee stock ownership plan has a positive impact 
because it helps reduce the overall level of asymmetric infor-
mation for all shareholders (Acharya et al., 2011). Employee 
owners have intimate knowledge of their own organization 
(Hollandts et al., 2011), and the “internal governance” of the 
firm may “force a self-interested CEO to act in a more public-
spirited and far-sighted way” (Acharya et al., 2011, p. 689). In 
this vein, Dardour et al. (2015) assert that board-level employee 
representation (employee owners and trade unions) negatively 
influences CEO compensation.

CEO duality: The duality of duties is measured by a binary 
variable which equals 1 if the same person serves as chairman 
of the board of directors and CEO at the same time. The duality 
is likely to influence the independence of the board of directors 
(Fama and Jensen, 1983) and the level of executive compensa-
tion (Jensen, 1993). According to Beatty and Zajac (1994), the 
board of directors is most effective in its task of control when 
both these duties are separated. The influence of this variable 
on compensation has been the subject of previous studies, 
leading to divergent results. Consequently, Conyon and Peck 
(1998) and Cordeiro and Veliyath (2003) do not establish that 
CEO duality has an impact on executive compensation. Other 
studies evidence a positive influence of such duality on CEO 
compensation (Chen et al., 2010; Drobetz et al., 2007).

In France, there are two basic governance modes: either the 
incorporated company with a single board of directors (conseil 
d’administration), or the dual structure corporation comprising 
a managing board (directoire) and supervisory board (conseil 
de surveillance). For firms in our sample who chose one of the 
first two structures the value of the dual variable is 0.
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We selected age and educational background as the last 
series of factors concerning executive characteristics that may 
influence their compensation.

CEO age: Being more experienced, older CEOs can demand 
higher levels of compensation (Gregory-Smith, 2012). Career 
opportunities for these individuals are often poor (Gibbons 
and Murphy, 1992). They focus on short-term performance, 
avoid to undertake risky ventures (Dechow and Sloan, 1991), 
and are less attracted by long-term incentive compensation 
(David et al., 1998). Conversely, some researchers consider that 
equity attribution plans are a means to mitigate such behaviour 
by CEOs (Yermack, 1995).

CEOs’ educational background: Our study examines the 
educational background of CEOs which may inform us about 
the various types of education that act as an ‘entry visa’ to join 
companies. The French State influences the economic sphere 
through CEOs graduated from public elitist schools like ENA 
and Polytechnique (Alcouffe and Alcouffe, 2000; Chikh and 
Filbien, 2011). Their educational background is often supple-
mented by work experience within a Ministerial cabinet before 
taking an executive position in the company. Little empirical 
research has focused on the link between CEOs’ educational 
background and their compensation. As such, Jalbert et al. (2002) 
show a significant relationship between CEO compensation 
in American companies and their academic careers over the 
reference period from 1987 to 1996. More recent studies have 
evidenced a significant relationship between diplomas awarded 
by a leading university and the average CEOs’ salary over the 
1997-2006 period (Jalbert et al., 2010).

Industries and years: With State companies being over-
represented in certain industries, CEO compensation might 
relate to the nature of the company’s business. In line with 
previous research on executive compensation (Cheng and Firth, 
2005; Zattoni and Minichilli, 2009), our study uses a series of 
binary variables to control the impact of the business sector on 
compensation. We selected the international ICB classification to 
differentiate the various industries: five in all1. Finally, given the 
use of panel data and that country economic and legal contexts 
can influence the labour market; we have included a series of 
dummy variables to check the year in question.

Empirical specifications
We conducted econometric regressions on panel data to study 
the impact of State involvement in capital on the level and ratio 
of executive equity compensation, where i and t represent the 
firm and time vectors, respectively.

We regressed two models including SO factors and variables 
that control for firm characteristics, governance structure and 
CEO characteristics. First, we measured firm performance by 
ROA (earnings before interests and tax, divided by total assets) 
and TSR (change in stock price + dividends paid/ initial stock 
price). The firm size is measured by Log assets (firm’s natural log 
of total assets). Second, we used three measures of governance 
structure: CEO’s duality, Board size, and Outsider directors. 
CEO duality is a dummy variable which equals one if the CEO 
also serves as chairman of the board, and zero otherwise. Board 
size is the number of directors on the board.

Outsider directors is the proportion of independent directors 
on the board. Finally, CEO age and CEO educational background 
are included to capture CEO characteristics. CEO educational 
background is a dummy variable, which equals one if the CEO 
graduated from ENA or Polytechnique, and zero otherwise. In all 
regressions, we included the dummy variables Years and Industries.

Analysis And Results

Descriptive statistics and correlation matrix
Descriptive statistics concerning the study’s variables are pres-
ented in table 1.

In presenting the descriptive statistics, table 1 reveals that, on 
average, total CEO compensation is about 1.5 million euros and 
the proportion of equity compensation about 20%. Pay gaps are 
very large, ranging from 0.32 million euros to nearly 30 million 
euros. In terms of ownership structure, the State is involved 
in the capital of approximately 18% of firms from the sample. 
Nearly 11% of firms are primarily controlled by the State. As 
for the boards of directors, the average size corresponds to 11 
members. Furthermore, 46.14% of directors are referred to as 
outsider and more than a half (52.44%) of firms have a unitary 
board structure.

Most of the listed firms are controlled by a majority share-
holder. The latter most often corresponds to a family, insti-
tutional, State or other types of shareholder. The descriptive 
statistics (table 2) indicate that the shareholder structure of our 
sample is constant for the entire period of the study. Indeed, on 
average, the majority shareholder holds 36.53% of voting rights.

This finding confirms the work of La Porta et al. (1999) who 
used a sample of 20 large firms in 27 countries to show that a 
concentrated ownership structure is the norm rather than the 
exception. The average State’s voting rights is 13.46% for the 
period of the study (table 3). Table 4 represents the correlation 
matrix for all variables. This table confirms the absence of seri-
ous correlation problems.

1. Industries, services, financial services, utilities, and technology.
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Multivariate Analyses
Certain tests were run to determine the appropriate estimating 
method. The result of Hausman test reveal that the fixed-effect 
models are more suitable than random-effect models (p < 5%). 
Heteroskedasticity and autocorrelation tests were conducted in 
order to verify the absence of bias likely to alter the significance 
of our coefficients. The results of modified Wald tests indicate 
the presence of groupwise heteroskedasticity between errors. 

Finally, the test of Wooldridge demonstrates the presence of 
an autocorrelation of errors of order 1. For the estimation of 
our models, it is possible to use the Feasible Generalized Least 
Squares (FGLS) method, which allows to relieve the problems 
of heteroskedasticity across panels. Regressions were also 
estimated using OLS fixed effects. However, groupwise hete-
roskedasticity was checked2 and we opt for the FGLS because 
the latter is a more efficient estimator than fixed effects. Two 

TABLE 1
Descriptive statistics

Variable Mean Min Max Standard deviation

CEO total compensation (million EURO) 1.50 0.32 29.80
CEO Equity compensation ratio 19.71 0 95.65 .24
ROA 3.99 -85.67 60.35 8.19
TSR 15.61 -93.74 808.87 54.22
Firm size (Assets: million EURO) 48.19 2.31 207.15 20.85
Board size 11.15 3 24 3.96
Outsider directors 46.14 0 100 21.37
Employee_directors 1.65 0 33.33 5.61
CEO age 54.95 26 76 7.32

Obs. %
State shareholder
Yes (1) 255 17.78
No (0) 1179 82.21
CEO duality
Yes 752 52.44
No 682 47.55
CEO educational background
ENA, Polytechnique: Yes 361 25.17
Otherwise: No 1073 74.82

Data sources: IODS Corporate Governance data and executive compensation data are from annual reports. Financial Data are from DATASTREAM. 

TABLE 2
Descriptive statistics of the ownership structure (%)

2003 2005 2007 2009 2012 2003-2012

The first largest shareholder 32.90 32.90 32.90 32.88 32.87 32.88
Voting rights 36.52 36.52 36.52 36.52 36.52 36.53
The second largest shareholder 9.18 9.18 9.18 9.16 9.16 9.16
Voting rights 9.54 9.54 9.54 9.52 9.52 9.52
The third largest shareholder 4.72 4.72 4.72 4.72 4.72 4.72
Voting rights 4.80 4.79 4.79 4.79 4.80 4.79

Sources: IODS and annual reports 

TABLE 3
Descriptive statistics of the State Ownership (mean)

2003 2005 2007 2009 2012 2003-2012

State equity (%) 13.02 12.98 12.81 12.81 12.81 12.81
State’s voting rights (%) 13.71 13.65 13.60 13.54 13.46 13.46
Observations 24 23 23 26 30 255

Sources: IODS and annual reports

2. If we reject the null hypothesis of no heteroskedasticity, we can conclude that the FGLS model is well specified.
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regressions were undertaken to test the relationship between SO 
and the level of CEO compensation (model 1) and the level of 
CEO equity compensation (model 2). We use a binary variable 
(State shareholder) representing the presence or absence of the 
State in the capital structure. 

According to table 5 (model 1), there is a significant nega-
tive association between the SO variable and the level of CEO 
compensation (β = -.0499; p <.01). In other words, the level 
of CEO compensation is lower in firms where the State is a 
shareholder. Similarly, model 2 show that State involvement 
has a significant negative influence on the CEO equity com-
pensation ratio (β = -.0396; p <.005). Our findings confirm 
those of Firth et al. (2007) and Li et al. (2007) who evidenced 
a significant negative relationship between State shareholdings 
and the level of compensation granted to Chinese executives 
over the short reference periods of 1998-2000 and 2000-2001. 
However, in a more recent study based on a larger sample 
(2001-2006), Chen et al. (2010) could not establish any signifi-
cant relationship between the State as the majority shareholder 
and the level of compensation in Chinese firms. In the Italian 
context, Zattoni and Minichilli (2009) demonstrated that the 
controlling shareholder, whether family or the State, had no 
influence on incentive compensation. ROA has significant 
positive repercussions on the level and equity compensation 
ratio (β =.0189; β =.0037; p <.001 in all cases), whereas the coef-
ficient for TSR is not significant3. These findings differ from 
those of Broye and Moulin (2010) who showed that corporate 
performance, whether financial or stock market, had no effect 
on the different compensation measures for French executives 
over the year 2005. Furthermore, in accordance with Broye and 
Moulin (2010), the findings reveal that firm size has a significant 
positive impact on CEO total compensation (β =.2224; p <.001). 
Indeed, large firms with relatively complex activities rely on 
very experienced and highly qualified executives. These skills 

can therefore justify higher levels of compensation (Smith and 
Watts, 1992). Concerning the accumulation of powers within 
the board of directors, the coefficient on the CEO duality vari-
able is significant and positive (β =.0684; p <.01).

Although our findings differ from the analysis by Broye and 
Moulin (2010), they converge with those of most previous empiri-
cal studies which identify a significant positive relationship in the 
American, Chinese and Swiss contexts (Core et al., 1999; Chen 
et al., 2010 and Drobetz et al., 2007). As for the composition of 
the board of directors, our findings reveal that there is a signifi-
cant positive association between board size and our two CEO 
compensation measures (β =.0611; β =.0141; p <.001 in all cases), 
corroborating those of Core et al. (1999), Drobetz et al. (2007), 
Ozkan (2007), and Zattoni and Minichilli (2009). Regarding the 
presence of outside directors on the board, our conclusions reveal 
a significant positive impact on CEO compensation (β =.0092; 
β =.0016; p <.001 in all cases), confirming those of Boyd (1994) 
and Ozkan (2007) based on an Anglo-Saxon context. However, 
our findings conflict with those of Broye and Moulin (2010), 
Cheng and Firth (2005) and Chen et al. (2010) who showed 
no significant effect of the proportion of outsider directors on 
executive compensation in France and China. Furthermore, 
Core et al. (1999) and Drobetz et al. (2007) emphasised a negative 
association in the United-States and Switzerland respectively. The 
proportion of employee representation at board level exhibits a 
negative and significant relationship with CEO compensation 
(β = -.0240; β = -.0042; p <.001 in all cases). We conclude that 
employee representation on the board may mitigate the increase 
in CEO compensation, providing external shareholders with 
some insight into CEO monitoring. For all specifications, the 
coefficient for the CEO’s age is significant and carries a minus 
sign (β = -.0066; p <.01; β = -.0061; p <.001). This finding is con-
firmed in the empirical study conducted by Tzioumis (2008) on 
a sample of 20,115 observations concerning CEO compensation 

TABLE 4
Correlation Matrix of Key Variables

1 2 3 4 5 6 7 8 9 10 11 12 13 14

1 Log CEO total compensation 1.00
2 CEO equity compensation ratio .06* 1.00
3 State shareholder .08* -.09* 1.00
4 State’s voting rights -.04 -.14* .62* 1.00
5 State’s voting rights2 -.04 -.11* .40* .92* 1.00
6 ROA .15* .15*   -.05* -.05 -.02 1.00
7 TSR -.08* -.01 -.03 -.02 -.01 .09* 1.00
8 Firm size (Log assets) .47* .08*    .03* .25* .21* .10* -.12* 1.00
9 CEO duality -.01 -.03 -.02    .05 .08* -.04 .04** -.11* 1.00

10 Outsider directors .29* .16*  .03 -.04 -.14* -.05* -.06* .21* -.17* 1.00
11 Employee_directors -.00 -.14* 32* .56* .56* -.01 -.02 .30* .11* -.15* 1.00
12 Board size .36* .09* .36* .42* .38* .05** -.05** .66* -.01** .07* .38* 1.00
13 CEO age .05** -.13 .05* .10* .07*  .11* -.01** .12* .22* .04 .03 .17 1.00
14 CEO educational background .01* -.02 .32* .37* .31* -.04 -.02 .40* -.00 .06* .21* .35* .11* 1.00

**, * indicate statistical significance at 1% and 5% significance level, respectively.

3. In order to test the sensitivity of results, we use the Tobin’s Q and Market to book ratio as alternative proxy for the firm performance. The results obtained 
do not show any significant difference.
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in American listed firms over the period 1992-2004. Otherwise, 
CEO educational background appears to be a decisive factor in 
compensation. As such, executive compensation for an ENA 
or Polytechnique graduate is significantly lower (β = -.2065; 
p<.001; β = -.0387; p <.005).

Beyond the role played by the State as a shareholder, we 
analysed the influence of the State’s voting rights on the level 
and CEO equity compensation ratio.

Two new regressions were run by including the voting rights 
variable (models 3 and 5). A scatter plot of the CEO compen-
sation and State’s voting rights data revealed some degree of 
nonlinearity.

Therefore, to highlight a possible non-linear relationship 
between State shareholdings and compensation levels, the 
State’s voting rights2 variable was introduced to regression 
models 4 and 6.

When we examine the fraction of State shareholdings, the 
hypothesis of a negative association is confirmed, firstly between 
SO and compensation levels, and secondly, between SO and 
equity compensation. However, this relationship appears to be 
non-linear. Indeed, regardless of the dependent variable, the 
estimation of models 4 and 6 shows a significantly negative coef-
ficient concerning the State’s voting rights variable (β = -.0246; 
p<.001; β = -.0056; p <.001) as well as a significantly positive coef-
ficient concerning the State’s voting rights2 variable (β =.0004; 
p<.001; β =.0050; p <.001). More precisely, our findings indicate 
that the level of compensation drops initially when the State’s 
voting rights rises. This level then starts rising from a certain 
voting rights threshold. The afore mentioned threshold value 
is at 39% of State’s voting rights. Similarly, the proportion of 
equity compensation falls as that of SO rises. This incentive-
based compensation grows with a high percentage of State’s 
voting rights, i.e. 45%. Our findings highlight the existence of 
a U-shaped curvilinear relationship between the percentage of 
State’s voting rights and the level of CEO compensation as well 
as CEO incentive compensation.

However, firm size has no impact on CEO equity compensa-
tion. Indeed, the coefficient concerning the Log assets variable 
is not significant. The findings remain unchanged for the other 
variables. The proportion of shares, which substitutes for the 
percentage of voting rights, has also been built-in to the new 
estimations. The results thus remain unchanged for all of our 
variables4.

Additional Analyses and Robustness Checks
The findings reported in the previous table may be alte-

red by endogeneity, omitted variables, and reverse-causality 
problems. They are among the main econometric problems 
encountered in studies on corporate governance and CEO 

TABLE 5
CEO compensation and State Ownership

Independent variables 

CEO total 
compensation

CEO equity 
compensation ratio

(1) Coeff.
(t)

(2) Coeff.
(t)

Intercept 11.1050  .2435
(55.76)*** (4.03)***

State shareholder -.0499 -.0396
(-2.15)* (-2.53)**

ROA .0189 .0037
(6.37)*** (4.61)***

TSR .0004 -.0001
(.82) (-1.17)

Firm size 
(Log assets)

.2224 .0018
(16.13)*** (.48)

CEO duality .0684 .0088
(1.95)* (0.72)

Board size .0611 .0141
(10.35)*** (8.17)***

Outsider directors .0092 .0016
(10.28)*** (5.53)***

Employee_directors -.0240 -.0042
(-6.00)*** (-6.14)***

CEO age -.0066 -.0061
(-2.51)* (-7.93)***

CEO educational 
background

-.2065 -.0387
(-5.12)*** (-2.79)**

Industry and year 
dummies Yes Yes

Observations 901 795
Wald chi2 1214.39 662.00
Prob> chi2 .00 .00
P-Hausman .00 .00
P-Modified Wald .00 .00
P-Wooldridge .00 .00

All variables are defined in the Appendix. The dependent variables are 
the log of CEO total compensation in models (1) and CEO equity ratio in 
models (2). All the regressions reject the null hypothesis for the test of 
groupwise heteroskedasticity (modified wald test), which implies the 
FGLS model is well specified. The numbers in parentheses are t-student. 
†p < .10; *p < .05; **p < .01; ***p < .001.

FIGURE 1
Scatter plot of CEO compensation
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4. The findings are not reported in the text.
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compensation (Devers et al., 2007; Hermalin and Weisbach, 
2003). For robustness tests and to address the endogeneity 
problem, we ran the same regressions (models 7, 8, 9 and 10) 
using the System Generalized Method of Moments (SGMM) 
estimators developed by Arellano and Bover (1995) and Blundell 
and Bond (1998). The lagged levels of explanatory variables are 
used as instruments. According to table 7, the models seem 
well-fitted with statistically significant test statistics for second-
order autocorrelation in first difference (S1), and statistically 
insignificant test statistics in second difference (S2). Likewise, 
we confirm the validity of instruments using the Sargan over-
identification test. In all models, the statistically insignificant 
Sargan test indicates that instruments are valid in the estimations5. 

The interpretation of the coefficients on State’s voting rights in 
table 7 remains qualitatively the same as in table 6 (β = -.0137; 
p<.001; β =.0002, p<.001; β = -.0048; p<.001; β =.0005; p<.05). 
Overall, the SGMM estimates support that, even after controlling 
for endogeneity, the State’s voting rights - CEO compensation 
relationship takes on a curvilinear function.

To better explain the curvilinear relationship between State’s 
voting rights and CEO compensation, we included an interac-
tion variable between financial performance and State control 
(ROA*State’s voting rights) in models 11 and 12 (table 8). The 
results show that this variable is not significant. Consequently, the 
sensitivity of compensation versus performance is independent 
of control exerted by the State as a shareholder.

TABLE 6
CEO compensation and State’s voting rights

Independent variables 

CEO total compensation CEO equity compensation ratio

(3) Coeff.
(t)

(4) Coeff.
(t)

(5) Coeff.
(t)

(6) Coeff.
(t)

Intercept 11.1257 10.9635 .2764 .2288
(55.62)*** (55.48)*** (4.38)*** (4.08)***

State’s voting rights -.0025 -.0246 -.0017 -.0056
 (-1.19) (-5.54)*** (-3.14)*** (-4.97)***

State’s voting rights2 - .0004 - .0050
- (5.46)*** - (4.14)***

ROA .0189 .0183 .0040 .0035
(6.38)***    (6.27)***  (5.14)*** (4.75)***

TSR .0003 .0004  -.0001 -.0001
(.74)  (.98) (-1.34) (-1.09)

Firm size (Log assets) .2191 2282 -.0011 .0016
(15.71)***   (16.45)***   (-.26) (.51)

CEO duality .0750 .0692  .0250 .0094
(2.14)* (1.99)* (2.02)** (.79)

Board size .0620 .0656 .0148 .0164
(10.28)*** (11.12)*** (7.99)*** (9.57)***

Outsider directors .0091 .0088 .0016 .0013
(10.05)*** (9.65)*** (5.46)*** (4.61)***

Employee_directors -.0225 -.0236 -.0031 -.0042
(-5.26)*** (-6.25)*** (-3.31)*** (-4.37)***

CEO age -.0066 -.0057 -.0066 -.0060
(-2.51)* (-2.25)* (-8.25)*** (-7.72)***

CEO educational background -.2026 -.1856 -.0388 -.0247
(-4.90)*** (-4.64)*** (-2.46)** (-1.78)*

Industry and year dummies Yes Yes Yes Yes
Observations 900 900 794 794
Wald chi2 1209.89 1246.70 437.12 1567.85
Prob> chi2 .00 .00 .00 .00
P- Hausman .00 .00 .00 .00
P-Modofied Wald .00 .00 .00 .00
P-Wooldridge .00 .00 .00 .00

All variables are defined in the Appendix. The dependent variables are the log of CEO total compensationin models (3) and (5) and CEO equity ratio in 
models (4) and (6).All the regressions reject the null hypothesis for the test of groupwise heteroskedasticity (modified wald test), which implies the FGLS 
model is well specified. The numbers in parentheses are t-student. †p < .10; *p < .05; **p < .01; ***p < .001.

5. For all estimations, the Sargan test of over identifying restriction of the instruments has not rejected the null hypothesis of valid instruments.
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Discussion
Our findings reveal that SO helps curb total compensation and 
the attribution of equity when designing executive compensa-
tion. By holding a small proportion of voting rights, the State 
could address the interests of other minority shareholders. 
The State is seen as a well-meaning shareholder whose invol-
vement helps reassure investors about the good governance 
of the company. Another explanation might come from the 
preponderance of the State to intervene in firms experiencing 
financial difficulties, or in privately-owned firms. Although it 
is a minority shareholder, the State still retains the power to 

influence executive appointments and compensation. However, 
when the State exceeds a certain controlling threshold, according 
to the political theory, it has no incentive to closely monitorits 
agents, leading to higher CEO compensation. The process of 
determining compensation obeys other considerations rather 
than merely the assessment of managerial skills. Executives of 
State-controlled firms are appointed by the latter and as long as 
they act in accordance with its guidelines, they can remain in 
service despite poor performance. Managing executives from 
state owned firms may therefore seek to protect the interests 
of political leaders and certain private groups linked to them. 

TABLE 7
CEO compensation and State’s voting rights – Dynamic Panel Data Estimates

Independent variables 

CEO total compensation CEO equity compensation ratio

(7) Coeff.
(t)

(8) Coeff.
(t)

(9) Coeff.
(t)

(10) Coeff.
(t)

Intercept 8.3483 8.4369 .2559 .2242
(17.25)*** (17.46)*** (2.75)*** (2.38)**

Lagged CEO compensation .2618 .2554 .2200 .2194
(6.61)*** (6.47)*** (6.76)*** (6.72)***

State’s voting rights -.0006   -.0137 -.0017 -.0048
(-.28) (-2.66)*** (-2.35)** (-2.63)***

State’s voting rights2 - .0002 - .0005
(3.61)*** (2.20)**

ROA .0187 .0180 .0048 .0046
(4.85)*** (4.60)*** (3.76)*** (3.62)***

TSR -.0005 -.0005 -.0008 -.0009
(-1.64)† (-1.59) (-.47) (-.49)

Firm size (Log assets) .1568 .1665 .0021 .0042
(9.22)***     (9.35)*** (.34) (.68)

CEO duality .0759 .0726 -.0069 -.0111
(1.81)** (1.70)† (-.32) (-.50)

Board size .0465 .0499 .0126 .0134
(5.61)*** (5.75)*** (4.30)*** (4.58)***

Outsider directors .0066 .0062 .0005 .0004
(4.98)*** (4.62)*** (1.15) (.91)

Employee_directors -.0122 -.0170 -.0031 -.0040
(-2.35)** (-3.18)*** (-2.31)** (-2.97)***

CEO age -.0059 -.0059 -.0046 -.0044
(-1.91)† (-1.95)† (-4.16)*** (-4.00)***

CEO educational background -.1451 -.1244 -.0354 -.0303
(-2.84)*** (-2.33)** (-1.26) (-1.04)

Industry and year dummies Yes Yes Yes Yes
Observations 789 789 679 679
Sargan test 52.58 51.76 36.37 36.08

(.15) (.16) (.75) (.76)

S1 -6.33 -6.29 -6.17 -6.18
(.00)*** (.00)*** (.00)*** (.00)***

S2 .35 .47 -1.23 -1.16
(.72) (.63) (.21) (.24)

N° of instruments 67 68 67 68

All variables are defined in the Appendix. The dependent variables are the log of CEO total compensationin models (3) and (5) and CEO equity ratio in 
models (4) and (6).All the regressions reject the null hypothesis for the test of groupwise heteroskedasticity (modified wald test), which implies the FGLS 
model is well specified. The numbers in parentheses are t-student. †p < .10; *p < .05; **p < .01; ***p < .001.
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Agency conflicts between shareholders and executives turn 
into unions of interests.

In France, executive CEO’s network influences his or her 
compensation (Vigliano and Barré, 2010). Indeed, social net-
works play a substantial role in French business, such that the 
community members focus on network interests rather than 
on maximizing shareholder value (Chikh and Filbien, 2011). In 
that country, networking is an institutional feature, systemically 
embedded, and supported by the State (Comet and Finez, 2010; 
Yoo and Lee, 2009). Several CEOs come from the ranks of the 
State or maintain close relations with it. The cross-connections 
between the political sphere and private firms are common. 
Elitism is a widely spread phenomenon in France (Roussillon 

and Bournois, 1997). Elites from leading State schools seek to 
preserve and perpetuate a way of operating that allows them to 
access top management positions in large firms. CEOs can form 
alliances and networks to influence the selection and appoint-
ment process of company directors (Fich and White, 2003). 
The concept of independence is often challenged in a network 
of French CEOs, which may be referred to as “a small world” 
(Chabi and Maati, 2005; Kadushin, 1995). In France, performance 
in previous and present positions is a necessary criteria in the 
CEO evaluation process, but it is not sufficient. Other criteria 
such as corporate commitment, personal ambition, aptitude to 
cope with complex situations, and the ability to be recognised 
within the microcosm of top team members, are used to define 
CEOs as “high-potential managers” (Roussillon and Bournois, 
1997). In such circumstances, the concept of corporate interest 
appears to be pushed to the sidelines as suspicions of collusion 
between network members alter the task of controlling and 
defending the interests of minority shareholders (Zeitlin, 1974). 
Networking is supported and facilitated by the State (Maclean 
and Harvey, 2014).

In France, a board with weak control structures allows the 
CEO to act on the design of compensation by securing a fixed 
compensation ratio on a higher total compensation package 
(Eminet et al., 2009). The positive relationship between the 
proportion of outside directors and executive compensation is 
in keeping with these explanations.

Our study provides strong evidence that employee represen-
tation on French corporate boards tends to significantly mitigate 
CEO pay levels, suggesting that, under certain circumstances, 
diverse boards are more likely to be effective. Furthermore, CEOs’ 
duality has positive effect on corporate compensation policy 
in France. When the State is a shareholder, our findings firstly 
illustrate the absence of a link between executive compensation 
and market performance, and secondly, the existence of a posi-
tive and significant relationship with financial performance. 
These findings can be explained by the widespread practice of 
allocating stock options in State-controlled firms and the pre-
dominance of the annual bonus, which essentially depends on 
whether accounting and financial objectives are met. In line 
with most of previous studies, firm size does have a significant 
positive impact on total CEO compensation. However, this size 
effect tends to be marginal when the dependent variable is the 
proportion of equity compensation. Indeed, some small firms, 
especially in the new technology industry, tend to favour the 
attribution of shares rather than cash compensation.

Conclusion
The objective of this study was to explore the impact of SO on 
CEO compensation in France. The findings show a curvilinear 
relationship, initially negative, and then positive, between States’ 
voting rights and executive compensation whether measured 
by level or by equity ratios. As such, control exerted by the 
State can have two effects on executive compensation. Firstly, 
if the State is a minority shareholder, it is able to control the 
action of executives by forming coalitions with other minority 
shareholders in order to defend their interests. Secondly, when 
State control is substantial, the increase in compensation can 
be explained rather by an opportunistic form of behaviour 

TABLE 8
CEO compensation, performance,  

and State’s voting rights

Independent variables 

CEO total 
compensation

CEO equity 
compensation ratio

(11) Coeff.
(t)

(12) Coeff.
(t)

Intercept 10.9597 .2198
(55.40)*** (3.55)

State’s voting rights -.0248 -.0055
(-5.33)*** (-4.44)***

State’s voting rights2 .0003 .0005
(5.40)*** (3.64)***

ROA .0182 .0035
(6.10)*** (4.36)***

ROA*State voting 
rigths

.0001 .0004
(.21) (0.45)

TSR .0004 -.0001
(.97) (-1.11)

Firm size (Log assets) .2284 .0015
(16.44)*** (.35)

CEO duality .0684 .0099
(1.96)† (0.82)

Board size .0656 .0165
(11.12)*** (9.34)***

Outsider directors .0088 .0014
(9.64)*** (4.60)***

Employee_directors -.0237 -.0041
(-6.25)*** (-4.19)

CEO age -.0057 -.0060
(-2.22)* (-7.66)***

CEO educational 
background

-.1857 -.0303
(-4.45)*** (-2.00)*

Industry and year 
dummies Yes Yes

Observations 900 794
Wald chi2 1245.65 1305.79
Prob> chi2 .00 .00

All variables are defined in the Appendix. The dependent variables are 
the log of CEO total compensation in models (11) and CEO equity ratio in 
models (12). The numbers in parentheses are t-student. †p < .10; *p < .05; 
**p < .01; ***p < .001
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displayed by the CEO, who controls the process of determining 
his or her compensation, than by performance-based criteria, 
insofar that he or her serves and achieves the State’s political 
objectives. This study offers insights to policy makers interested 
in enhancing the design of executive compensation.

The State should ensure a better control over executive 
compensation practices, including the requirement for bet-
ter pay-performance sensitivity. A recent law, in place since 
October 2012, restricts fixed and variable compensation attri-
buted to corporate officers in firms where the French State is 
the majority shareholder (more than 50% of the capital) to 20 
times the average of the lowest salaries in major public firms, 
i.e. with a ceiling of 450, 000 euros. We may then raise questions 
regarding the impact of such a law on the relationship between 
compensation and performance. Finally, our study has certain 
limitations that are essentially linked to the omission of certain 
variables that might account for executive compensation, such 
as the composition of remuneration committees. Although 
the latter have no decision-making power, they formulate 
proposals regarding the various elements of compensation and 
recruitment of new CEO. Furthermore, including human ties 
between members of boards of directors and their committees 
makes it possible to explore social comparison theory and its 
eventual contribution to explaining compensation practices in 
listed firms. Through this paper, our attention was drawn to 
SO and its impact on executive compensation. It would thus be 
relevant to study the influence exerted by interactions between 
the State and other categories of institutional shareholders on 
executive compensation.
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APPENDIX 1 
Variable Definitions

 Definition

Dependent variables
CEO total compensation = Sum of salary, bonus and value of equity compensation at the grant date.
CEO equity compensation ratio = Value of stock-options plus value of performance shares at the grant date divided by CEO 

total compensation
Independent variables
State shareholder = One if the State is an owner of the firm, 0 otherwise. 
State’s voting rights = The proportion of voting rights held by the State
Performance
Return On Assets (ROA) = Return on assets calculated as earnings before interest and tax divided by total assets 
Total Shareholder Return (TSR) = (Change in stock price + dividends paid)/Beginning stock price. 
Firm size (Log assets) = Firm’s natural log of total assets
Governance
CEO duality = One if the CEO also serves as chairman of the board, 0 otherwise
Board size = The number of directors on the board
Outsider directors = The proportion of independent directors on the board
Employee_directors = The proportion of employee on the board
CEO charactersitics
CEO age = Age of the CEO
CEO educational background = One if the CEO diploma is from ENA or Polytechnique, 0 otherwise
Industry dummies = Based on 5 ICBS classification of industries
Year dummies = Ten years, from 2003 to 2012


