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Most family businesses are aligned around a set of cultural values 
that drive the business. However, fewer have codified this alignment 
into a compensation program that operates as a credible, deliberate 
cultural signal. Compensation can be one of the clearest cultural 
signals a company can make about what it values to the broader 
organization, including nonfamily executives, mid-level managers 
and prospective hires.   

The Governance Gap
Semler Brossy, in partnership with Private Company Director, surveyed 122 
private and family-run companies on the connection between compensation and 
culture. The pattern revealed by the responses is consistent: Alignment on 
cultural values scored high, the mechanisms to operationalize those values in 
compensation scored much lower and downstream outcomes fell in between.

Exhibit 1 illustrates this cascading effect. On a four-point Likert scale, 60% of 
respondents strongly agreed that the board, leadership and owners are explicitly 
aligned on cultural values. Only 43% strongly agreed that decision rights around 
pay are credible to both family and nonfamily leaders — a 17-point gap between 
the values and the process meant to express them. Transparency (48% strongly 
agree) and consistency across family and nonfamily employees (55%) landed 
between those two poles.

Larger companies in the sample reported much higher scores across each of 
these categories compared to smaller companies. The gap was widest for cultural 
alignment (22 points), compensation programs reinforcing culture (27 points) 
and recruiting (23 points). Smaller organizations can more easily keep 
compensation processes confined to a tighter, less formal group, but this may be 
to the detriment of culture. As the business grows and transitions across 
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generations, the need for a more defined process 
becomes harder to ignore — often only after the informal 
process has already lost credibility.

The absence of cultural alignment at the outset 
intensifies the cascade effect on weaker governance 
practices. Roughly one in six respondents disagreed that 
there is explicit alignment among the board, leadership 
and owners on cultural values. In this subset, every 
downstream measure drops in confidence by roughly a 
half to full point on the four-point scale — decision 

rights, consistency and transparency, and whether pay 
reinforces culture in practice. This subset also reported 
elevated flight risk at a rate roughly a third higher than 
among aligned respondents.

The business implications are clear: Without cultural 
alignment, the signal power of compensation programs 
weakens and talent risk rises. Cultural misalignment is 
not a soft problem confined to values conversations; it 
can also show up in retention and recruitment.

EXHIBIT 1  |  % of Participants that Strongly Agree
Highest rating on a 4-point Likert scale

Board, leadership, and owners are aligned on cultural values

Compensation decisions are consistent across family and non-family

Compensation program reinforces cultural priorities in practice

Compensation decisions are transparent to non-family

Compensation program enables recruiting the right talent

Compensation decision rights are credible to family and non-family

EXHIBIT 2  |  % of Participants that Strongly Agree
Highest rating on a 4-point Likert scale

EXHIBIT 3  |  Mean Score by Category
4-point Likert scale: 1 is Strongly Disagree; 4 is Strongly Agree

Board, leadership, and owners are aligned on cultural values

Compensation decision rights are credible to family and non-family

Compensation decisions are consistent across family and non-family

Compensation decisions are transparent to non-family

Compensation program reinforces cultural priorities in practice

Compensation program enables recruiting the right talent

Compensation decision rights are credible to family and non-family

Compensation decisions are consistent across family and non-family

Compensation decisions are transparent to non-family

Compensation program reinforces cultural priorities in practice

Compensation program enables recruiting the right talent
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Value Alignment as the Starting Point
Culture is a core part of a family business’s identity. 
Leadership often invests in defining mission statements 
and values to emphasize what makes the company 
distinctive. They have confidence in the cultural ideas 
they’ve articulated: Values are uncontroversial, ideals are 
positive and the ethos ties to company history. Due to 
this understanding, leadership may assume these values 
resonate more broadly. However, given the message is 
often shaped by a small, familiar circle — executives, 
board directors, and owners who know the business and 
the family deeply — the message can fall flat when it is 
shared with the broader organization.

A framework developed by Semler Brossy and The 
Conference Board identifies several foundational 
elements of culture: shared vision, values, accountability 
and commitment to leadership development. These are 
essential but do not fully define the employee experience. 
The strategic layer beneath values is where culture gets 
tested: the actual choices an organization makes about 
how it operates and how it engages people.

Compensation is an important component of that 
strategic layer. Once the culture and compensation 
philosophy are defined, the work becomes operational:

• 	 Clarify who has authority to make pay decisions.

• 	 Decide how transparent those decisions should be to 		
	 people outside the room.

• 	 Apply compensation principles consistently across 		
	 family and nonfamily employees.

Common tensions that surface in practice include:

• 	 Balancing legacy practices against market 			 
	 competitiveness.

• 	 Offering long-term incentives without overly diluting 		
	 shareholders.

• 	 Choosing between formulaic assessment and 		
	 qualitative judgment.

• 	 Using discretion to determine payouts.

Navigating Common Tensions 
Most family businesses are running compensation 
programs shaped by history. Eighty-two percent of 
survey respondents said legacy practices continue to 
influence their programs to some degree. When there is 
tension between compensation philosophy and market 
pressure, respondents are evenly split on prioritizing 
market versus defaulting explicitly to the legacy 
approach or letting the status quo persist.

Legacy is not inherently a problem. A practice inherited 
from a founder can be a genuine way to honor family 
values and stay connected to company history, and 
defending it as such can be a meaningful cultural signal. 
However, many companies have not distinguished be- 
tween inherited practices that still reflect current values 
and those that persist because no one has reexamined 
them. When that distinction is missing, compensation 
ends up signaling history rather than intent.

Closing that gap takes deliberate effort. Three levers can 
strengthen the message a compensation program 
sends: long-term incentives, transparent communication 
and succession planning.

MISSION AND VALUES 
Foundational culture  

elements

STRATEGIC CHOICES 
How the organization operates  

and engages people

EMPLOYEE ENGAGEMENT  
OPERATIONAL PRACTICES  

Compensation: competitive pay, incentive design  
Governance: decision rights, transparency, consistency 

Support: career development, succession planning

>
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Legacy practices can be a source of strength when they 
are intentional, current and clearly connected to the 
culture a company wants to reinforce. Left unexamined, 
they can carry a recruiting cost: Respondents defaulting 
to legacy scored the lowest of any group in the survey on 
whether their compensation program helps them attract 
the right talent. These three levers can bridge the gap, 
building on inherited practices rather than discarding 
them, so legacy and modern design reinforce each other.

The Perception Gap 
The survey also highlighted a perception gap: Family 
shareholders working in the business rated their 
compensation program’s ability to reinforce culture 
roughly half a point higher, on the four-point scale, than 
consultants and advisors. The gap also appeared in 
questions of consistency and governance.

Owners and family leaders who define company culture 
may be blind to how that culture is experienced 
elsewhere in the organization. Meanwhile, outside 
observers may see gaps that look larger from a distance 
than they really are. Either way, the divide between how 
insiders view the program and how informed outsiders 
see it is itself a data point about how the broader 
employee population is receiving the cultural signal.

1CHANGES TO LONG-TERM INCENTIVES (LTIS)  
were significantly favored by survey respondents. 

Nearly a third said they would change LTIs to better 
support their company’s culture. Notably, respondents 
who want LTI changes do not report weaker culture, 
alignment or governance than anyone else. What they 
lack is a compensation instrument that aligns 
nonfamily executives with the same ownership mindset 
and long-term horizon the family is naturally focused 
on. LTIs can reinforce the message to employees seen 
as long-term leaders by tying their compensation to 
long-term performance.

2TRANSPARENT COMMUNICATION ABOUT 

INCENTIVE PLAN DESIGN AND OUTCOMES is a  
more accessible lever than adding or expanding LTIs. 
Knowing how compensation decisions are made and 
understanding the basis for pay outcomes 
(quantitative achievement versus use of judgment) can 
materially affect the employee experience. In family 
businesses, where compensation decisions can appear 
to hinge on family dynamics, the case for clarity is 
even stronger. Communication is not an afterthought 
to design. It is an opportunity for clear and objective 
feedback on a regular cadence and can determine 
whether a well-designed program signals what it was 
intended to.

3TALENT DEVELOPMENT AND SUCCESSION 

PLANNING make up a third lever adjacent to 
compensation but are sometimes overlooked in the 
compensation conversation. Who gets promoted and 
how a company prepares its next generation of 
leadership sends a clear signal of what the company 
values. The visible development of nonfamily executives, 
the criteria for advancement and competitive 
compensation for senior roles all tell employees how the 
company operates at its higher levels.
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The real test is whether the employee experience 
matches the owners’ intent. When the two align, 
compensation reinforces culture. When they do not, 
compensation signals something the owners never 
intended to say.

A Four-Point Checklist to Test Alignment 
Compensation can be an effective cultural signal, but 
only when the signal sent matches the signal intended. 
For family business leaders and owners, a self-
assessment is a useful starting point:

VALUES.  
Would a nonfamily executive describe your 
compensation program’s purpose the same way a family 
member would?

DECISION RIGHTS.  
Who has final say on compensation decisions, and 
would people outside that room agree the process is 
credible?

TRANSPARENCY.  
Do nonfamily employees understand how compensation 
decisions get made, even if they do not sit in the room 
where those decisions happen? Could you write a 
credible memo explaining the pay-making process to 
employees?

OUTCOMES.  
Are your inherited practices consistent with what you 
would choose today? How frequently do you evaluate 
practices relative to market data and cultural tenets?
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