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PRESTIGE VERSUS  
MONEY
How non-monetary characteristics of firms affect 
CEO compensation

It is not the CEOs of the most prestigious firms who re-
ceive the highest financial rewards. Rather, CEOs accept 
lower salaries in favor of public recognition and future 
career benefits that come with the employment in a 
widely admired firm.

CEO compensation is a hotly debated topic in busi-
ness research. Empirical studies suggest that “su-
perstar CEOs” often receive much higher pay than 
their less famous peers. A related question, which 
has not yet been asked is whether „superstar firms“ 
pay their CEOs more or less than other firms. Being 
at the helm of a widely admired firm rewards the 
CEO with prestige, and possibly also with bright fu-
ture career prospects. In an empirical study using 
US data, Florens Focke, Ernst Maug, and Alexandra 
Niessen-Ruenzi test whether CEOs of superstar 
firms are willing to accept lower pay in return for 
the non-monetary benefits that come from being 
the CEO of a superstar firm. 

They identify superstar firms as those firms appear-
ing in Fortune’s “America’s Most Admired Com-
panies” list, which is published annually by the 
renowned US business magazine Fortune. They 
further obtain data on the remuneration of US 
executives. The results imply that firm prestige in-
deed has a negative impact on CEO compensation. 
CEOs of firms included in the „Most Admired Com-
panies“ list receive approximately eight percent 
less pay than CEOs of non-ranked, but otherwise 
comparable, firms. 

CEOs sacrifice some salary for improved social 
status and future career benefits

The authors propose two potential explanations 
for their finding. First, CEOs of superstar firms may 
be willing to work for less because they value the 
enhancement of their social status and prestige 
that comes with their position. Second, being at 
the helm of a superstar firm may improve the fu-
ture career prospects of the CEO and may thus re-
sult in higher income in future jobs. Thus, the CEOs 
may be willing to sacrifice some current salary for 
these future benefits. 

To explore the first explanation, data on social 
status preferences is required. The authors obtain 

state-level data on status preferences from the 
General Social Survey (GSS), a regular survey of 
values held by the US population. Analysis of these 
data reveals that the relation between firm pres-
tige and CEO pay is indeed stronger in states where 
preferences for status are more pronounced. This 
finding implies that the lower pay of CEOs of su-
perstar firms is at least partially compensated by 
the non-monetary benefit of higher social status. 

To explore the second explanation, the authors col-
lect data on CEOs‘ employment after their tenure 
as CEO of a superstar firm. They are indeed more 
likely to obtain board seats and executive director-
ships than former CEOs of otherwise comparable 
non-superstar firms. The authors estimate that the 
future career benefits account for about half of the 
reduced pay the CEOs of prestigious firms accept 
during their tenure at those firms. 

Strong boards of directors are able to induce 
CEOs to accept lower pay

Obviously, even CEOs of superstar firms prefer 
more money to less, and will therefore not volun-
tarily make salary concessions. CEO compensation 
is determined in a bargaining process between the 
prospective CEO and the board of directors of the 
firm. The authors of the paper hypothesize that 
stronger and more independent boards are more 
likely to extract pay concessions from a future CEO. 
They collect data on board composition and find 
that, indeed, strong and independent boards are 
better able to induce CEOs to accept lower pay for 
the benefit of working for a prestigious firm. 

Another channel the authors explore is public at-
tention. The media probably pay more attention to 
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CEO salaries at firms ranked in the most admired 
companies list. The anticipation of negative pub-
licity may induce boards not to grant the CEOs ex-
cessive salaries. The authors obtain a measure for 
the visibility of firms, the number of articles in four 
national newspapers mentioning the firm, but do 
not find that the visibility of the firm affects the 
relation between firm prestige and CEO pay. Thus, 
while board composition and structure seems to 
matter for the pay-setting process, media atten-
tion apparently does not.

The punchline of the article is that prestige im-
proves the bargaining power of the firm vis-a-vis 
the CEO. Prestigious firms can offer their CEOs low-

er remuneration by factoring in the non-monetary 
benefit of social status and the value of the future 
career benefits that working for a superstar firm 
entails. Potential CEOs, on the other hand, should 
anticipate that they may earn less when working 
for a superstar firm. Consequently, those sole-
ly looking for the highest financial rewards may 
choose to work for less prestigious employers. 

Focke, F., Maug, E., Niessen-Ruenzi, A. (2017). The im-
pact of firm prestige on executive compensation in 
Journal of Financial Economics, Volume 123, Issue 2.
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Digital tax index shows that Germany trails behind

Germany’s tax environment is unattractive for invest-
ments in digital business models. The reasons are high 
tax rates and a lack of incentives for investments in inno-
vation.

In 2015, more than 70 billion Euros were invested 
in information and communications technologies 
in Germany and the trend is upwards. Prospering 
digital business increases productivity and rep-
resents an important factor for economic growth. 
Germany has a very good standing as a location for 
investments. A recent study by the consulting firm 
A.T. Kearney ranks Germany as the world’s second 
attractive country for investments, topped only by 
the US and followed by China.

However, the conditions for investments in digital 
business are not at par with those for investment 
in general. A study by the University of Mannheim, 
joint with the Centre for European Economic Re-
search (ZEW) and supported by the accounting 
firm PricewaterhouseCoopers (PwC), concludes 
that, in terms of taxation, Germany trails behind. 
German tax regulation comprises high tax rates 
and does not offer significant tax incentives for in-
vestments in digital business. The result is a very 
high effective average tax rate of more than 22 
percent. In contrast some other countries provide 
tax incentives that result in negative effective tax 
rates, i.e. an effective subsidization of investments 
in digital business models. 

International expansion strongly depends on the 
attractiveness of the tax environment

In their study “Steuerliche Standortattraktivität 
digitaler Geschäftsmodelle” (Locational Tax Attrac-
tiveness for Digital Business Models, short: Digital 
Tax Index) the authors examine the attractiveness 
for digital investments of the tax system in 33 
countries. While previous research has shown that 
there are important differences in relevant aspects 
of the taxation rules, the present study is the first 
quantitative study in the field that takes the impact 
of taxation explicitly into account. It thereby closes 
an important research gap. According to the study 
which was led by Christoph Spengel, the decision 
where to locate an investment can have important 
implications for the tax burdens of companies with 

POOR INVESTMENT 
CONDITIONS FOR  
DIGITAL BUSINESSES

digital business models. The findings of the study 
also have important implications for fiscal policy 
because the design of the tax system may have 
implications for the investment decisions of digital 
firms. 

One main objective of the study is to create a digi-
tal tax index for the year 2017, based on the inter-
national tax legislation effective in the fiscal year 
2016. With their index the authors intend to estab-
lish a valid and objective measure that allows for 
international comparison of taxation rules. It calcu-
lates the effective tax burden as well as the cost of 
capital for investments in digital business models 
based on domestic and international factors for 
33 countries, including the EU member countries 
as well as Japan, Canada, Norway, Switzerland and 
the United States. It serves as a benchmark for de-
cision makers in policy and business, helping them 
to assess the tax environment during the ongoing 
digitalization of the economy. 

German tax regulation does not offer relevant 
tax incentives for investments in digital business

Ireland, a country known for low corporate tax 
rates, is heading the index list. However, even coun-
tries with moderate or even high tax rates, such as 
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Italy, Hungary, Belgium and Norway, hold good 
positions in the ranking. These countries offer tax 
rebates for research and development of digital 
companies, and they tax profits from intangible as-
sets at more favorable rates. Other countries sub-
sidize computer hardware or have advantageous 
depreciation rules for tax purposes. Germany cur-
rently does not apply any of these incentives. To-
gether with the US (rank 32) and Japan (rank 33), 
Germany (rank 31) is at the bottom of the list. 

Tax incentives for research, development and in-
novation have a particularly strong impact on the 
effective tax burden of digital companies since 
these firms invest in innovation. The country-spe-
cific design of such special tax regimes and the 
extent to which the rules are applicable to digi-

tal business models are therefore highly relevant. 
Similarly, generous depreciation rules for digital 
capital goods (as in effect in Denmark and France) 
can favorably affect the cost of capital and, in con-
sequence, the attractiveness of a location for digi-
tal business models. 

Spengel, C., Nicolay, K., Werner, A.-C., Olbert, M., 
Schmidt, F., Wolf, T. (2017). Steuerliche Standortat-
traktivität digitaler Geschäftsmodelle: steuerlicher 
Digitalisierungsindex 2017. PWC/ZEW, Frankfurt/
Mannheim.

Executive Summary in English available at https://
www.pwc.de/de/industrielle-produktion/execu-
tive-summary-digitaliiserungsindex-en.pdf 
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How to leverage the potential of startup suppliers?

Collaborations between buying firms and new venture 
suppliers require specific management capabilities. 
Certain practices help “big players” and startups to 
streamline their business relationship.

Many studies in management research investigate 
the relationships between buying firms and their 
suppliers. As the speed of innovation is accelerat-
ing, scholars are focusing on a new stream in this 
field of research at the intersection of supply chain 
management and entrepreneurship. They try to un-
derstand and improve buyer-supplier relationships 
between established firms and new entrepreneur-
ial ventures. Together with two co-authors, Chris-
toph Bode has published a study generating a set 
of propositions how buying firms should approach 
and integrate new venture suppliers in order to 
tap their performance potentials. They argue that 
the standard purchasing processes are often not 
adapted to the needs of new venture partners, and 
therefore are too rigid for the specific requirements 
of startups.
 
Young organizations have competitive disadvan-
tages in the market. They possess fewer routines 
and fewer resources than incumbent suppliers do. 
Furthermore, they have to learn new roles as social 
actors and suffer from a low level of legitimacy, as 
they do not have a proven track record of accom-
plishments. These circumstances make the forma-

NEW VENTURE  
PARTNERING

tion of buyer-supplier relationships with new ven-
tures more uncertain. In addition, suppliers that 
are new to the market often do not feel treated on 
equal terms, and they may struggle with inflexible 
requirements imposed on them by incumbent firms. 

Buying firms can accommodate specific demands 
of new venture suppliers

Bode and his co-authors suggest that buying firms 
should develop supply-chain-related capabilities to 
accommodate startup-specific demands and thus 
leverage the potential of the new venture-suppliers. 
The profit would be on both sides: On the one hand, 
purchasing firms could stimulate their own future 
business growth by providing innovative products 
and progressive technology. On the other hand, 
new venture suppliers benefit from the business re-
lation with a renowned company. They get an entry 
to the market, enhance their financial performance, 
and strengthen their competitive position.

The authors call the capability to consider new ven-
tures‘ organizational features and manage these 
suppliers adequately “new venture partnering capa-
bility”. It reflects the buying firm’s capacity to gear its 
supplier management – evaluation, development, 
communication, and governance – towards new 
ventures. Previous experience with new venture 
suppliers and sufficient resources for the manage-
ment process are a good foundation for high new 
venture partnering capability. However, buying 
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firms must complement these preconditions with 
the willingness to adjust their current procedures 
actively. 

The study determines a set of success factors that 
are likely to play a key role in leveraging the capa-
bilities of new venture suppliers. It derives practical 
implications for both established buyers and new 
venture supplying firms. The recommendations are 
based on the assumption that buyer-supplier rela-
tionships between established firms and new ven-
tures differ significantly from buyer-supplier rela-
tionships between two established firms.

Commitment and flexibility on both sides

Assessment agility is one of six key success factors 
Bode and his co-researchers identify. Firms should 
select their business partners carefully and put 

emphasis on compatible strategic orientation. Fur-
thermore, high commitment and flexibility on both 
sides help to overcome differences in the needs of 
the partnering firms. The study also reveals that 
new ventures require a certain degree of freedom 
to perform effectively. Buying firms should find a 
balance between contract-based agreements that 
provide some legal protection and trust-based rela-
tionship management. 

Moreover, the study shows that successful new 
venture partnering is also a matter of frequent and 
appropriate communication. Experienced buyers 
should refrain from aggressively exercising power 
over the new venture. Both sides should value the 
benefits of a fruitful collaboration and demonstrate 
a “give-and-take” mentality. The reward would be 
a strengthening of both the buying firm’s and the 
supplier‘s competitive positions. 

Zaremba, B. W., Bode, C., Wagner, S. M. (2017). New 
venture partnering capability: An empirical investiga-
tion into how buying firms effectively leverage the po-
tential of innovative new ventures in Journal of Supply 
Chain Management, Vol. 53, No. 1.

Ph
ot

o:
  S

ie
gf

rie
d 

H
er

rm
am

n

WIN WIN



IMPRINT

Publisher:
University of Mannheim 
Business School
L 5, 5
68131 Mannheim
www.bwl.uni-mannheim.de

Responsible:
Professor Dr. Erik Theissen

Concept/Editorial:
Dr. Liane Weitert

Design:
Xenia Münsterkötter & 
Keren Deng

Ph
ot

o:
 F

el
ix

 Z
ei

ff e
r

Ph
ot

o:
 F

el
ix

 Z
ei

ff e
r

Ph
ot

o:
 N

or
be

rt
 B

ac
h


