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Abstract 

 

Chief Executive Officers (CEO) remuneration has been a hot topic the last couple of years 

and has brought a great amount of attention in the media, when some companies have 

increased the CEO’s compensation even though the firm have been reporting lower earnings. 

Bonus systems have recently become more frequent to increase CEOs incentives, but have 

also been a disputed subject since the financial crisis in 2008. 

 

The aim of this thesis is to study the relation between CEO compensation and companies’ size 

as well as performance. The study extends over a four-year period, from 2007 to 2010, 

comprising the companies within the finance and real estate industry listed under large-, mid- 

and small cap on NASDAQ OMX Stockholm. A four-year period from 2000 to 2003 and a 

three-year period after the financial crisis from 2011 to 2013 is analyzed and taken into 

account in the study to get a deeper understanding of how the compensation has varied over 

time. The study takes a quantitative approach using secondary data from the companies’ 

annual reports. A pooled regression analysis is used as the statistical method where we are 

able to take multiple companies into account over several periods.  

 

The empirical results find that there is no significant relation between CEO compensation and 

firm performance. The study does however show a strong positive relation with market 

capitalization, suggesting that the companies’ size have a great effect on the CEO 

compensation.  
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1. Introduction 

In this introductory section we present the background to the study and the subject we intend 

to explore. It consists of the purpose of the study, problem statement and the disposition of the 

work. We also include definitions for the convenience of the reader to understand the specific 

terms and concepts. 

 

1.1 Background 

A reoccurring subject in media discussions is the compensation that is paid to the corporate 

leaders. The importance of investigating the compensation and risk taking behavior in the 

financial markets is because there are more severe consequences of increasing risk in the 

banking sector than in other industries due to moral hazard and distorted incentives. Research 

has indicated that banks are also exposed to substantial leverage, thus making them initially 

more risky. By providing managers with an improper compensation can lead to excessive risk 

taking and increase the probability of default. During the financial crisis many stakeholders 

questioned how the chief executives could receive such large payments, when the firms where 

making major losses. The remuneration plans to Chief Executive Officers (CEOs) have thus 

been largely discussed around the globe and met with strong criticism.    

 

“One explanation for much of what has happened is the absurd salary and bonus schemes 

and an unclear ownership structure. It has attracted, and made it possible for CEOs and 

board of directors to take high risks for short-term gains, which in turn made them rich” - 

(Bennet, 2008) 

 

During the 1990s the option compensation and performance-based salary increased to reduce 

the managers risk-aversion and induced them in more risk taking behavior. This is because if 

the managers only received a fixed salary they would not have incentives to increase the stock 

market value. If the compensation however is made sensitive to changes in market value the 

incentives will approach the shareholders interests, causing many employees in the financial 

sector to develop strong incentives to take higher risks in investments to increase returns. 
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Compared to other countries Sweden has a rather modest variable compensation, but it has 

also become more frequent in Sweden the last couple of years, where also the corporate 

leaders total compensation has increased faster than the average employees (Aktiespararna 

2010). These income disparities have seemed to be alarming and have led to the questioning 

of corporate leaders remuneration plans. Financial market system of variable compensation 

was probably a contributing factor to the financial crisis. The financial crisis resulted in a 

sharp decline in GDP and employment in many countries, including Sweden, where the 

performance based compensations had led to short-term incentives and excessive risk taking.  

 

“I think that although many things caused the crisis, what happened to compensation and the 

incentives in creating risk taking did contribute in some institutions to the vulnerability that 

we saw in the financial crisis” - (Geithner, 2009) 

 

The critique towards the chief executives is fundamentally based on their large bonuses, 

where there is a diffused relation between compensation and performance and the variable 

pay may have given incentives to result-manipulations and in some cases illegal actions. To 

defend themselves against criticism and explain how the contracts are constructed, the firms 

report the methods and arguments that are used set the compensation levels that usually 

occurs in three ways. The company can use external pay consultants and specific data to 

determine the compensation levels using the comparative statistics against other companies. 

Another way is to highlight the importance of "alignment of interests", where the 

compensation scheme aims to ensure that management incentives and interests are in line with 

the shareholders’ interests. The third method involves justification through support from the 

measurements, results and so on that can support salary payments (Wade et al 1997, p.643) 

 

1.2 Purpose 

The purpose of the study is to examine whether there are any significant relations between 

company performance and CEO compensation in the Swedish listed firms within the finance- 

and real estate industry listed on the large, small and mid-cap during the years from 2007 to 

2010. We will also investigate how large of an impact the companies’ size has on the CEOs 

salary and intend to explain correlations and underlying theories to discuss the results. The 

topic addressed in the study is unique because it has been few similar studies in Sweden, 

implying that our study is a significant and an important contribution to the field of research.  
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This thesis gives an extra dimension and a unique perspective due to the time period we have 

chosen to study that includes a financial crisis. The study provides an insight into how wages 

are set during inauspicious times, comparing significant correlations before, during and after 

the financial markets instability. The prior years that will be analysed in the study are 2000-

2003 and after the crisis 2011-2013. A period of volatile results reveals more clearly how 

much of the CEO compensation that actually is based on the company’s performance. 

 

1.3 Problem Statement 

Does company performance- and size have any significant relation towards CEO 

compensation on the firms listed on NASDAQ OMX Stockholm within the finance-and real 

estate industry?  

 

For a deeper understanding of how the CEOs compensation has been affected by the financial 

unstable years during the crisis we also intend to answer the question: How has the relation 

between CEO compensation and performance- and size variables varied before and after the 

financial crisis? 

 

1.4 Definitions 

Company Performance  

Company performance is a measure of how well a firm can use assets to generate revenue and 

is a common measure of a firm’s financial wellbeing and can be used to compare companies 

within the same field. We have chosen similar industries in our study to be able to make a 

more accurate comparison between the companies. The CEOs main task is to create value for 

shareholders; performance is therefore defined as the CEOs ability to increase value for 

shareholders through the company's operations. If the market situation causes financial 

instability for all companies, a director’s competence can affect the business so that it is less 

devastating for the company compared to the average, which in itself is an achievement.  

 

Fixed Salary 

The principle-agent theory states that the CEO needs to be compensated in variable ways to 

attract and keep him/her motivated to perform in the shareholders and the firm’s best interest 

(Perloff 2011, p.681). The wage should be determined by the complexity of the work, the 

CEO’s personal qualities and the market’s evaluation of similar assignments (Svenskt 

Näringsliv 2010). The compensation is paid in both a fixed and variable salary, where the 
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fixed wage is not based on company performance. This is a security for the CEO and does not 

cause incentives for short-term value increasing actions.      

  

Variable Salary 

The variable salary can be set in different ways and has to be measurable with quantitative 

and qualitative goal accomplishments (Svenskt Näringsliv 2010), where this part of the salary 

is determined by the CEO’s and the firm’s performance. The firm needs an explicit direction 

of what they should achieve, this often results in salaries being related to specific goals that 

benefits the company and the variable salary is therefore predetermined. 

 

Fringe benefits   

Fringe benefits are other benefits that the CEO receives in values other than cash. These 

benefits arise when the CEO is paid for the private cost of living (Skatteverket.se), such as 

access to company car and health insurance. Some firms choose to include these costs in the 

fixed salary when presenting their annual report, while others present them separately. Due to 

the benefits do not generally vary each period and are in most cases not performance-based, 

we decided to incorporate these in the fixed salary. According to Adam and Gianetti (2009, 

p.11) these perks do not seem to be a significant component of compensation. 

 

Long-term incentive programs 

Long-term incentive programs are primarily addressed to senior executives and directors, 

whose main purpose is to motivate and retain qualified personnel. The most common 

incentive programs in Sweden are option plans and share awards (Skatteverket). These are 

called long-term incentives because they typically cannot be sold or pledged under a certain 

period after they have been received (Bång and Waldenström 2009, p.43). Critique has been 

aimed towards incentive programs because they encourage short-term behaviour where the 

CEO may prioritize result manipulation against creating long-term value. It is hard to measure 

the CEO’s true performance because the share-prices can be manipulated and the stock 

market may not be acting rationally. Accounting information can also be manipulated easily 

because of the management’s always having the opportunity to influence these measurements, 

thus leading to short-term incentives.   
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Swedish Code of Corporate Governance 

According to Swedish law the CEO and the chairman position has to be separated, unlike the 

system applied in the United States and the United Kingdom (Adams and Giannetti 2009, 

p.9). The board’s duties include ensuring that the companies information is transparent, 

accurate as well as relevant and reliable. Their obligations are also to ensure that there is 

adequate control of laws and regulations that apply to company operations. Thus they care for 

the entire group and not only the parent group and continuously establish that the economy is 

handled properly. For these reasons when collecting financial ratios we have taken the entire 

group’s financial reports into account. The board’s tasks are to establish specific goals and are 

not responsible for the daily operations, which are handled by the CEO. The board has the 

responsibility to appoint a chief executive, and dismiss if needed (bolagsstyrning). The 

chairman together with the board will motivate and evaluate the CEO to constitute well-

managed work that will be achieved by a generous salary and various benefits for the CEO, 

which is set by the board of directors. 

 

Listing requirements 

Companies listed on large-cap are required having a market value exceeding 1 billion EUR. 

Firms listed on the mid-cap require a market value that exceeds 150 million EUR, and the 

companies found on the small-cap have a market value that is less than 150 million EUR 

(Nasdaqomx 2013). 

 

Financial crisis 

If a risk that is taken fails, it can lead to bankruptcy and the instalment cannot be paid, 

meaning that creditors have lost capital they have lent. During inauspicious times, it is 

primarily risk-takers who are willing to take loans and make investments that may lead to 

failure, or sudden changes in the value of assets. Anxiety may lead to panic breakouts among 

investors, who withdraw their money from their saving accounts and sell of assets that follows 

with further declining asset prices. If this is not taken care of the economy will fall into a 

recession or in worst case, a depression.     

     

Moral hazard 

Moral hazard can occur whenever two parties enter an agreement. There is a risk that one part 

may have entered the contract with bad intentions and provide misleading information about 

the asset or good being sold, that may cause a disadvantage to the other individual after the 
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financial transaction have taken place. If one party does not take the responsibility and 

consequences of its actions they may have an opportunity to gain on the expense of the other 

and act less carefully, leaving the other part to bear the consequence. This occurs due to 

asymmetric information, which is a situation where one part knows more than the other in a 

transaction. Usually the seller knows more about the asset being sold than the buyer. The part 

with the superior knowledge can take advantage of the part with lack of knowledge. 

 

1.5 Disposition 

The introductory section introduces the subject with the background of the subject and 

problem discussions. We present the purpose of the study and define our problem statement. 

Definitions contain important terms and concepts that are important for the reader to 

understand during the study.  In the second section we present theoretical framework that 

form the basis for our analysis. We present the most relevant and essential theories for our 

study including the “Principle-agent theory”, “Pay-for-Performance contracts”, “Tournament 

contracts” and “Resource-based theory”, where pay-for-performance- and tournament 

contracts are theoretical solutions to the principle-agent problem. The third section presents 

previous empirical studies where we take former researchers’ conclusions into account, which 

we will use to analyze our results.  In the fourth section we describe the method that we have 

chosen to perform our research. It also includes the collection of data, delimitations and the 

study’s validity and reliability in the fifth section we present our regression model, the critique 

against the model and the approach. We present an empirical analysis from the observed 

financial ratios and show a market overview of how these ratios and the CEOs’ salaries have 

developed over the 4-year period.  The sixth section presents the regression results where we 

discuss the outcomes and the coefficients meanings. In the seventh section we analyse the 

results together with previous empirical studies and theories. We evaluate how the CEOs’ 

compensation is correlated with the explanatory variables. We also present regressions 

performed for earlier years and years after our chosen period to see how the variables 

significance is affected by the financial crisis. In the eighths and final section we present the 

conclusions that we have found during our research where we openly discuss our thoughts 

about the outcomes and link them to previous studies and theories. We inform the reader of 

new regulations of CEO compensation within the financial sector that has been implemented 

after 2009. Finally we present suggestions for future research. 
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2. Theories 

In the second section we present theoretical framework that form the basis for our analysis.  

2.1 Principal-Agent Theory 

The Principle-agent theory arises due to the separation of ownership and control (Perloff 

2011, p.681). This is the fundamental theory of our study where the chief executive officer 

(the principal) should act on the interests of shareholders (the agents). In public firms there 

are often conflicts that occur between the shareholders and the CEO regarding how the firm 

should be managed. The owners in the firm are spread out and the amount often varies, this 

hampers the ability for all owners to be participant in the management process. The 

principle’s task is to make long- and short-term decisions and if he manages his tasks 

efficiently, the firm is expected to perform better and provide more value to the shareholders 

in the form of an increased stock price. The problem of the principle agent theory arises when 

the CEO and the shareholders have different goals, or when it becomes difficult for the 

shareholder to monitor the CEO to make sure that he is acting in the firms and the 

shareholders best interests instead of his own (Jensen and Murphy 1990b, pp.225-227). The 

shareholders goals are to maximize their economic returns by increasing the value of the 

firms, while the principle’s goal is to maximize its remunerations. 

 

A problem with the principle agent theory is the emergence of “moral hazard”. This implies 

asymmetric information about how the firm is being managed and that the shareholders do not 

know what the CEO are is basing his decisions on. The moral hazard can be controlled by the 

capital markets, where the CEO will be judged on their relative performance due to the 

shareholders fear of managerial slack. Chief executives’ want to hold on to their reputation 

and also their jobs, which can be threatened by the shareholders’ democratic rights and can 

lead to hostile takeovers if they are not acting in the shareholders’ best interest (Rickard 2006, 

p.191).  

 

Moral hazard problems can be decreased by incentive programs and monitoring. Intense 

supervision can decrease and eliminate the asymmetric information, however this also comes 

with a cost (Perloff 2011, p.695). Monitoring costs arise when the shareholders monitor the 

CEO or the firm to limit the indecent activities and assure that the CEO will act in the 

shareholders’ best interests and that they are contributing with the work required for the firms 

value to rise. Sometimes the CEO is paid in a manner so that he will take actions to insure that 
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he will not make decisions that harm the firm or the shareholders. These bonding costs imply 

that the shareholders are protected against damage that may be made by the chief executive, 

and will be compensated if actions are made that does not meet the owners interests (Jensen 

and Meckling 1976, p.5). Jensen and Meckling also describe residual losses as an agency cost, 

which is the negative discrepancy between the CEO’s business actions and the actions that 

would have maximized the shareholders wealth. 

Another problem that may occur due to asymmetric information is adverse selection, which is 

a situation where one party in a financial transaction has information about a hidden 

characteristic that is unknown to the other part and has therefor an economic advantage of this 

information. It denotes a situation where bad products are selected on the basis of asymmetric 

information leading to problems of opportunism. Two ways to minimize adverse selection is 

screening and signalling; screening is to gather information and inform people of the hidden 

characteristic, while signalling can be done by example offering a guarantee to assure the 

buyer that the good or asset is of good quality (Perloff 2011, pp.655-656). 

 

2.2 Theoretical solutions to the Principle-Agent probelm  

2.2.1 Pay-for-performance  

Pay-for-performance is a payment method where the outcome is measured and not the amount 

of working hours, with the primary goal of motivating the chief executive. As in the principle-

agent theory this provides incentives for the CEO to work towards the same goals as the 

shareholders and in the firm’s best interest. Jensen and Murphy (1990a, pp.4-5) strongly 

believe that the compensation policy is one of the most important elements for the firm’s 

success, and that the CEO would get a higher monetary compensation if the firm’s 

performance were more economically sound. This would attract a more competent and high-

performing CEO with stronger motivations and would in turn receive a higher salary. 

 

“Pay-for-performance”, also known as “incentive pay”, can be based on subjective or 

objective measurement. The objective measures, such as sales, are relatively simple to 

measure using quantitative measures. Subjective measurements, such as the value of the firm, 

may on the other hand be harder to measure because the value of the firm on the stock market 

can be volatile and the share-price may be over- or undervalued due to the shareholders 

having a lack of information about investment opportunities that he CEO are basing decisions 

on. The compensation cannot be based on the CEO’s managerial actions because the outcome 
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of this investment is unknown. The compensation is consequently based on the change in the 

shareholder’s wealth (Jensen and Murphy 1990b, p.251). 

 

2.2.2 Tournament Contracts 

Wage-setting and wage differentials are to motivate employees to strive upwards in the 

hierarchy towards the more lucrative salaries. Tournament contracts are where remunerations 

are established based the position of the individual in the corporation. Salary increases in line 

with advancement within the firm and creates an incentive to reach for the top within the 

largest compensation, which gives the employees desire to perform their very best (Lazear 

and Rosen 1981, pp.841-864). Even though this is an excellent method it is also rather costly 

to monitor and evaluate the employees’ performance, which is one of the major issues 

according to the principle-agent theory. The CEOs are considered the most meaningful 

employees because they have the ability to create or destroy the value of the firm. Thus they 

have to be compensated to keep their interests in line with the shareholders’. For this reason it 

creates large disparities between the chief executives and other employees (Lazear and Gibbs 

2009,p.342). 

 

Firms compete with each other through the size of the compensation to be able to attract and 

tie in the most competent labour available on the market. The firm with the largest salaries are 

considered more attractive than the ones with a lower salary (Söderström et al 2003, p.107). 

The firm’s size is an important aspect of the magnitude of the compensation, where larger 

corporations imply larger complexities and thus an increased likelihood of higher 

remuneration assigned to the CEO. Prestige and reputations may also be a contributing factor 

for a firm to become more attractive to work for, where the high compensations can be 

explained as a competitive tool to attract the best corporate leaders. 

 

2.3 Resource-Based Theory 

Edith Penrose (1959, pp.42-53) presented a new way of thinking about competitive strategy 

and how organizations could alternatively be considered in macroeconomic perspective. 

Penrose focuses on the interaction between endogenous competencies of the organization and 

market, compared to the principle-agent problem that focuses on incentive- and wage-setting 

problems that take a more firm-specific perspective. Her theory provides effective 

management of a firm’s resources to provide opportunities and diversification strategy, where 

the firm’s value is created by effective and innovative management and not due to additional 
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resources. The dynamic interaction between the internal and external environments in turn 

creates opportunities for production, even if the internal attributes the organization acquires a 

large significant impact on the company’s future potential success. The resource-based theory 

accounts the isolating mechanisms within five areas; path-dependencies in resource 

development, firm-specific knowledge possessed by managers, shared team-specific 

experience of managers, entrepreneurial vision of managers and the firms’ idiosyncratic 

capacity to learn and to diversify (Kor and J.T Mahoney 2000, p.186).  
 

To maintain a competitive advantage the company must consider whether the resources are 

sufficient to sustain the rate of interest in the possibility to continue to expand and innovate. 

Penrose’s views of firms’ goals are not strictly profit maximizing, but are more likely to retain 

excess dividends expected by the shareholders to fund business growth. Managers’ experience 

provides the corporation with firm-specific knowledge and creates knowledge about the 

productive opportunities for the specific firm. This experience-based knowledge cannot easily 

be transferred to new managers or be used outside the firm. It is important to maintain the top 

executives within the firm to create competitive advantage with path-dependent and firm-

specific knowledge to provide and sustain firm growth, since the firms with top managerial 

talents are able to capture greater productive opportunities and maintain superior returns 

(Penrose, 1959).  
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3. Previous studies 

In the following section we present previous empirical studies to see what other researchers 

have concluded and to show that many different outcomes of the same fundamental research 

purpose is possible.  

 

Evidently there have been many studies with similar research purpose as ours. However, our 

research exclusively analyses the specific industry on the Swedish stock market, which 

contributes to new empirical findings than what has already been established.   

A study made by Wallsten (2000, pp.2-16), where he analyses data from Standard & Poor’s 

Execucomp database, he concludes that there is a significant effect on the CEO pay when the 

market value of the firm increases, this does not however apply when the market value 

decreases which might explain the high CEO salaries during the financial crises, which is 

discussed by Prosser (2009, pp.12-24). The increased pay received by the CEO during 

auspicious times creates an incentive for the CEO to further try to increase the firm’s market 

value, thus his own profit, but because of the lack of consequences during unfavourable times 

the CEO is more keen to take bigger risks that collide with the shareholders’ interests 

confirming the agency theory. This is further confirmed by a study made by Fich et al, also 

studying the U.S market  (2009, pp.5-22). 

Miller (1996, pp. 1361-1385) the other hand concludes in his study that a CEO’s salary is 

most likely not solely affected by the firm’s performance but rather by the success rate and 

standing of the company itself when compared to similar firms within the same industry. The 

results were obtained by studying the correlation between different performance variables and 

the change in CEO pay in firms found on the New York Stock Exchange. Another study made 

by Sigler (2011, pp.2-7) analyses the U.S. market returns to the earlier mentioned relation 

between performance and pay but states that there is an even stronger correlation to firm size 

rather than firm performance according to their findings. In a study conducted by Jensen and 

Murphy (1990b, pp.263-264) including more than 1200 firms from the American market 

found that there was an unexpectedly low sensitivity between firm performance and CEO pay 

in the results. They referred this finding to be “puzzling” as they did not know for sure why 

the relation was not higher. 
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In contrast to the rest of the studies Mäkinen (2007, p.31), that analysed the Finnish Stock 

Exchange Market, wrote in his report that there was no significant link to be found between 

the CEO salary and the firm performances measured in the form of return on assets (ROA). 

Instead he found that stock market performance was significantly associated with the total 

compensation of the CEO. Another study that stands out is one made by Duffhues and Kabir 

(2008, pp.16-18). They found something “of particular interest” while conducting a study of 

listed companies in the Netherlands, namely a significant negative CEO pay and corporate 

performance relation. After receiving these results they thought that something might have 

gone wrong in the study as the results did not match what earlier studies show, but after 

applying additional proxies to control the results they were left with the same conclusion as 

before, the relation was negative. According to them this finding is consistent with the 

proposal that a CEO can affect their proper compensation. 

 

We have considered these theories and they have been taken into account throughout the 

study. As we mentioned earlier our thesis give a different perspective due to the fact that we 

have studied the effect of the financial markets instability and its recovery and its effect on 

wages and wage-setting behaviour relative to the companies’ performances. Our thesis also 

contributes to an insight of the Swedish stock market, as the previous studies do not.  
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4. Methodology   

We describe the study’s approach for data collection, compilation and analysis of data and 

the delimitation's of the study. Finally the study’s reliability and validity is presented.  

 

4.1 Data and data collection 

Data can be collected from primary or secondary sources. The primary data is independently 

collected in various ways, such as interviews and surveys, which are closely related to the 

observations. Secondary data is collected by another part, based on the primary source that is 

developed and criticized. This includes annual reports and statistics, which is the data that we 

have chosen to use for our research. We have collected the chosen ratios from the firms 

individual annual reports and processed them in Excel to transfer these to the statistical 

software Gretl where we perform our regression model. 

 

This study is primarily based on annual reports, where the data covers all the firms within the 

finance- and real estate industry listed on NASDAQ OMX Stockholms large-, mid- and small 

cap. The total data we have collected from the annual reports are: total liabilities, the CEO’s 

variable and fixed salaries (including fringe-benefits), market capitalization, net profit, 

shareholders equity, operating profits and turnover. The provided data that has been 

represented in a currency different than Swedish kronor has manually been converted into 

SEK by using the appropriate exchange rate (31dec) of the corresponding year to fit our study 

found on the Swedish central banks homepage (Riksbanken, Räntor och Valutakurser 2014). 

The collected data of our main study is limited to a time period of 48 months, covering the 

years from 2007 to 2010. The reason we chose these years is to study the specific changes on 

CEO compensation during inauspicious times, where longer periods are not affected as much 

by temporary events, as shorter periods do. For a richer analysis and evaluation of the study 

we have also collected data covering the years 2000-2003 and 2011-2013 that will be 

analyzed and discussed later on. The listed companies that have been included in the study 

can be found in Appendix 1.  

 

4.2 Delimitation 

We incorporate firms listed on the large, mid and small-cap, thereby including firms from 

various maturity stages. We have chosen to exclude companies listed on the Nordic growth 

market (NGM) and the New market (NM), as they are still in a development phase where the 

executive pay may be based on incentives that largely differ from the more mature firms. 
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Another limitation for this study is that we have only chosen to observe the fixed and variable 

CEO compensation, because it has shown to be fairly difficult to evaluate long-term incentive 

programs due to them generally not being presented specifically in the annual reports. It is 

hard to distinguish if these incentives are yearly payments, since share and option-programs 

are usually not cashed out every year. We have also chosen to exclude pension and severance 

pay since we believe that these payments are not based on present and future 

accomplishments made by the CEO. Additionally, we will not take CEO replacements into 

account.  

 

4.3 Validity 

Validity is discussed based on how relevant the collected data, method and time period is to 

the study. It is considered easier to achieve a higher validity when performing a qualitative 

study than when doing a quantitative (Svenning 1997, pp.61-64). There is a fair amount of 

previous studies with similar purpose that we have chosen to study but compared to prior 

studies we have chosen to limit our research to financial and real estate corporations to 

present our own conclusions. By reading previous research we have been able to verify the 

relevance of our chosen variables, as the majority of variables have been reoccurring. Many 

studies for scientific purposes have been carefully examined before publication by the editors 

of the journals, giving the empirical research an assurance that it is based on generally 

accepted methods (Backman 2008, p.148). 

 

4.4 Reliability 

Reliability shows how precise a study is, where a highly reliable study can be repeated with 

consisting results showing that the study in question is trustworthy. Annual reports are 

considered secondary data, these have certain requirements as to what should to be included. 

It has to show a true and fair view of the firms position and results, it should also be 

transparent and in accordance with, the so-called Generally Accepted Accounting Principles 

(GAAP), and also signed by all directors and the supervising accountant (Riksdagen, 

Årsredovisningslagen 1995: 1554). As our study is based on annual reports the collected data 

is considered highly reliable. However, even if the financial statements used for data 

collection are reviewed and approved by certified public accountants, there is still a 

possibility that the information may contain errors affecting the variables used. It should 

neither be forgotten that the probability is fairly high that some data of significance to the 

study has not been taken into account. 
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5. Empirical Analysis 

In the following section we first present our regression model and chosen variables, critique 

against the model and the approach. We thereafter show an overview of the market during the 

chosen years to give a comprehensive view of how ratios have been affected by the financial 

crisis. We intend to examine if the compensation moves with the financial market and if the 

theory is consistent with the salary variation caused by the performance of the firm. 

 

5.1 Regression model                  

The purpose of the study is to examine how the chosen variables covaries, thus the multiple 

linear regression model is an appropriate model since it can examine and process a number of 

variables simultaneously. We have chosen to perform a panel data analysis, which is a multi-

dimensional data where we can analyze several observations across multiple periods of time 

for the same specific firms. This provides a larger coefficient of determination due to more 

degrees of freedoms available. 

 

We test three different hypotheses for the chosen time period. We will examine if the size and 

performance measurement variables have a significant impact on CEO’s fixed, variable and 

total salary. We will analyze which independent variables have the strongest determination for 

the compensation and if these are consistent with the theories. We interpret market 

capitalization and turnover as a determination of the firm’s size and we read ROE and ROA 

as performance measurements. The logarithm of the CEO’s compensation, market 

capitalization and turnover has been used to reduce the large differences in these variables. 

 

𝑙𝑛𝑃𝑎𝑦 = 𝛽!𝑙𝑛𝑀𝐶𝐴𝑃 + 𝛽!𝑇𝑈𝑅𝑁𝑂𝑉𝐸𝑅 + 𝛽!𝑅𝑂𝐸 + 𝛽!𝑅𝑂𝐴 + 𝜀 

 

Explanation of variables: 

TPAY = CEO Total pay 

VPAY = CEO Variable pay 

FPAY = CEO Fixed pay   

MCAP = Market Capitalization 

TURNOVER = Turnover 

ROE = Return on Equity 

ROA = Return on Assets 

ε = error term 
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We present our expected hypothesis outcomes, where the null hypothesis indicates what we 

do not expect from the result and the alternative hypothesis is the results that we do expect. 

We examine the p-value, which explains the level of significance of the regression outcome to 

determine if we can reject the null hypothesises. 

 

Regression 1: Total Pay 

H0: β ≤ 0: There is a negative or no relation between CEO total pay and the independent 

variables 

H1: β > 0: There is a positive relation between CEO total pay and the independent variables 

Regression 2: Fixed Pay 

H0: β ≤ 0: There is a negative or no relation between CEO fixed pay and the independent 

variables 

H1: β > 0: There is a positive relation between CEO fixed pay and the independent variables 

Regression 3: Variable Pay 

H0: β ≤ 0: There is a negative or no relation between CEO variable pay and the independent 

variables 

H1: β > 0: There is a positive relation between CEO variable pay and the independent 

variables 

 

5.2 Explanation of variables and expectations 

Executive Pay (dependent variable) 

We will examine the CEO’s fixed, variable and total pay as the dependent variable in three 

individual regressions. Because we have both large and small corporations in our sample there 

may occur rather large disparities in the CEO compensations, the biggest gap was in 2007 

when the total pay for Nordeas Ratos CEO was 23,2 million while the compensation for the 

CEO of Corem Property Group was 0,3 million. 

 

ROE  

Return on equity (ROE) determines how profitable it is for the shareholders to invest money 

in the company. It measures the multitude of the net profit that is returned as a percentage of 

the shareholders equity and shows how well a company uses investment funds to generate 

capital growth. This is an important ratio for the shareholders because they want to see a good 

return on their invested capital. We have calculated ROE by taking net income divided by the 

shareholder’s equity. We define the shareholder’s equity as the book value that is presented in 
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the balance sheet, which is the total value of a firm’s asset that the shareholder’s would 

theoretically receive if a firm were liquidated. The book value can evaluate whether a stock is 

over- or undervalued.  We expect a positive correlation between ROE and CEO compensation 

because a higher profitability for the firm, contributes to more satisfied investors and thus a 

good performance, which leads to a larger compensation.  

 

ROA 

Return on assets (ROA) is expressed as a percentage that shows how efficiently the firm uses 

their assets to generate additional earnings. We have calculated ROA by taking EBIT divided 

by the total assets. EBIT stands for “earnings before interest and taxes” and is a measure of 

the firm’s profit (revenue minus expenditures), before interest and taxes; it is also referred to 

as operating profits. ROA provides investors of an idea of how effectively the firm is 

converting invested money into net income. When the company converts investments into 

profits it will also please the investors, since they will also be getting higher returns on their 

invested capital. This is related the ROE ratio, where the shareholders want to see returns on 

their investments thus making it profitable. We expect ROA to have a positive sign because it 

shows how efficiently the firm utilizes its resources, thus measuring how well the CEO is 

performing to create additional value for the firm.     

 

Market Capitalization 

Market capitalization is the firm’s market value, which can be calculated by multiplying the 

company’s total outstanding shares with the current stock price and is used to establish the 

firm’s size. We expect this variable to have a positive correlation towards CEO compensation 

because a higher market capitalization would imply an increase in the firm’s value, increasing 

in the corporation’s size, leading to a larger risk for the CEO and consequently a larger 

compensation. 

 

Turnover 

The net turnover is the firms’ total sales over a financial year. It is the revenue received from 

sold goods after VAT (Value added tax), and other taxes have been deducted. The turnover 

interprets the size of the firm and we expect a positive sign for this variable. This can be 

explained in the same way as market capitalization. 
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5.3 Method criticism          

The variables we have decided to use are chosen out of a large selection of other suitable 

potential variables. We have limited our study to these variables because we find them to be 

the most relevant size- and performance based measurements to analyze in our study. In the 

research we wish to avoid multicollinearity, which states that several independent variables 

are closely correlated which can cause bias. Hence, we have deliberately chosen to eliminate 

several appropriate variables such as net profit and share price as independent variables 

because the former is used in the equation for ROE and the latter in the market capitalization. 

This would imply that a change in net profit would affect ROE and thus cause 

multicollinearity.  

 

We have chosen to include market-based measures that may be criticised because of the 

market value and share price does not always give a fair view of the company’s performance. 

Disadvantage of ROA is that companies whose resources consist mainly of trademarks or 

structural capital, which is not available in the balance sheet, have lower assets than 

companies that may classify most of their resources as assets. However, all of our businesses 

are in the same market so this should not be a major harm to the study. 

 

In our regression analysis concerning the variable pay we have been forced to drop many 

observations, due to that not all firms receive compensation in form of a variable salary. 

Instead of 144 observations we worked with 64, implying a decrease of 56% of the 

observations in this case. Although it lacks many observations that may prevent us from doing 

an equally in-depth analysis, we believe that we have enough to form a comprehensive 

regression analysis. We do however enlighten that the relations in our analysis may show a 

more negative correlation that it may have revealed if long-term incentive programs were 

taken into account.   

 

A common purpose for including of control variables in a regression analysis is to exclude the 

possibility of a spurious relation. A spurious relation occurs when there may seem to be a 

relationship between two variables, but the relationship between the two variables is in fact 

caused by a third variable. A control variable that could have been included in our analysis is 

economic development, which causes the firm’s profits to increase or decrease despite the CEOs 

performances. Since our specific years of study are during the financial crisis we have deliberately 

not chosen this to be a control variable due to the fact that we are aware of the financial situation 
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having an effect on our results. For this reason we have instead studied years before and after the 

financial crisis to control the economic development's effect on the CEOs salaries and how large 

of an impact it has caused. We have thus considered which independent variable that has varied 

the most during the years of financial instability. This provides us insights in which variables 

that are the actual variables that determine the CEOs compensation and which are solely 

affected by the market fluctuations. Other possible control variables that could have been 

included in the study are variables such as CEO’s age and education that also could affect the 

wages. These are presented in our proposal for future studies. 

 

5.4 Overview market analysis 

We start by presenting an overall view of the industry through the chosen years to see how the 

means of the variables have varied from each year and why this may have occurred. In the 

first model we show how the average variables in the finance and real estate industry 

appeared in 2007.    

 

Table 5 Overview market analysis, 2007  
2007 
Mkr 

Fixed 
Salary 

Variable 
Salary 

Total 
Salary 

Net 
profit 

ROE 
(%) 

ROA 
(%) 

Market 
Capitalization Turnover Share 

Price 
Mean 3,299 1,388 4,751 2 316 18 10 44296 7713 82,42 
Std.dev 2,622 3,017 4,631 4 504 17 20 118915 15518 48,35 
Min 0,3 0 0,051 −1 942 −4 −4 22 2 8,6 
Max 9,761 17,6 23,2 16 179 87 120 658 444 74 708 204,5 
Sum 118,75 14389,051 14504,059 97281 * * 1 595 886 277 890 2 967,17 

Note: The last column of ROE and ROA contains a percentage measure of profitability that is not meaningful to sum up 
 

The average fixed salary for a CEO within the specific industry was approximately 3,3 

million SEK and the variable salary 1,388 million. A variable salary was distributed to 55% of 

the companies, where most of these are found on the large cap. The largest variable salary 

was handed to Arne Karlsson, CEO for Ratos AB of 17,6 million SEK. Return on assets 

(ROA) above 5% is generally considered good and return on equity (ROE) should be between 

15% and 20%. The mean of these ratios in 2007 were 18% and 10%, implying that CEOs 

were well-performing because they were able to generate additional earnings out of invested 

capital and assets. It should be noted that we use the nominal wage that are presented in the 

annual reports and do not convert these into the real wage using the consumer price index. In 

2007 there was a widespread perception that financial markets were efficient and therefor 

contributed to lower risk throughout the economy. This resulted in banks to lower their capital 
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adequacy and a decrease in their equity. There was an excessive optimism that caused the 

regulation of the financial markets to weaken, causing the managers in financial institutions to 

have strong incentives to take on large risks as long as good results were showing so that 

nobody questioned the high compensations in the financial sector (Bergström et al 2011 p.8-

9). The companies that didn’t invest in risky securities failed to deliver in the short-term, 

where CEOs and employees with variable compensation linked to the share price were 

punished with lower wages. The chief executives receiving compensation linked to the stock 

market were rewarded for high risk-taking even though it was a financially dangerous. 

 

Table 5.2 Overview market analysis, 2008  

2008 Mkr Fixed 
Salary 

Variable 
Salary 

Total 
Salary 

Net 
profit 

ROE 
(%) 

ROA 
(%) 

Market 
Capitalization Turnover Share 

Price 
Mean 3,57 0,917 4,289 −1 260 −22 −13 15 512 7 942 49,06 
Std.dev 2,528 2,958 4,349 10 916 49 34 29 975 17 816 31,89 
Min 0,42 0 0 −36 736 −195 −147 165 0 5,95 
Max 9,2 17,6 23,2 29 392 36 44 143 000 89 671 152 
Sum 121,382 33,016 154,398 −45 356 * * 558 420 285 924 1 766,24 

Note: The last column of ROE and ROA contains a percentage measure of profitability that is not meaningful to sum up 
 

The stock market can discipline players by punishing those companies that take on too much 

risk since the market can price the financial instruments as investments with low risk should 

be obtained at a lower price and the opposite for high risk investments (Bergström et al 2011 

pp.8-9). So, when the financial crisis hit the market in 2008 there were drastic changes in the 

economy. The variable salary decreased to a mean of 917 thousand SEK, decreasing the 

number of firms that provide a variable salary to 38%. This does seem reasonable, as the CEO 

should not be compensated for poor company performance. The fixed salary however, 

increased with almost 8%, which seems rather questionable. An explanation for this may be 

that the CEOs could predict the fall of the stock-prices, which led them to cash out their assets 

in equity, or it can be explained by lagged wages, which we will explain at the end of this 

section. 
 

The firms’ profits were strongly decreased and many firms had a negative net profit at the end 

of the year. Only 28% had a positive profit, meaning a whole 72% of the firms in this industry 

had a negative profit. Return on equity (ROE) decreased and became negative, implying that 

the firms became less profitable and not giving the shareholders the return that they wish to 

receive on their invested capital. ROA decreased to -22%, which also implies that the 

profitability of the companies’ assets of generating additional earnings are considerably bad. 
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Table 5.3 Overview market analysis, 2009 

2009 Mkr Fixed 
Salary 

Variable 
Salary 

Total 
Salary 

Net 
profit 

ROE 
(%) 

ROA 
(%) 

Market 
Capitalization Turnover Share 

Price 
Mean 3,477 0,738 4,215 3 141 12 9 44 386 8 158 80,79 
Std.dev 2,495 1,571 3,217 7 893 16 14 131 561 18 460 68,09 
Min 0,3 0 0,3 −10 442 −13 −15 232 1 8,35 
Max 8,873 7 13,1 30 858 55 49 751 000 93 933 363 
Sum 125,17 26,578 151,748 113 070 * * 1 597 907 293 678 2 908,59 

Note: The last column of ROE and ROA contains a percentage measure of profitability that is not meaningful to sum up 
 

By 2009 the prices and wages had adjusted to the downturn in the economy and the average 

fixed salary decreased with 2,7% and the average variable salary decreased with almost 20%. 

Arne Karlsson (Ratos) had the largest drop in variable wage with a decrease of 10 million 

SEK. The firms profits started to turn upwards together with the ROE and ROA, the market 

capitalization and share prices also increased showing that people were optimistic for the 

future of the financial market. 

 

Table 5.4 Overview market analysis, 2010 
2010 
Mkr 

Fixed 
Salary 

Variable 
Salary 

Total 
Salary 

Net 
profit 

ROE 
(%) 

ROA 
(%) 

Market 
Capitalization Turnover Share 

Price 
Mean 3,65 0,793 4,444 3 888 20  9 33 387 7 981 93,3 
Std.dev 2,578 1,418 3,117 6 958 16  8 61 122 16 659 62,22 
Min 0,3 0 0,3 −5 −1  −1 208 0 8,85 
Max 10,8 6,6 13,2 30 693 101  29 296 340 84 025 249 
Sum 131,414 28,553 159,967 139 976 * * 1 201 948 287 316 3 358,90 

Note: The last column of ROE and ROA contains a percentage measure of profitability that is not meaningful to sum up 
 

In 2010 the CEOs were generating large additional earnings, where ROE had an average of 

20% meaning that the shareholders were getting a return on their invested capital. The fixed 

salary increased to a mean of 3,65 million SEK. The number of CEOs to receive a variable 

salary increased to 44%, increasing the variable salary with 7%. In 2008 the fixed salary 

increased despite the large downturn in the economy. Both the variable and the fixed 

compensation increased in 2010, even though market capitalization and turnover had by this 

time decreased since 2009. This can be explained by the rigidity of wages, where the firm first 

evaluate market conditions and thereafter determine how to respond. In 2007 the pay 

increased during auspicious times to create incentives for the CEO to further try to increase 

the firms market value that lead the CEO to take bigger risks, which collide with the 

shareholders interests (Wallsten, 2000, pp.9-11). In Fischer's model (1930), the wage setters 

can set a new salary for every period during the contract. The key point is that when they 
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construct the new contract, they will use the present latest information to choose their wages 

for the next period. We can see these lagged effects in a time-series plot in Appendix 1 

(Figure 7). 

 

Between 2007 and 2008 the fixed wages increased with 8%, the next year it decreased with 

3% and thereafter increased again with 5%. Compared to the variable salary which between 

2007 and 2008 decreased with 49%, continued to decrease with 20% the next year and in 

2010 increased with 7%, distinctly showing that the variable wage has a greater ability to 

vary. Downward rigidness occurs in the economy because employees are reluctant to cut the 

nominal wages, it is thus easier and quicker to alter the variable wages because these are not 

guaranteed for the employee and are adjusted to economic fluctuations and firm performance, 

since the fixed wages are supposed to be an insurance against economical fluctuation (Stiglitz 

1984, pp.5-7). 
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6. Regression results 

We present the results from our regression models performed in the Gretl and discuss the 

statistical results.  

 

Table 6 Regression results for total pay  

Dependent variable  Total Pay  
  Coefficient Std. Error t-ratio p-value Significance  
const −2,2579 0,26951 −8,3778 <0,00001 *** 

l_MCAP 0,42238 0,04636 9,11160 <0,00001 *** 

l_TURNOVER −0,0426 0,03364 −1,2665 0,20744 
 ROE 0,11991 0,24365 0,49210 0,62339 
 ROA −0,14671 0,34798 −0,4216 0,67395 
 Adjusted R-squared 0,54181         

Durbin-Watson 1,54321         
“Coefficient” = The independent variables effect on the dependent variable. A larger coefficient indicates a larger impact on the dependent variable. 
“P-value” = The variables level of significance. (*** = 1% level of significance) (** = 5% level of significance) (*= 10% level of significance) 
“Adjusted R-squared” = Coefficient of determination. The higher, the closer the estimated regression equation fits the sample data. 
“Std. Error” = Describes how reliable the estimate is. A low value indicates a more reliable estimate.  

 

The regression model includes 144 observations and 36 cross-sectional units over a time-

period of 4 years. The intercept shows what the expected value is when the independent 

variables have the value of zero. However, we do not interpret the intercept (constant) or the 

insignificant variables. The results in Table 6 show that market capitalisation is the only 

significant explanatory variable at a 1% level of significance where the estimated coefficient 

has a value 0,42. This is interpreted as a 1% increase in market capitalization leads to a 0,42% 

increase in the CEO’s total pay. The adjusted coefficient of determination takes the loss of 

degrees of freedom into account and amounts to 54%, meaning that the model explains 54% 

of the variation in total pay. The performance-based independent variables ROE and ROA are 

larger than 0,1 and therefore not significant at any level. 

 

The Durbin-Watson statistic tests for autocorrelation and has a value between 0 and 4, where 

a value of 2 indicates no autocorrelation in the selected sample, 4 implies a positive and 0 

suggests a negative autocorrelation. Autocorrelation means there is similarity to be found 

between a present time-series and a lagged time-series concerning the same subject. The 

Durbin-Watson in our regression measured a 1,54 and thus no autocorrelation.     
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Table 6.1 Regression results for fixed pay  

Dependent variable  Fixed Pay  
  Coefficient Std. Error t-ratio p-value Significance  
const −2,3480 0,21935 −10,7044 <0,00001 *** 

l_MCAP 0,43028 0,03772 11,40490 <0,00001 *** 

l_TURNOVER −0,06313 0,02737 −2,30600 0,02259 ** 

ROE −0,13272 0,19830 −0,6693 0,50440 
 ROA −0,00045 0,28321 −0,00161 0,99872 
 Adjusted R-squared 0,62747         

Durbin-Watson 1,54038         
“Coefficient” = The independent variables effect on the dependent variable. A larger coefficient indicates a larger impact on the dependent variable. 
“P-value” = The variables level of significance. (*** = 1% level of significance) (** = 5% level of significance) (*= 10% level of significance) 
“Adjusted R-squared” = Coefficient of determination. The higher, the closer the estimated regression equation fits the sample data. 
“Std. Error” = Describes how reliable the estimate is. A low value indicates a more reliable estimate. 

 

Table 6.1 prove that there also is a strong correlation between the fixed compensation and 

market capitalization due to a p-value lower than 0,0001 giving them a confidence level at 

99%. The adjusted R squared is rather large and indicates that 62,7% of the model explains 

the variation of the fixed pay. Turnover show a 5% level of significance, suggesting that the 

firms turnover has some impact on the CEO’s fixed compensation. The regression however 

shows a negative relation between fixed pay and turnover, which does seem strange since we 

expected a positive correlation. A possible explanation for this relation is presented in the 

regression analysis. The estimated coefficient is -0,063, indicating a 1% increase in net 

turnover results in a decline of the CEO’s fixed salary with 0,063%. The Durbin-Watson 

Statistic still has a value of 1,54 indicating no serial correlation. 

 

Table 6.2 Regression results for variable pay  

Dependent variable  Variable Pay 
  Coefficient Std. Error t-ratio p-value Significance  
const −2,7289 0,76035 −3,5890 0,00068 *** 

l_MCAP 0,16360 0,11695 1,39890 0,16707 
 l_TURNOVER 0,19821 0,08166 2,42730 0,01829 ** 

ROE 0,57551 0,77367 0,74390 0,45990 
 ROA −0,55211 0,89999 −0,6135 0,54193 
 Adjusted R-squared 0,27092         

Durbin-Watson 1,47781         
 “Coefficient” = The independent variables effect on the dependent variable. A larger coefficient indicates a larger impact on the dependent variable. 
“P-value” = The variables level of significance. (*** = 1% level of significance) (** = 5% level of significance) (*= 10% level of significance) 
“Adjusted R-squared” = Coefficient of determination. The higher, the closer the estimated regression equation fits the sample data. 
“Std. Error” = Describes how reliable the estimate is. A low value indicates a more reliable estimate. 
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Instead of 144 observations we now have 64 observations due to 20 firms that did not provide 

any variable salary and were dropped from the regression. Table 6.2 include 29 cross-

sectional units over a time-period of 4 years. This regression did not match our hypothesis 

particularly well. We believed that the performance measurements should have a positive 

correlation with the variable salary if we rely on the principle-agent theory. The coefficient of 

determination however is rather small, suggesting that it is not an optimal model. We will 

discuss possible explanations to why our regression results look like this in the following 

section. The regression shows that the estimate for turnover is positively significant at a 5% 

level, with an estimated coefficient of 0,19. This would imply that a 1% increase in turnover 

increases the CEO’s variable pay with 0,19%. The Durbin-Watson statistics is slightly lower 

in this model than the previous ones, but we continuously do not need to be concerned of 

autocorrelation.  

 

7. Regression Analysis 

In this section we analyze the empirical results together with previous studies and theories. 

We present regressions performed during earlier and latter years than our chosen time-

period to see if the variables significance has been affected by the financial crisis.  

 

An American study by Fernandes, Ferreira, Matos and Murphy in 2008, examined how the 

CEOs’ compensation was distributed in different countries. The study found, perhaps 

unsurprisingly, that the United States was the country that had the highest proportion of 

variable pay. Sweden was the country where the fixed compensation constituted the largest 

share. According to the study, Swedish CEOs were paid more than 20% of their 

remunerations in the form of a variable compensation. This is consistent with our calculations 

of the executive directors’ salary within finance- and real estate industry, presented in Figure 

6 in Appendix 1.  Fernandes et al. study showed that an average CEO was paid about 40% in 

form of a variable salary and in the U.S. 65% (Aktiespararna 2010). 

 

Total Pay 

Company results and performance-based salary is according to the principle-agent theory a 

main component in establishing the remuneration scheme. The owners do not always have 

access to complete information about the CEO’s actions and the company’s investment 

opportunities, the compensation is for this reason based on given performance outcome 

instead of amount of working hours. The results from our regression analysis seem surprising 
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as we did not find any positive relation between ROA or ROE and CEO total compensation 

which is shown in a scatterplot in Appendix 2 (Figure 6.3 and Figure 6.4). These results 

confirm the findings made by Mäkinen, but do not however agree with the pay-for-

performance contractsform. Penrose’s resource-based theory suggests that the goal of the firm 

is not strictly profit maximizing but rather business growth, which partially explains the lack 

of influences the performance based variables have on the CEO total pay as the excess 

dividends is retained in the company rather than being distributed to the shareholders. 

Another explanation for these findings is that the study excludes the long-term incentive 

programs, which may have a stronger relation towards variable salary and performance based 

salary. This exclusion may have given us an incomplete view of the real total compensation or 

perhaps the issue might lie in the equity compensation, which is generally a smaller part of the 

compensation in Sweden compared to the U.S, as suggested by Fernandes, Ferreira, Matos 

and Murphy (2011, pp.3-5). We did not find a relationship between total pay and the 

performance variables; we did however find a strong and positive relation between market 

capitalization and the total pay shown in Appendix 2 (Figure 6.1). The size of the company 

thus has a major impact on the CEO’s compensation, as a larger firm implies greater 

complexity and risk taking by the chief executives, supported by the principle-agent theory. 

When the risk increases a CEO is required a greater competence, which in turn demands a 

larger salary; this agrees with the tournament contractforms and the findings made by Sigler 

(2011, p.7). The fact that the fixed and variable salary showed a significant relation towards 

turnover but total pay did not, can be due to the fixed salary showing a negative relationship 

and variable pay a positive, and can thus not be incorporated as a positive significant 

correlation with total salary. 

 

Fixed Pay 

Similar as total pay, we found a positive correlation between fixed pay and market 

capitalization at a 1% level of significance. Previous studies made by Eicholtz et al. (2008 

pp.407-423) suggest that the corporation’s size is a vital aspect of CEO compensation. 

Resource-based theory also indicates that the corporation’s size and business growth are the 

fundamental aspects for increasing the firm’s stock market value. Tournament contracts also 

suggest that larger corporations imply larger complexities and thus increase remunerations 

assigned to the CEO. We also found a significant relation between fixed pay and turnover, but 

to our surprise, turnover had a negative impact on the CEO’s fixed compensation. Other 

executives may believe that there does not exist a fair tournament at the higher level in the 
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corporation where the position as CEO is the prize to compete for. Rather than initiating a 

competition for power against the highly compensated CEO, competent senior executives 

choose to search for CEO opportunities in an external labour market for managerial positions 

due to being afraid to be forced out by the anchored CEO (Shen et al 2010, pp.730-724), 

leading to a negative relation between fixed pay and size. The adjusted R-squared showed the 

highest value in the fixed pay regression model, implying that this model’s overall fit is 

considered to be the best. As we did not find a significant relation between fixed pay and the 

performance measures (ROA and ROE), we do not interpret the fixed salary as a 

performance-based compensation because it only shows a significant relation between 

turnover and market capitalization and not the essential performance measurements.     

 

Variable Pay 

The regression model with variable pay as the dependent variable showed that turnover was 

the only positive significant independent variable (Figure 6.10 in Appendix 2). We assumed 

that the ROE and ROA would have had a greater impact on CEO’s variable pay as pay-for-

performance and the principle-agent theory indicates such a relationship, in which the CEO 

should get paid a variable salary to increase good incentives. The regression model for 

variable pay showed the lowest adjusted R-squared value, where the model only can explain 

27% of the variation in total pay. A potential explanation for the lack of significance could be 

the exclusion of the long-term incentive programs in this study. It may also depend on that 

when performing our regression on the variable salary, many of our observed companies did 

not pay any variable compensation and were because of this dropped, which resulted in 64 

observations instead of the 144 we intended to use. 

 

7.1 Regressions performed prior and after chosen time period 

We have performed a panel regression analysis during a four-year period from 2000 to 2003 

to see if the variables significance has been affected by the crisis. We have also studied the 

years 2011 to 2013 to see the effects of the variable’s significance after the major financial 

downturn in 2008. We find that that turnover and total pay had a strong significant relation 

during the earlier years when Sweden had a good economy, presented in Table 7.1 in 

Appendix 3, this relation was non-existent during 2007-2010 and 2011-2013 due to the 

financially unstable years. Market capitalization shows a significant relation towards total and 

fixed pay at a 1% level of significance for all years, indicating that this financial ratio is 

strongly correlated with the compensation during auspicious and inauspicious times. Turnover 



	  
	  

  	  28	   	  

and fixed pay had a strong significant relation before the crisis but was weakened, however 

yet still significant during 2007 to 2010 (Table 7.2 in Appendix 3). We did find a positive and 

significant relation between variable pay and ROE during 2000 and 2003 at a 1 %level of 

significance (Table 7.3), this relation agrees with several theories as well as the pay-for-

performance contract. It should be noted that some of the companies are listed after 2003; 

these firms are specified in appendix 1 (Table 7). The regression during 2011-2013 showed a 

significant but negative relation between ROE and variable pay which does seem surprising to 

us for that we would expect a positive or no relation at all between these variables (due to the 

lack of significance in 2007-2010). We do however find that the firms have become more 

cautious with providing variable salaries after the financial crisis 2008 to prevent media 

criticism and because they have realized that the large variable salaries may have been a 

contributing factor to the crisis (Aktiespararna 2010). FSA’s new regulations have also come 

to have a bearing on how high the variable salary to be awarded may be; these regulations are 

presented in the next section. Again we find a low adjusted R-squared value in the variable 

pay regression model so we cannot expect this to be a particularly good model to explain the 

variation in variable pay (Aktiespararna 2010).  
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8. Conclusions 

In this last and final sector we present the results and draw conclusions based on the problem 

statement. We reflect over the outcomes and how these can be explained by the theoretical 

framework and fundamental theories. We conclude the study with new regulations of CEO 

compensation and lastly suggestions for further research. 

 

The purpose of this study was to examine if there exists any relation between CEO 

compensation and company performance and if the CEO would have incentives to increase 

corporate value by controlling the firm’s performance and size. We analyzed the market 

during, before and after the financial crisis, which gave us an opportunity to see if there was a 

pronounced decline in the wages or if the compensation remained unchanged even though the 

firms were performing badly. The model is well founded by theories and previous studies, but 

even though our regression analysis is well motivated it should be noted that compensation 

could be affected by other factors than the ones we have included in our model. Despite the 

study’s limitations, we have been able to discern a pattern between the independent variables 

and CEO compensation on Swedish listed firms within the finance- and real estate industry. 

The firms’ size seems to have a larger impact on CEO compensation than the firms’ 

performance. A possible explanation for these results is that Sweden has a rather modest 

variable compensation structure compared to other countries and that we did not include long-

term incentive programs (Bång and Waldenström 2009, p.5). The principle-agent theory 

builds on increasing the firm’s profitability with the help of a variable wage thus increasing 

incentives for the CEO to act in the firm’s and the shareholders best interests. Even though 

numerous theories indicate that firm performance should be significant for CEO pay, we find 

that several studies such as Jensen and Murphy (1990b, pp.260-264) and Miller (1996, pp. 

1361-1385) find a very weak correlation between these variables, as well as ours.  

 

The fixed salary is according to our study primarily based on the corporation’s size. This 

brings the total compensation to also be highly affected by the ratios connected to size, as the 

total salary mainly consists of a fixed salary. The variable that showed the largest significant 

correlation was the market capitalization, which also is consistent with many previous studies 

and the empirical findings, including Mäkinen (2007, pp.5-31). A correlation between CEO 

compensation and company size is also confirmed by the findings of Sigler (2011, p.7).  A 

CEO in a larger company has a higher value for the firm as he takes on a larger risk and 

economical implications, than an executive director in smaller firms. According to tournament 
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contractforms, companies compete for more competent leaders whereas larger companies 

have the ability to offer a larger salary, which is confirmed by our results where market 

capitalization has a strong impact on the CEO’s compensation. This is also confirmed by 

Penrose’s resource-based theory where the firm may maintain a competitive advantage by 

focusing on business growth and innovation, where the chief executive holds much firm-

specific knowledge, which cannot easily be transferred to new CEOs and thus must be 

compensated in order to stay with the firm.  

 

Due to the diffuse relations between company performance and CEO compensation, that was 

a contributing factor to the financial crisis, new regulations entered into force on 1 January 

2010, where the Financial Supervisory Authority (FSA) announced a set of new regulations 

concerning the variable compensation in the financial sector. The former remuneration system 

has proven to be unsustainable and the new regulations have placed a greater emphasis on 

remuneration systems sustainability to provide more long-term regulations for the variable 

pay. In order to provide a risk-adjusted remuneration the new regulations made by FSA forced 

companies in the financial sector to withhold 50% of the workers variable compensation 

under a 3-year period until an analysis of the investment’s long-term return can be 

implemented. The new regulation also requires increased publication of information relating 

to variable remuneration to contribute to market discipline. The FSA does not require details 

of previous payments to be reported, which is a shame for the public’s and the world’s interest 

in research for better computing foundation (Bergström et al 2011 pp.56-57). 

 

During the period of our study we have found a number of interesting issues within the 

subject of CEO compensation and company performance that would be interesting for further 

research. Due to the lack of time we have unfortunately not had time to explore and analyze 

some of these questions. For future studies we would suggest research to analyze which 

variables that are related to long-term incentive programs and how these impact the top 

executives’ compensation and the incentives to maximize the firms and shareholders’ wealth.  

Another suggestion for further research is on the personal characteristics of CEOs and its 

effect on the pay where variables such as age, education and background would be to suggest. 

Today there are many chief executives with a high salary that lack post-secondary education, 

is it really required having a high education to receive a large salary? 
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Appendix 1: Annual alterations  
 

Figure 6 Distribution between fixed and variable compensation 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 7 Time-series plot  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Table 4 Companies included in the study  
 
Atrium Ljungberg HEBA Nordea Bank 
Avanza Bank Hufvudstaden Novestra 
Bure Equity Industrivärden Öresund 
Castellum Investor Ratos 
Catena Kinnevik Sagax 
Corem Property Group Klövern SEB 
Diös Fastigheter Kungsleden Sv. Handelsbanken 
East Capital Explorer Latour Svolder 
Fabege Lundbergföretagen Swedbank 
Fast Partner Melker Schörling Traction 
Fastighets Balder NAXS Nordic Vostok 
Havsfrun Investment Nordnet Wallenstam 

78%	  

22%	  

Distribution	  of	  total	  
compensation	  2007-‐2010	  

FPAY	  	  

VPAY	  	  
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 Table 7 Unlisted companies 2000-2003 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Unlisted companies 2000-2003 Year listed: 
Klövern AB 2002 
Fastighets AB Balder  2005 
Melker Schörling 2006 
Catena AB 2006 
Diös Fastigheter AB 2006 
Corem Property Group AB 2007 
East Capital 2007 
Sagax AB A 2007 
NAXS Nordic Access Buyout Fund 2007 
Klövern AB was removed from all years for the ability to perform a 
panel analysis 
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Appendix 2: Scatterplotts  
 
 Figure 6.1 Total pay and market capitalization  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 Figure 6.2 Total pay and Turnover  
  
 
 
 
 
 
 
 
 
 
 
 
 
  
 
 
 Figure 6.3 Total pay and ROE  
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 Figure 6.4 Total pay and ROA  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 Figure 6.5 Fixed pay and Market capitalization  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 Figure 6.6 Fixed pay and Turnover  
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 Figure 6.7 Fixed pay and ROE  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 Figure 6.8 Fixed pay and ROA 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 Figure 6.9 Variable pay and Market capitalization  
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 Figure 6.10 Variable pay and Turnover  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 Figure 6.11 Variable pay and ROE 
 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 Figure 6.12 Variable pay and ROA  
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Appendix 3: Regression results   
 
 
Dependent variable  Total Pay  
  Coefficient Std. Error t-ratio p-value Significance  
const -1,55283 0,22411 -6,92890 <0,00001 *** 
l_MCAP 0,16899 0,03463 4,87990 <0,00001 *** 
l_TURNOVER 0,16091 0,03876 4,15190 0,00007 *** 
ROE -0,09630 0,11393 -0,84530 0,39990  
ROA -0,04816 0,08556 -0,56290 0,57473  
Adjusted R-squared 0,55999         
Durbin-Watson 0,84276         

       
 

   Dependent variable  Fixed Pay  
  Coefficient Std. Error t-ratio p-value Significance  
const -1,49153 0,21925 -6,80300 <0,00001 *** 
l_MCAP 0,13214 0,03388 3,90040 0,00017 *** 
l_TURNOVER 0,17037 0,03791 4,49360 0,00002 *** 
ROE -0,08743 0,11146 -0,78450 0,43458  
ROA -0,05490 0,08370 -0,65590 0,51333  
Adjusted R-squared 0,52174         

Durbin-Watson 1,11673         

            

      Dependent variable  Variable Pay 
  Coefficient Std. Error t-ratio p-value Significance  
const -2,65452 0,58828 -4,51230 0,00004 *** 
l_MCAP 0,14084 0,09035 1,55880 0,12512  
l_TURNOVER 0,13911 0,09804 1,41890 0,02934 ** 
ROE 1,23268 0,60628 2,03320 0,04715 ** 
ROA -0,04002 0,18826 -0,21260 0,83249  
Adjusted R-squared 0,23147         

Durbin-Watson 0,32140         
 
 
 
 
 
 
 
 
 

Table 7.2 Regression results for fixed pay, 2000 - 2003  
 

Table 7.3 Regression results for variable pay, 2000 - 2003  
 

Table 7.1 Regression results for total pay, 2000 - 2003  
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Dependent variable  Total Pay  
  Coefficient Std. Error t-ratio p-value Significance  
const -1,89350 0,42198 -4,48720 0,00002 *** 
l_MCAP 0,30701 0,08632 3,55660 0,00058 *** 
l_TURNOVER 0,04768 0,06419 0,74280 0,45937  
ROE 0,31676 1,04395 0,30340 0,76220  
ROA -1,74787 1,26632 -1,38030 0,17058  
Adjusted R-squared 0,46167         
Durbin-Watson 1,52917         
 
 
 

   

 
 
 
 

 Dependent variable  Fixed Pay  
  Coefficient Std. Error t-ratio p-value Significance  
const -2,10438 0,34743 -6,05710 <0,00001 *** 
l_MCAP 0,30358 0,07107 4,27150 0,00004 *** 
l_TURNOVER 0,05658 0,05285 1,07070 0,28688  
ROE 0,95284 0,85952 1,10860 0,27028  
ROA -0,05490 1,04261 -2,77360 0,00661  
Adjusted R-squared 0,58773         
Durbin-Watson 1,63208         

 
 
 

 

 
 

  

 
 
 

 
 
Dependent variable  Variable Pay 
  Coefficient Std. Error t-ratio p-value Significance  
const 0,56979 1,05884 0,53810 0,00036 *** 
l_MCAP -0,06495 0,19973 -0,32520 0,74660  
l_TURNOVER 0,04517 0,15969 0,28280 0,77862  
ROE -4,34882 2,25997 -1,92430 0,06080 * 
ROA 3,47459 2,75736 1,26010 0,21427  
Adjusted R-squared 0,01728         
Durbin-Watson 1,16590         
 
 
 
 
 

Table 7.4 Regression results for total pay, 2011 - 2013  
 

Table	  7.5	  Regression	  results	  for	  fixed	  pay,	  2011	  -‐	  2013	  	  
	  

Table	  7.6	  Regression	  results	  for	  variable	  pay,	  2011	  -‐	  2013	  	  
	  


