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Sincerely Yours …………………………………. 
Syed Qamar Abbas 




ACKNOWLEDGEMENT

At first my heartiest thanks to Almighty Allah allowing me to prepare this thesis and in the same time I would like to express my sincere gratitude and cordial thanks to my reverend teacher Prof. Mr. Dr.Awais Siraj for his moral support, valuable instructions and helpful advice during the course of studies.
I also express my warm gratitude and cordial thanks to Mangers of different organizations for their kind prior permission for giving me enough space to excel and providing me detail on every aspect. Their direction, critical comments, criticism, generous patience greatly helped me in improving the research capabilities. It would have been quite impossible to carry on the thesis and give it a final shape without his encouragement. 
I am also grateful to all of my brother and my friends. Who have shared their wide experience with me and also the relevant information they had.
And last, but not the least, my heartiest thanks and deepest gratitude is to my parents and family members for their long encouragement patience, sacrifice and tolerance showed to me during my study period. 
ABSTRACT

The mandatory thesis on “Ceo Compensation” has been very beneficial to have practical exposure of how things really go in the market. Being a student this exposure provided me the best practical understanding of market. I started this thesis with a very basic knowledge, but after I implicated into deep concerns; I realize this as a very interesting analysis. I am proud to work on this thesis with is experience will surely help me in my future. The absolute guidance and concern of my respected supervisor has also given me new directions in-order to do this job more accurately.
This thesis is based on how connection between CEO compensation and institutional and foreign ownership using data on Swedish firms. I study the level of pay and performance-based compensation as ill as probe further into determinants of CEO compensation in Sweden. 
I model CEO and director compensation using different firm’s characteristics, CEO characteristics, and governance variables. After controlling for monitoring proxies, i find a significant positive relationship between CEO and director compensation with institutional and foreign investors. I hypothesize that this relationship could be due to unobserved firm complexity (omitted variables), and/or to excess compensation of directors and managers. I also find evidence that excess compensation (both director and CEO) is associated with firm underperformance. I therefore conclude that the evidence is consistent with excessive compensation due to mutual back scratching or cronyism. The evidence suggests that excessive compensation has an effect on firm performance that is independent of the poor governance variables discussed by previous studies.

This empirical and theoretical research on executive compensation and provides a comprehensive and up-to-date description of pay practices (and trends in pay practices) for chief executive officers (CEOs). Topics discussed include the level and structure of CEO pay (including detailed analyses of annual bonus plans, executive stock options, and option valuation), international pay differences, the pay-setting process, the relation between CEO pay and firm performance (“pay-performance sensitivities”), the relation between sensitivities and subsequent firm performance, relative performance evaluation, executive turnover, and the politics of CEO pay
The purpose of this thesis is also to contribute to studies on the connection between CEO compensation and institutional and foreign ownership using data on Swedish firms. Evidence from the United States and Canada supports that institutional investor’s affect CEO compensation (e.g. Hartzell and Starks, 2003, Gillian et al., 2000). I wish to investigate if this is valid for Sweden due to the large concentration of institutional owners. 7 of the 10 largest owners on the Swedish stock market are institutions (Sundin and Sundqvist, 2007). Based on the results from previous studies, i expect the effect on the level of compensation to be negative, while i expect a positive effect on performance-based compensation (e.g. Hartzell and Starks, 2003).
The influence of foreign ownership is interesting to investigate primarily due to the lack of knowledge of how foreign investors affect CEO compensation. Further, the effect of foreign ownership is relevant and interesting due to the significant increase in foreign ownership in the Swedish stock market, from 8 to 37 percent of total market capitalization, over the past 15 years (Sundin and Sundqvist, 2007). I believe foreign ownership will have a positive impact on both the level of compensation and performance-based pay. This is based on that foreign owners represent a culture of higher pay and that they may prefer a larger portion of performance based pay due to the difficulty of monitoring from a distance.
This thesis contributes to the research area on the determinants of CEO compensation by shedding light on the effect of institutional investors on CEO compensation on the Swedish market as ill as conduct an initial study of the potential effect of foreign investors.
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INTRODUCTION

Over the past few years, issues regarding Chief Executive Officer (CEO) compensation have been given an increasing amount of attention (e.g. The Economist, 2007, Dagens Nyheter, 2007). In Sweden, criticism has been raised regarding the high level and shape of compensation contracts, although corporate views claim that CEO salaries in Sweden are modest, compared to international standards (Ivarsson, 2007, Svenska Dagbladet, 2007:a, Kornebäck and Larsson, 2007). Attention has been directed at large owners regarding their responsibility and ability to affect CEO compensation. A recent example is the rejection of Ericsson’s employee incentive plan by foreign shareholders (Wahlin, 2007, Svenska Dagbladet, 2007). This may be an indication that foreign owners are becoming increasingly active in corporate governance in Sweden.
Research has been directed at studying the monitoring of firm CEOs by major shareholders in order to induce managers to act in the interest of the owners. According to extensive studies on agency theory, investors can choose either to monitor the CEO or construct compensation contracts in order to align the interest of the CEO with those of the shareholders (e.g. Bebchuk and Fried, 2005, Kole, 1997, Lambert, 1993). In addition, studies have been conducted on the connection between executive compensation and the effect of different ownership structures. In particular, the effect of institutional ownership on compensation has been observed1 (e.g. Hartzell and Starks, 2003). The influence of foreign investors has not been researched to the same degree, but has been highlighted more frequently in the media following the increase of foreign ownership in domestic firms (Sundin and Sundqvist, 2007, Invest in Sweden Agency, 2004).
Corporate governance structures differ between countries and there may not be one ideal system suitable for all countries (Shleifer and Vishny, 1997). Despite this, most research focuses on the United States, due to more stringent disclosure regulation on executive compensation while only a few studies have been carried out using data from the Nordic region (e.g. Bechmann and Jørgensen, 2003).
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BACKGROUND
\
CEO compensation normally consists of a number of components. Most companies have a fixed base salary, a flexible component, stock-based compensation, pension and company-specific perks. The board and the CEO negotiate the terms of the agreement, which may entail a contract that stretches over a number of years.



COMPENSATION COMPONENTS

	
	Options
	Flexible+Bonus
	

	
	5%
	
	

	
	
	10%
	

	
	
	
	

	
	
	Pension
	

	
	
	21%
	

	Fixed
	
	
	

	64%
	
	Perks+Other
	

	
	
	
	

	
	
	0%
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Table 1. Average Compensation components for 2001 from the collected data.


The fixed salary is predetermined. Factors that may affect the level of the fixed salary include the size of the company, performance and industry. Most firms also use some form of flexible salary where the level depends on how much the company is performing. The aim of performance-based compensation such as flexible salary and option programs is to equate the value and effects of the company for the shareholders with the personal payoffs for the executives and thus mitigate agency problems (Holmström, 1979, Shavell, 1979, Jensen and Meckling, 1976). Flexible salary is often equated with short-term performance, whereas options and suchlike are linked to long term performance. Many companies’ compensation packages also contain specific perks such as a company car, healthcare and insurances. Pension is another important component of compensation that can greatly affect the total level of pay. Usually a percentage of the fixed salary is put aside for future payout. However, the exact payout may in certain cases depend on the interest earned over the years.

RATIONAL FOR THESIS RESARECH

The purpose of this thesis is to contribute to studies on the connection between CEO compensation and institutional and foreign ownership using data on Swedish firms. Evidence from the United States and Canada supports that institutional investor’s affect CEO compensation (e.g. Hartzell and Starks, 2003, Gillian et al., 2000). I wish to investigate if this is valid for Sweden due to the large concentration of institutional owners. 7 of the 10 largest owners on the Swedish stock market are institutions (Sundin and Sundqvist, 2007). Based on the results from previous studies, i expect the effect on the level of compensation to be negative, while i expect a positive effect on performance-based compensation (e.g. Hartzell and Starks, 2003).










PROBLEM STATEMENT/PRIORTY ISSUE

A. To analyze the pay and performance based compensation with determinants of CEO Compensation in Sweden.
B. To analyze that Ceo’s in Sweden are given compensation as per required international standards or not?
C. To find the support for the hypothesis that institutional or foreign investors affect the level of CEO compensation or performance based compensation
D. To indicate that whether institutional or foreign investors are active monitors in Swedish firms or not?
E. To find that performance based compensation and level of compensation in this study have positive or negative relation? 
F. This study on Swedish firm’s results in same perception as other studies or it’s vice versa.
(Institutional or foreign investors effect Ceo Compensation)

REMEDIES TO OVERCOME THE PROBLEMS:
a. Comparative analysis of US & UK studies with respect to Swedish firms.
b. A suggestion for future research in larger scale is suggested or this study will reflect the overall aspect of this research.






THESIS OBJECTIVES


This thesis is developed to analyze the Swedish firms from perspective of Ceo compensation.
This study will focus on Swedish stock listed firms owned by institutional and foreign investor on the following parameters:

· Level Of Compensation
· Performance-Based Compensation
· Stock Based, Performance Based Compensation
· Model  And  Hypothesis
· Explanatory Variables
· Presence Of  An  Institutional  Of  Foreign  Owner
· Firm Size
· Performance
· Growth Opportunities
· Identity Of The Largest Owner
· Industry
· Additional And Alternative Variables
· Ownership And Performance
· Ceo Ownership

The influence of foreign ownership is interesting to investigate primarily due to the lack of knowledge of how foreign investors affect CEO compensation. Further, the effect of foreign ownership is relevant and interesting due to the significant increase in foreign ownership in the Swedish stock market, from 8 to 37 percent of total market capitalization, over the past 15 years (Sundin and Sundqvist, 2007). I believe foreign ownership will have a positive impact on both the level of compensation and performance-based pay. This is based on that foreign owners represent a culture of higher pay and that they may prefer a larger portion of performance based pay due to the difficulty of monitoring from a distance.
This thesis contributes to the research area on the determinants of CEO compensation by shedding light on the effect of institutional investors on CEO compensation on the Swedish market as ill as conduct an initial study of the potential effect of foreign investors.
This Thesis will list the aim that will be achieved at the end of the project.  This could be a re-statement of the priority issue, recognizing that the project may not fully solve the problem, but will contribute positively and significantly to its solution.
This thesis will begin by outlining the theoretical foundation and results of previous studies in section 2, 3 & 4. This will be followed by a background on the components of CEO compensation and the methodology used in this study in section 8. Section 9 describes the model and hypothesis. The data used in this study is described in section 9b. The results are presented in section 10 and subsequently analyzed in section 10b. Finally, i conclude this study in section 8 and discuss areas for future research in section 13.









CONTEMPORARY RESEARCH (Literature review)

THEORETICAL FRAMEWORK AND PREVIOUS RESEARCH

Two main strands can be identified regarding theories on CEO compensation. The traditional approach employs agency theory and finds the balance and compromise between the CEO’s personal interests on the one hand and the shareholders’ interest as represented by the board of directors on the other (e.g. Jensen and Meckling, 1976). A different approach questions the ability of agency theory to explain CEO compensation contracting (Bebchuk and Fried, 2005). This instead assumes that the board of directors does not necessarily act in the interest of the shareholders due to the lack of accountability and that the board may also be subject to agency problems.
Previous research on the characteristics and effects of owners on CEO compensation focuses mainly on institutional investors. There are therefore theories on how institutional ownership affects the level of compensation and performance-based compensation. This research mainly uses data from the United States and the United Kingdom. Studies of the monitoring effects of foreign investors have been performed on emerging markets. Khanna and Palepu (1999) find that foreign investors serve an important monitoring function. However, i have not found previous studies on the effect of foreign investors on CEO compensation.







6.1 THEORIES ON CEO COMPENSATION CONTRACTING
6.1.1 AGENCY THEORY

Most research on compensation and ownership is described using agency theory. Agency theory expresses the relationship between the principal and an agent, who is appointed to act on the principals behalf through the delegation of responsibilities and decision making power (Jensen and Meckling, 1976). This theory is frequent in describing the relationship between the shareholders of a firm and the manager. The firm wishes to monitor the actions of the CEO as it is assumed that the CEO can gain personal benefits by making decisions that are not in the best interest of the firm.
Monitoring costs arise from the time and effort required to observe and control the actions of the CEO e.g. by nominating board members. As an alternative method to reach the same results, the firm can attempt to construct incentives through compensation for the CEO to act in accordance with the firm’s best interests. Although these methods can be employed, it is nearly impossible to fully align the interests of the CEO with the interests of the shareholders (Fama, 1980).
There will always be uncertainty in the CEO’s ability to affect performance and to what extent positive and negative effects are results of the actions of the CEO. To construct an optimal compensation contract, the owner commonly relates a portion of the CEO’s compensation to the performance of the firm. As a result, the CEO, assumed to be risk-averse, will demand a higher level of expected compensation, above that which would otherwise be optimal with a fixed salary. Hence, the amounts of compensation the owners have to pay above this optimal level constitute the cost of the contract.
Compensation and incentive structures are designed as an attempt to mitigate the agency problem but will always be theoretically suboptimal as long as the CEO receives a salary regardless of the performance of the firm (e.g. Jensen and Murphy, 1998, Stigler and Friedland, 1983).

6.1.2 NEW APPROACH TO AGENCY THEORY
Another view is presented by Bebchuk and Fried (2005) and takes into account the limitations of agency theory. They present the idea that the board of directors cannot by default be assumed to maximize shareholder value and may also be affected by agency problems. The relationship between the board of directors and the CEO is not solely one of monitoring, but also consists of relationships and social factors such as friendships and loyalty that may affect monitoring incentives. Further, this implies that the CEO has a larger influence on determining the compensation contract, which is not taken into consideration in conventional agency theory. The authors argue that this view helps explain how CEO compensation is structured.

6.2 LEVEL OF COMPENSATION
Conyon and Murphy (2003) look at differences in CEO pay between the United States and the United Kingdom and compare separate components of executive compensation. They find that CEOs in the United States have significantly higher pay than those in the United Kingdom. The differences are largely explained by the larger portion of pay in option grants in the United States, which in turn may be explained by institutional and cultural differences. Conyon and Murphy predict that as labour markets for executives become increasingly free of national boundaries, skilled managers may move to countries with higher pay. Therefore, understanding the effects of globalization, differences in culture, and labour market development are becoming increasingly important.
Hartzell and Starks (2003) study the relationship between institutional investors and executive compensation. In their study, they find a negative relationship between institutional ownership and the level of compensation. This relationship is explained by the monitoring role of institutional owners, which implies that firms with a larger share of institutional ownership are expected to have a level of compensation that does not exceed that which is expected given the size, performance, growth opportunities and industry of the firm (Gillian and Starks, 2003). The results from the study by Hartzell and Starks suggest that institutional owners act as monitors and thus mitigate the agency problem between shareholders and managers. Further, they find results that indicate that institution’s individual preferences also influence compensation structure. Almazan et al. (2004) perform a similar study in which they divide institutional investors into subgroups depending on their willingness to monitor. They find that the higher the concentration of active investors, the lower the level of pay.
Regarding factors that affect the level of CEO compensation, a large number of empirical studies show a positive relationship between firm size and performance to the level of executive compensation (e.g. Zhou, 2000, Tian and Twite, 2006, Patton, 1951, Roberts, 1956, Chhaochharia and Grinstein, 2006). In addition, the importance of industry in explaining CEO compensation is also documented.




6.3 PERFORMANCE-BASED COMPENSATION

According to Conyon and Murphy (2003, similar to Jensen and Murphy, 1990), CEO wealth is directly related to the stock performance of the firm in the form of stock options, stocks held and long term incentive plans. The most evident link between the wealth of the CEO and the shareholders is the CEO’s stock ownership in the firm. Stock-based performance-based compensation is relevant due to the connection to the agency problem and is measured through the CEO’s ownership in the firm directly through stocks and indirectly through e.g. option grants. Performance-based compensation measured in this way provides a possibility for determining the scope of the agency problem in the firm. In their comparative study, Conyon and Murphy find that CEOs in the United States have a higher stock ownership share compared to CEOs in the United Kingdom. According to their study, share ownership thus appears to be more effective in alleviating the agency problem in the United States compared to the United Kingdom.
According to Gillian et al. (2000) and Hartzell and Starks (2003), one would expect institutional investor influence to be more prominent in performance-based compensation compared to other components of compensation. The study by Hartzell and Starks finds a positive relationship between institutional ownership and the performance-based compensation of executive compensation after controlling for firm size, growth opportunities, performance and industry. This may be explained by institutions attempting to align the interests of the firm with those of the CEO, thus mitigating the agency problem that arises between shareholders and managers. This is supported by other studies (Sullivan, 1995, Almazan et al., 2004), which find that institutional investors are increasingly involved in corporate governance.
An additional dimension of performance-based compensation is that the higher the shares of performance-based pay as a fraction of total compensation, the higher the risk for the CEO. A higher share of performance-based compensation may thus result in the CEO demanding a higher level of expected compensation to compensate for this additional risk. This has been discussed in several studies (e.g. Hartzell and Starks, 2003).


THESIS AUDIENCE

Thesis audience for this research includes all the institutions working on National and Multinational level in Sweden. 

















            RESEARCH METHODOLOGY

8. METHODOLOGY


This thesis aims at studying the effect of institutional and foreign ownership on CEO compensation on the Swedish market through:
a. Empirical Findings: Statistical involved data e.g. Financial statements/Final Thesis
b. Quantitative Findings: This involves quantity of material which is obtained.
I begin by investigating these using two main approaches, the level of compensation and performance-based compensation. In addition, other findings that may improve the understanding of the determinants of CEO compensation in Sweden will be presented.
Data Collection method:

Technique
The technique that i will apply to complete this project will be that first i will gather all the preliminary information about the industry through the secondary sources i.e. through websites and Swedish stock exchange.
Primary data:
This data has been collected from the industry from different search engines. E.g. Online chatting and through E-Mail.
Secondary Data:
This data has been collected from the website, internet and different online lab links. 





8.2.1 LEVEL OF COMPENSATION


I look at the level of compensation for two separate years. In addition, i investigate the change in the level of compensation between the two years. The level of compensation is of interest as concentrated owners can monitor the CEO and therefore influence the level of CEO compensation. Increased monitoring limits CEO compensation from rising above what is normally expected given the size, performance, growth opportunities and industry of the firm (Hartzell and Starks, 2003).
To study the level of compensation i choose to construct this dependent variable according to the method used in Kole (1997) and Conyon and Murphy (2000), cash compensation and total compensation. Cash compensation consists of fixed salary plus bonus. Influence from foreign or institutional owners is likely to occur though the board and therefore cash compensation may be used to directly capture the effect on compensation (Core and Guay, 1999). Total compensation consists of fixed salary, bonus, pension, options and other compensation. This categorization is relevant as it is of interest to look both at the amount of dwerect compensation available to the CEO in a given year and to study compensation including pension and incentive plans such as stock options, where the payout may not coincide with the current year.
In addition, i test if this results hold when using the level of pension or bonus separately. The level of pension is of interest due to the increased focus on pension plans, following pension plans of unprecedented size. This added pressure on large owners to be more restrictive in awarding large pensions (BBC News, 2002). The level of bonus is of interest due to the substantial increase in bonus as a share of total compensation (Dagens Nyheter, 2007).

8.2.2 PERFORMANCE-BASED COMPENSATION


It is interesting to look at performance based compensation since it is becoming an increasingly important component of CEO compensation. The relevance of investigating performance-based compensation stems from its relationship with agency problems and is thus a mechanism by which to study agency issues. This enables us to study the effect that institutional and foreign owners have on influencing the actions of the CEO.
I begin by using stock-based performance-based compensation, applying the same principle as Conyon and Murphy (2000) and similar to Jensen and Murphy (1990). Stock-based performance-based compensation refers to the number of shares owned by the CEO and is interesting since it gives us a measure of the severity of the agency problem (Conyon and Murphy, 2000). I focus on the CEO’s stock ownership in the firm, as the most obvious connection between CEO wealth and shareholder wealth goes through the CEO’s holding of stocks (Conyon and Murphy, 2000).
Another measure for performance-based compensation i choose to test is the proportion of variable compensation as a share of total compensation. This measure is employed as it captures all performance-based pay.





















RESEARCH DESIGN

MODEL AND HYPOTHESIS


I present two main models; the level of compensation and performance-based compensation. The models below express the general form of the models used in this study and may vary slightly depending on the purpose of the particular regression. 
In Model 1, level of CEO compensation is the dependent variable, while
Model 2 uses, performance-based compensation as the dependent variable. 
As described previously, the models are based on similar studies, (e.g. Hartzell and Starks, 2003, Conyon and Murphy, 2000).

9.1 MODELS

Model 1:  Level of Compensation
CEO compensationit     β1  foreign ownership
it
  β2 institutional ownership
it

  β3 sizeit -1

  β4  performanceit -1

  β5 growth opportunitiesit -1

  β6 largest shareholder
it

  ∑ βk   ⋅ industry dummy variablest

Model  2:  Performance-Based  Compensation
Performance - Based Compensationit     β1  foreign ownership
it
  β2 institutional ownership
it

  β3 sizeit -1

  β4  performanceit -1

  β5 growth opportunitiesit -1

  β6 largest shareholder
it


  ∑ βk   ⋅ industry dummy variablest
9.2 EXPLANATORY VARIABLES

The explanatory variables that i will use in this study are as follows. I use the presence of an institutional or foreign owner among the ten largest owners to test this hypothesis, given below. In addition, i control for firm size, performance, growth opportunities, whether the largest owner is foreign or institutional and industry.

9.2.1 PRESENCE OF AN INSTITUTIONAL OF FOREIGN OWNER

I capture the possible influence of institutional and foreign owner’s effect on CEO compensation using ownership variables. The presence of an institutional owner among the ten largest owners is identified using a categorical variable. The same is performed to identify the presence of a foreign owner among the ten largest owners. Voting rights are used to define ownership.

9.2.2 FIRM SIZE

Firm size is included as an explanatory variable since previous empirical studies on executive compensation have documented that size of the company is one of the most important factors in determining the level of CEO compensation (e.g. Conyon and Murphy, 2000, Zhou, 2000). As a measure of firm size, i choose to use market capitalization from the beginning of the previous year. This is selected on the basis of common practice within previous studies on executive compensation. Firm size is expected have a positive impact on CEO compensation (e.g. Hartzell and Starks, 2003).

9.2.3 PERFORMANCE

Firm performance is included as an explanatory variable as it can be assumed that companies that performed in the previous period may have higher compensation levels the following year. This is a common approach and is employed in similar studies (e.g. Conyon and Murphy, 2000, Hartzell and Starks, 2003). As a measure of firm performance, i use change in shareholder value over the previous year as captured by the change in market capitalization between January 1 and December 31.

9.2.4 GROWTH OPPORTUNITIES

Growth opportunities are also included as an explanatory variable. I include this in this model due to the fact that firms with growth options can be claimed to need more qualified, and thus higher paid, managers, since they face a wider range of investment choices (Conyon and Murphy, 2000). This measure routinely uses the market-to-book ratio as a proxy and i choose to follow this practice, using data from the beginning of the previous year. 

9.2.5 IDENTITY OF THE LARGEST OWNER

To further capture the effects of ownership characteristics on CEO compensation, i control for the identity of the largest owner. A categorical variable is used to identify if the largest shareholder in the firm is institutional or foreign, respectively. This is done to control for the effects of the largest owner. Voting rights are used to define ownership.

9.2.6 INDUSTRY

Previous empirical studies on executive compensation deem industry as important in determining the level of CEO compensation (e.g. Gillian et al., 2003, Kole, 1997, Conyon and Murphy, 2000, Zhou, 2000). This categorization is important as it may capture differences in practice between industries. I use a categorical variable to identify industry specific differences.

9.2.7 ADDITIONAL AND ALTERNATIVE VARIABLES

Additional and alternative variables will be used in the following cases to further map the determinants of CEO compensation on the Swedish market. I will either change the explanatory variable or the dependent variable, as outlined below. The modified models can be found in Appendix E.

9.2.7.1 BOARD COMPENSATION

Firstly, data on board compensation will be used in order to determine if there is a similar relationship between firms with high board compensation levels and institutional and foreign ownership. Board compensation is used as the dependent variable while the explanatory variables remain as stated in model 1.

9.2.7.2 AP FUNDS

Secondly, for institutional ownership, i choose to look at AP funds, the Swedish National Pension Funds, specifically, following a previous study by Giannetti and Laeven (2007), and similar studies by e.g. Almazan et al. (2004). This is done on the basis of AP funds as more active managers since they are state owned pension funds. In these regressions, i modify model 1 by removing the foreign and institutional ownership variables and adding an AP fund variable.

9.2.7.3 OWNERSHIP AND PERFORMANCE

Thirdly, i add an interaction term to model 1 to capture the interaction between institutional and foreign ownership and firm performance on CEO compensation. This is due to the possible effect from institutional or foreign ownership and firm performance together and the effect of this interaction on CEO compensation.

9.2.7.4 CEO OWNERSHIP

Finally, i experiment by adding another explanatory variable to model 1, CEO ownership. In previous studies, many thesis have chosen to exclude this variable in their models (e.g. Conyon and Murphy, 2000, Hartzell and Starks, 2003). I aim to investigate if this variable could contribute to explaining CEO compensation for future research.

9.2.8 ROBUSTNESS VERIFICATION

To confirm the results of this study, i will control for errors by using certain alternative data. I change proxies for firm characteristics that are included as explanatory variables. Regarding firm size i will use total assets and instead of return i will use net income as a way of verifying these results. As an alternative measure of ownership i use dividend rights instead of voting rights.

9.3 HYPOTHESIS

I expect to find a relationship between institutional ownership and CEO compensation. Research supports that such a relationship exists (Hartzell and Starks, 2003). I expect the sign to be negative for the level of CEO compensation due to the effects of monitoring. I can assume that institutions are more active in monitoring the actions of the CEO, partly because they are active managers and therefore the CEO would not receive a higher salary than what is otherwise justified by firm size, growth opportunities and firm performance. However, i expect a positive sign for performance-based compensation, due to the fact that institutions in general prefer compensation related to the performance of the firm (Hartzell and Starks, 2003).
Concerning the effect of foreign ownership on CEO compensation, i do not have a clear expectation. There are no previous studies on this relationship to relate the results to. I can however discuss some of the possible effects of foreign ownership. Foreign ownership may result in a higher performance-based compensation, as foreign investors can be assumed to face more difficulty in monitoring the CEO and will therefore prefer to include a larger portion of performance based pay in the CEO’s compensation. Another aspect is that the CEO may be able to affect compensation to a larger extent if the owners are not active monitors, resulting in a higher level of compensation (Bebchuk and Fried, 2004). Foreign owners may, in addition, be more inclined to award the CEO more generous compensation due to a culture of higher levels of CEO compensation in other countries. Based on these factors, i have a tentative expectation that foreign investors will have a positive effect of both the level of compensation and performance-based compensation.
The coefficients most interested in are β1 and β2, which capture the influence of institutional and foreign owners. This null hypothesis expresses that the level of institutional and foreign ownership, respectively, have no effect on compensation. This alternative hypothesis is that β1 and β2 are different from zero and hence that institutions or foreign investors influence the level of compensation or performance-based compensation. This hypothesis is stated below.

H0: There is no effect of institutional and foreign ownership, respectively, on CEO compensation
H1: Institutional and foreign owners, respectively, affect CEO compensation

This hypothesis is used throughout this study to test for effects of institutional and foreign ownership and remains the same when testing for both the level of compensation and performance-based compensation.





9B. DATA AND SUMMARY Statistics

I have chosen to look at all Swedish companies listed on the Swedish stock exchange for the years 2001 and 2005. These years were chosen in order to obtain two years for comparison that were some years apart, in order to be able to assert any changes in both ownership structure and compensation patterns, I choose to use 2001 as this earlier reference year since data on compensation from annual thesis is scarce in years prior to 2001.

9.1B COMPENSATION DATA

Data on compensation was collected through annual thesis for 2001 and 2005 available through the company websites for the examined companies according to the given selection.
The data on CEO compensation was collected and categorized according to fixed salary, flexible salary, bonus, perks, other compensation and pension. I use the companies’ own definitions when sorting the data according to these categories. As flexible salary and bonus are used interchangeably by several firms, i chose to combine these categories and define both as bonus. The same approach applies to perks and other compensation. I also gathered data on the total number of stocks, options held by the company’s CEO and collected and valued new option grants for 2001 and 2005 (see Appendix A for option valuation techniques).
As can be seen in table 2, both cash and total compensation have increased between the years.










	
	
	Compensation Characteristics
	
	

	Variable
	Mean
	Median
	Std. Dev.
	10%
	90%

	2001
	
	
	
	
	

	Cash Compensation
	2 855 744
	1 894 500
	2 675 118
	814 000
	5 615 203

	Total Compensation
	3 370 556
	2 137 001
	3 426 186
	817 600
	7 900 962

	2005
	
	
	
	
	

	Cash Compensation
	3 817 896
	2 511 000
	3 693 942
	960 000
	8 588 000

	Total Compensation
	5 155 315
	3 284 000
	5 321 152
	1 194 800
	11 796 600






Table 2. Compensation characteristics for 2001 and 2005, both cash compensation and total compensation.
 
It should be noted that the number of firms differ depending on the availability of data. Therefore, the total number of firms may not always sum to the same number.
In the rare cases where the company used a split accounting year, i have used the annual thesis for the years ending in 2001 and 2005.
Companies where specific compensation data for the CEO are not available have been excluded from the data. For a few companies, pension compensation included a single large pension payment for the year. In these cases, the pension amount has been removed in order to avoid skewed results.
A categorization of compensation and its components in total and divided by industry for 2001 and 2005 can be seen in table 3. From the information i can see that fixed compensation is by far the largest component of total pay, although it decreases from 2001 to 2005. Pension is the second largest component and shows an increase in 2005. Thereafter, bonus is the largest component, increasing by almost 10 percent. Option value has decreased, while perks have increased nearly fivefold. The level of total compensation has increased between the years, but is lower compared to the United States and United Kingdom (Conyon and Murphy, 2000). For 2005 i find that the IT and healthcare industries have the largest proportion of options, which is in line with a previous Nordic study (Bechmann and Jørgensen, 2003). The proportion of options is considerably smaller compared to the United States, Canada and the United Kingdom (Zhou, 2000, Conyon and Murphy, 2000). For example, over 40 percent of total pay in the United States is comprised of options, while options comprise approximately 5 percent of total pay in Sweden.











	COMPENSATION               2001
	
	
	
	
	
	
	
	

	
	
	Total Pay
	
	Average composition of total pay %
	

	
	No. of observations
	Mean
	Median
	Fixed
	Bonus
	Options
	Pension
	Perks

	All Firms
	203
	3 370 556
	2 137 001
	63.6
	9.7
	5.1
	21.2
	0.4

	By Industry
	
	
	
	
	
	
	
	

	Finance
	36
	3 933 198
	2 592 000
	62.5
	9.8
	8.3
	19.1
	0.3

	Healthcare
	21
	2 667 388
	1 437 000
	63.5
	5.8
	1.1
	29.3
	0.2

	Industrial
	55
	3 708 888
	2 429 000
	58.4
	12.5
	1.9
	26.9
	0.3

	IT
	34
	2 107 688
	1 725 659
	64.2
	8.0
	7.8
	19.7
	0.2

	Consumer Goods
	22
	3 002 128
	1 800 418
	72.1
	4.6
	1.8
	19.7
	1.8

	Media and Entertainment
	5
	5 510 701
	1 734 000
	57.1
	2.6
	35.7
	4.6
	0.0

	Raw Materials
	8
	4 275 804
	3 320 000
	65.8
	11.1
	7.8
	15.3
	0.0

	Telecommunication
	11
	4 687 387
	2 053 000
	74.6
	4.0
	0.0
	21.4
	0.0

	Services
	10
	3 429 962
	2 203 025
	59.7
	25.3
	0.1
	14.9
	0.0

	












COMPENSATION 2005
	
	
	
	
	
	
	
	

	
	
	Total Pay
	
	Average composition of total pay %
	

	
	No. of observations
	Mean
	Median
	Fixed
	Bonus
	Options
	Pension
	Perks

	All Firms
	243
	5 155 315
	3 284 000
	51.9
	19.2
	4.2
	22.8
	1.9

	By Industry
	
	
	
	
	
	
	
	

	Finance
	41
	5 884 806
	3 627 000
	49.7
	22.1
	5.4
	21.4
	1.4

	Healthcare
	27
	4 458 975
	2 432 823
	48.9
	20.5
	11.1
	17.2
	2.4

	Industrial
	59
	6 118 959
	3 725 000
	48.3
	17.9
	3.5
	28.3
	2.0

	IT
	40
	3 605 654
	3 215 000
	50.3
	24.3
	9.6
	13.4
	2.3

	Consumer Goods
	26
	6 242 500
	3 805 700
	52.2
	14.0
	6.8
	26.1
	0.9

	Media and Entertainment
	6
	6 514 174
	3 826 500
	54.7
	29.8
	5.2
	8.8
	1.6

	Raw Materials
	13
	4 338 399
	3 100 000
	55.0
	10.3
	0.0
	32.1
	2.6

	Telecommunication
	15
	5 944 079
	3 003 150
	56.5
	20.4
	2.0
	18.4
	2.8

	Services
	16
	3 951 475
	2 899 000
	64.5
	20.0
	0.0
	14.0
	1.4








Table 3. Compensation data for all firms and by industry for 2001 and 2005
Note: The data on options should be interpreted with caution due to the limited number of observations.





9.2B OWNERSHIP DATA


Data on ownership structure was obtained through SIS Ägarservice 2005. This ownership data shows the ten largest owners for each of the listed companies and their voting and dividend share in the company. The data gives this information at the same point in time for all companies for both 2001 and 2005. I examined the data and categorized the different owners according to institutional ownership, foreign ownership and other investors.
Table 4 below shows the percentage of firms with at least one institutional or foreign owner among the ten largest owners. In addition, the percentage of firms where the largest owner is institutional or foreign, respectively, is also given. From the data, i can see that the number of firms with at least one foreign owner among the ten largest owners has increased from 2001 to 2005 by 13 percent. Institutional ownership has fallen slightly over the same period. The number of firms where the largest owner is institutional or foreign has changed by a few percentage units between the years.

Ownership Data

	
	2001
	2005

	Firms with Foreign Ownership
	43%
	56%

	Firms with Institutional Ownership
	94%
	91%

	Largest Owner Foreign (Vote)
	5%
	7%

	Largest Owner Foreign (Div)
	5%
	7%

	Largest Owner Institutional (Vote)
	13%
	11%

	Largest Owner Institutional (Div)
	11%
	9%




Table 4. Ownership characteristics. This table thesis the percentage of firms with an institutional or foreign owner, among the ten largest owners, as ill as data on the characteristics of the largest owner as of December 2001 and 2005. This data is divided into subsets depending on voting or dividend rights.

9.3B FIRM SIZE


Market capitalization is used as a proxy for firm size. This measure was calculated using collected data on stock price and the total number of shares. I follow the methodology of
Hartzell and Starks (2003) and Conyon and Murphy (2000.Data from January 1 of the previous year, i.e. January 1, 2000 and 2004 was collected from the SIX Trust database. This was done in order to measure the effects of the previous year (t-1) on the compensation of the current year. I find that average firm size has decreased between the years, which may suggest that a number of new, smaller firms have been listed over the years. A comprehensive table with firm size data by year and industry can be found in Appendix B.

9.4B PERFORMANCE

Data on the change in shareholder wealth for the firms was created through calculating the change in market capitalization from January 1 to December 31 for 2000 and 2004 respectively, using the data originally collected from the SIX Trust database. In line with Hartzell and Starks (2003), i choose to measure the effects of the previous year (t-1) on the compensation of the current year. Performance has increased between the years for the firms in this study. A comprehensive table with performance data by year and industry can be found in Appendix B.

9.5B GROWTH Opportunities

The market-to-book value is used as a proxy for investment or growth opportunities. Kole (1997) uses the same measure and Conyon and Murphy (2000) employ a similar measure. This data was created and calculated through information gathered from the SIX Trust database and DataStream. The measure of growth opportunities has decreased between the years, which could be explained by a correction of market values over the period. A comprehensive table with market-to-book data by year and industry can be found in Appendix B.

9.6B INDUSTRY

In line with previous studies, industry categories are used as an explanatory variable in the model (e.g. Kole, 1997 and Conyon and Murphy, 2000). The industry category has been determined on the basis of Affärsvärlden's categorization and consists of the following industries: finance, healthcare, industrial, IT, consumer goods, media and entertainment, raw materials, telecommunications and services (Affärsvärlden, 2005). I use services as this base category. As can be seen in the table below, the industrial industry is the largest and media and entertainment the smallest in this data set.




Nr of Companies

	
	Nr
	%

	Total
	246
	100%

	By industry
	
	

	Finance
	43
	17%

	Healthcare
	31
	12%

	Industrial
	61
	24%

	IT
	41
	16%

	Consumer Goods
	27
	11%

	Media and Entertainment
	6
	2%

	Raw Materials
	13
	5%

	Telecommunications
	11
	6%

	Services
	13
	7%




Table 5. Industry Classification. This table thesis the distribution of firms along nine industry categories. The industry categories remain static across time and have been collected as of December 2005.



9.7B ADDITIONAL AND ALTERNATIVE VARIABLES

Descriptive data for the additional and alternative variables can be found in Appendix C.

9.7.1B Board Compensation

Data on compensation for the board of directors was collected. The data on board compensation is comprised of the total board compensation fee, compensation to the chairman of the board and compensation to other board members. Compensation to both the chairman and the members has increased between the years.

9.7.2B AP FUNDS

Within the category of institutional owners, the Swedish AP funds were classified as a subgroup. They consist of the first, second, third, fourth, sixth and seventh AP funds. The share of AP fund ownership is 23 percent for both 2001 and 2005.

9.7.3B OWNERSHIP AND PERFORMANCE

The interaction between institutional or foreign ownership and performance, respectively, was captured through the product of performance and ownership. The data on performance was collected as described above.


9.7.4 CEO OWNERSHIP

Data on the shares owned by the CEO has been collected and calculated as a percentage of the total number of shares outstanding. This was done in order to determine the CEO’s ownership of the firm. The percentage of CEO ownership has increased between the years. Compared to data from the United States and United Kingdom, the percentages of CEO ownership are similar (Conyon and Murphy, 2000).





EXPECTED OUTCOMES (results of research)


The results are presented as outlined previously. I begin with the level of compensation and then continue with performance-based compensation. Finally, i present this result for the additional and alternative variables to contribute to a better understanding of CEO compensation in Sweden.

10.1 LEVEL OF COMPENSATION

10.1.1 LEVEL OF COMPENSATION FOR THE INVESTIGATED YEARS

The table below thesis the results from the regressions for cash and total compensation for 2001 and 2005

	
	Dependent Variable
	Dependent Variable

	
	2001
	2005

	Independent Variable
	Cash Compensation
	Total Compensation
	Cash Compensation
	Total Compensation

	Dummy Foreign Owner
	(-0,056)
	(-0,208)
	(0,009)
	(-0,022)

	Dummy Institutional Owner
	(0,095)
	(0,152)
	(0,146)
	(0,010)

	ln (Market Capitalization)t-1
	0,377***
	0,403***
	0,328***
	0,362***

	ln (Return)t-1
	(0,086)
	(0,094)
	(0,025)
	(-0,006)

	ln (Market-to-book)t-1
	-0,261***
	-0,304***
	-0,311***
	-0,322***

	Largest Investor Foregin
	(0,230)
	(0,309)
	(0,056)
	(0,201)

	Largest Investor Institutional
	(0,060)
	(0,319)
	(-0,057)
	(-0,020)

	Dummy Finance
	-0,713**
	-0,838**
	(-0,237)
	(-0,264)

	Dummy Health Care
	(-0,027)
	(-0,117)
	(0,224)
	(0,254)

	Dummy Industry
	(0,033)
	(0,077)
	(0,103)
	(0,115)

	Dummy IT
	(0,184)
	(0,435)
	(0,326)
	(0,503)

	Dummy Consumer Goods
	(-0,087)
	(0,010)
	(0,160)
	(0,156)

	Dummy Media
	(0,434)
	(0,628)
	(-0,112)
	(-0,129)

	Dummy Raw Material
	-
	-
	(0,103)
	(0,297)

	Dummy Telecom
	(-0,132)
	(-0,139)
	(0,130)
	(0,141)

	Intercept
	6,846***
	6,475***
	7,880***
	7,518***

	Number of observations
	66
	67
	125
	123

	Adjusted R2
	0.66
	0.62
	0.60
	0.57




Table 6. Level of compensation. This table thesis the coefficients from the regressions looking at cash and total compensation for 2001 and 2005. Three, two and one asterisks represent a significance level of 1, 5 and 10 percent respectively.
10.1.1.1 CASH COMPENSATION


When studying the level of cash compensation, i find that institutional or foreign ownership does not affect the level of cash compensation. Similarly, whether the largest owner in the firm is foreign or institutional does not affect the level of cash compensation. These results apply for both 2001 and 2005. I find that the institutional ownership coefficient is positive while the results for the foreign ownership coefficient show different signs for the two years.
The only significant explanatory variables appear to be market capitalization and market-to-book. I can see that, on average and holding all else constant, when the size of the firm increases by one percent, the cash compensation will increase by 0.38 and 0.33 percent for 2001 and 2005 respectively. For growth opportunities, i find a negative coefficient of -0.26 and -0.31, for 2001 and 2005.
The industry dummy for raw materials is dropped in the regression for 2001 due to the few firms in this industry category. The results for industry category for 2001 show that the only significant difference is given for the finance industry, whereas the result for the other industry categories indicate that there is no significant difference compared to the base category (services). When controlling for firm size using total assets and firm performance using net income, this results still hold. The same is true when using dividend rights instead of voting right for ownership.









10.1.1.2 TOTAL COMPENSATION


For the level of total compensation, this results when testing for the effect of the existence of a foreign or institutional owner show corresponding results to cash compensation. I find that foreign or institutional ownership does not affect the level of total compensation. Whether the largest owner in the firm is foreign or institutional does not affect the level of total compensation either. These results apply for both 2001 and 2005. I find that the institutional ownership coefficient is positive and the foreign ownership coefficient is negative.
Firm size and growth opportunities are the only significant coefficients. I find that, on average and holding all else constant, when the size of the firm increases by one percent, the total compensation will increase by 0.40 and 0.36 percent for 2001 and 2005 respectively. For growth opportunities i find a negative coefficient of -0.30 and -0.32, for 2001 and 2005. The results are thus similar to those for cash compensation.
As previously, the industry dummy for raw materials is dropped in the regression for 2001 for the same reasons as mentioned previously. The results for industry category for 2001 show that the only significant difference is given for the finance industry, whereas the result for the other industry categories indicate that there is no significant difference compared to the base category. When controlling for firm size using total assets and firm performance using net income, this results still hold. The same is true when using dividend rights instead of voting right for ownership.
For the case where i find a significant industry dummy for finance, i can see that it has a negative impact on both cash and total compensation. The finance industry appears to be significantly different from the other industries, which do not show any significant deviation from the base category.
It should be noted that the adjusted R2 is approximately 60 percent, indicating the model has some explanatory power. The number of observations differs substantially between the years, with the number almost doubling for 2005.

10.1.1.3 LEVEL OF BONUS AND LEVEL OF PENSION

In addition, i further verify the results by looking at the level of bonus and, as above, i do not find any significant effect of foreign or institutional ownership. These results also hold when i control for different proxies for firm size and performance. I also find the same results when using ownership measured by dividend rights instead of voting rights. It should be noted that since much information is lacking concerning the specification of bonus and other compensation for 2001, i have relatively few observations to base this results on for that year. The table of results for the level of bonus and the level of pension can be found in Appendix D.
For the level of bonus, i find that the coefficient for firm size is positive and significant, 0.34 and 0.36 percent for 2001 and 2005 respectively and negative and significant for growth opportunities, -0.08 and -0.29 percent respectively.
When looking at the level of pension, i find similar results as for the level of cash compensation and the level of total compensation. The only coefficients that are significant are firm size and performance. I see no significant effect of foreign or institutional ownership. The coefficient for firm size is positive, 0.50 and 0.42 percent for 2001 and 2005 respectively and negative for growth opportunities, -0.31 and -0.45 percent respectively.

10.1.2 CHANGE IN OWNERSHIP AND COMPENSATION

The table below shows the results from the regressions for the change in cash and total compensation between the years.

	
	Dependent Variable

	
	
	

	Independent Variable
	Change in Cash Compensation
	Change in Total Compensation

	Difference Foreign Ownership
	(-0,315)
	(-1,835)

	Difference Institutional Ownership
	(-1,102)
	(-1,633)

	Difference ln (Market Capitalization)t-1
	(-0,113)
	(0,094)

	Difference ln (Return)t-1
	(0,005)
	(0,057)

	Difference ln (Market-to-book)t-1
	(0,067)
	(-0,043)

	Largest Investor Foregin
	(0,180)
	(0,311)

	Largest Investor Institutional
	(-0,044)
	(0,310)

	Dummy Finance
	(0,400)
	(0,443)

	Dummy Health Care
	(0,560)
	1,152**

	Dummy Industry
	(0,410)
	(0,377)

	Dummy IT
	(0,539)
	(0,040)

	Dummy Consumer Goods
	(0,778)
	(0,707)

	Dummy Media
	(0,156)
	(0,015)

	Dummy Raw Material
	-
	-

	Dummy Telecom
	(0,763)
	(0,906)

	Intercept
	(-0,113)
	(-0,056)

	Number of observations
	49
	49

	Adjusted R2
	-0.17
	0.03



Table 7. Change in compensation. This table is the coefficients from the regression looking at the change in cash and total compensation. Three, two and one asterisks represent a significance level of 1, 5 and 10 percent respectively.

10.1.2.1 CHANGE IN CASH AND TOTAL COMPENSATION


When looking at how the change in foreign and institutional ownership affects the change in the level of compensation, i find that none of these coefficients are significant.
I now find a significant industry dummy, for healthcare on the 5 percent level. As was observed previously, the industry dummy for the raw materials category is dropped due to a lack of observations. It should be noted that many observations are dropped due to the lack of data from 2001. This might explain the low adjusted R2 and the poor explanatory power of the model, which can be seen in the table above.
When looking at total compensation and using total assets and net income as proxies for firm size and performance, respectively, i find that there is a significant effect of the largest owner being foreign on the 10 percent level. However, this does not hold when controlling for dividend rights. Overall, the change in foreign and institutional ownership between 2001 and 2005 does not seem to affect the change in cash compensation or total compensation over the chosen years.
10.1.2.2 Change in the Level of Bonus and Pension


When looking at how the change in foreign and institutional ownership affects the change in the level of bonus, i find significant results for firm size with a coefficient of 1.63 and growth opportunities, -1.20 (see Appendix D for a table of results). For the change on the level of pension, i find no significant coefficients. This may be explained by the small number of observations (19).




10.2 PERFORMANCE-BASED COMPENSATION

10.2.1 STOCK-BASED PERFORMANCE-BASED COMPENSATION

The results from the regressions for stock-based performance-based compensation are shown in the table below.


	
	
	Dependent Variable

	
	
	

	
	2001
	2005

	Independent Variable
	Stock-Based Performance-Based Compensation

	
	
	

	Dummy Foreign Owner
	(0,058)
	(0,013)

	Dummy Institutional Owner
	(-0,066)
	-0,090*

	ln (Market Capitalization)t-1
	-0,027**
	(-0,008)

	ln (Return)t-1
	(0,026)
	(-0,001)

	ln (Market-to-book)t-1
	(0,006)
	(0,004)

	Largest Investor Foregin
	(-0,028)
	(-0,018)

	Largest Investor Institutional
	(0,097)
	(-0,010)

	Dummy Finance
	(0,119)
	(0,072)

	Dummy Health Care
	(0,045)
	(0,017)

	Dummy Industry
	(0,014)
	(0,039)

	Dummy IT
	(-0,016)
	(0,012)

	Dummy Consumer Goods
	(-0,020)
	(0,074)

	Dummy Media
	(-0,040)
	(0,010)

	Dummy Raw Material
	-
	(0,024)

	Dummy Telecom
	(0,008)
	(0,020)

	Intercept
	0,641**
	0,246**

	Number of observations
	53
	114

	Adjusted R2
	-0.001
	-0.03




Table 8. Stock-based Performance-based compensation. This table thesis the coefficients fro the regressions looking at stock-based performance-based compensation for 2001 and 2005. Three, two and one asterisks represent a significance level of 1, 5 and 10 percent respectively.

When using stock-based performance-based compensation as measured by the percentage of CEO ownership in the firm, i find no significant results regarding institutional or foreign ownership for 2001. However, for 2005 i find that institutional ownership is related to the stock-based performance-based compensation, indicating that institutional ownership will on average decrease the performance-based compensation by 0.09 percent. Furthermore, it is worth noting that that adjusted R2 value is very low, indicating that there are factors explaining the stock-based pay-for-performance not captured in this model. The previous pattern of size and performance does not hold, as can be seen in the table above.

10.2.2 BONUS AS SHARE OF TOTAL COMPENSATION AS PERFORMANCE-BASED COMPENSATION

	
	
	Dependent Variable

	
	2001
	2005

	Independent Variable
	Bonus as share of total compensation

	
	
	

	Dummy Foreign Owner
	(0,010)
	(-0,002)

	Dummy Institutional Owner
	(-0,059)
	(0,076)

	ln (Market Capitalization)t-1
	0,025**
	0,023**

	ln (Return)t-1
	(0,004)
	(-0,008)

	ln (Market-to-book)t-1
	-0,021*
	-0,015**

	Largest Investor Foregin
	(0,089)
	(-0,015)

	Largest Investor Institutional
	(0,047)
	(-0,060)

	Dummy Finance
	(0,001)
	(0,060)

	Dummy Health Care
	(0,021)
	(0,026)

	Dummy Industry
	(0,055)
	(0,041)

	Dummy IT
	(0,075)
	(0,015)

	Dummy Consumer Goods
	(0,042)
	(-0,017)

	Dummy Media
	(-0,014)
	(-0,036)

	Dummy Raw Material
	-
	(-0,008)

	Dummy Telecom
	(-0,001)
	(0,116)

	Intercept
	-0,440
	-0,468**

	Number of observations
	69
	123

	Adjusted R2
	0.05
	0.098




Table 9. Bonus as a share of total compensation. This table thesis the coefficients from the regressions looking at bonus as a share of the total compensation for 2001 and 2005. Three, two and one asterisks represent a significance level of 1, 5 and 10 percent respectively.

When looking at bonus as a fraction of total compensation the results are similar. Foreign and institutional owners do not seem to affect the fraction of pay that is flexible. Size and growth opportunities are significant. For firm size i have coefficients of 0.03 and 0.02 for 2001 and 2005. For growth opportunities i find coefficients of -0.02 for both 2001 and 2005. However, the adjusted R2 value is very low, as can be seen in the table above. The same regression was run using bonus and options together as a fraction of total compensation and found similar results.

10.3 ADDITIONAL AND ALTERNATIVE VARIABLES

The results for the regressions performed for the additional and alternative variables are presented in Appendix E.

10.3.1 THE BOARD OF DIRECTORS

As a further control of results, i look at board compensation. I disregard total board compensation and focus on compensation for the chairman and per member in order to avoid biases created by the difference in the number of board members between firms. This results show that the coefficient for firm size is significant. The coefficient for growth opportunities is significant for all cases except for the chairman of the board for 2001. For 2001, i find that the effect of foreign ownership is significant on the 5 percent level with a value of 0.60. It should be noted that many observations are dropped due to the lack of data, especially for 2001.

10.3.2 AP FUNDS

When looking at the effect of institutional ownership as defined solely by the AP funds, i find significant effects for 2005. I find that there is a significant effect of the existence of at least one AP fund for both cash compensation and total compensation for 2005, with coefficients of 0.26 and 0.34, respectively. This indicates that CEOs are paid more in firms with an AP fund owner among the ten largest owners and is significant on the 10 percent level for cash compensation and 5 percent level for total compensation. As previously, firm size and growth opportunities for both years as ill as the finance industry for 2001 are significant. When controlling the results using total assets and net income as proxies for firm size and performance, respectively, the findings still hold. The same is true when controlling for dividend rights instead of voting rights.

10.3.3 OWNERSHIP AND PERFORMANCE

When looking at how institutional or foreign investors interact with performance and affect CEO compensation, i find no significant results. The coefficients for firm size and growth opportunities are significant, as ill as for the finance industry for 2001. As previously, firm size and finance are positive and the growth opportunities coefficient has a negative impact. For complete results, see Appendix E.

10.3.4 CEO OWNERSHIP

When adding an additional variable capturing CEO ownership to the original regressions (with cash compensation and total compensation for 2001 and 2005, respectively as the dependent variable), i find that firm size and growth opportunities are significant, as before. The results also show that the variable CEO ownership is significant for all cases except one, total compensation for 2001. The coefficient is negative and ranges from -1.16 to -1.20. The adjusted R2 value is reasonably high, slightly above 60 percent.
DISCUSSION


The purpose of this thesis is to investigate whether the existence of a foreign or institutional owner affects CEO compensation. I look at this through two main approaches, the level of compensation and performance-based compensation.
I do not find support for the hypothesis that institutional or foreign investors affect the level of CEO compensation or performance-based compensation. Hence, results on the effect of institutional owners contradict findings from previous studies using data from other countries. For foreign ownership, this study does not give any indication that foreign owners influence CEO compensation.

10.1B LEVEL OF COMPENSATION

For the level of compensation, i cannot reject this null hypothesis that institutional and foreign owners, respectively, have no effect on CEO compensation.
The level of compensation in Sweden is, by international standards, modest. Average total compensation in Sweden is roughly half of the average total compensation in the United Kingdom and one tenth of that of the United States (e.g. Conyon and Murphy, 2003). The difference is mainly explained by the value of options. Only a select number of Swedish global firms have salaries that are comparable to those of the United States or the United Kingdom (e.g. Ericsson).
This results show that foreign or institutional ownership does not affect the level of compensation as measured by cash compensation and total compensation. Similar results are found when i look at the level of bonus and pension specifically. Whether the largest owner is foreign or institutional does not have an impact on the level of pay either. The direction of impact is mixed and these results do not show a clear negative or positive impact from foreign or institutional ownership.
These results from the change in the level of compensation between the years do not produce any significant results. The change in compensation does not appear to be determined by foreign or institutional ownership. The effect of firm size and growth show mixed results. This is possibly explained by the small number of observations.
These results may indicate that institutional and foreign investors are not active monitors in Swedish firms. Different subcategories within these ownership categories may have different monitoring incentives, implying that the overall effect of institutional or foreign investors is not straightforward. In this case, it may be more interesting to look at subcategories, in which owners are categorized according to their incentives and ability to monitor. Other studies have touched upon other distinctions between owners (e.g. Giannetti and Laeven, 2007, Almazan et al., 2004, Khanna and Palepu, 1999). One such distinction is made by Almazan et al. (2004), who show that firms with more active owners tend to have lower levels of pay than firms with more passive owners. I attempt to make an initial investigative study of this by distinguishing AP funds as a subgroup, as is described below. I then find different results.

















10.2B PERFORMANCE-BASED COMPENSATION


For performance-based compensation, i cannot reject this null hypothesis that institutional and foreign owners, respectively, have no effect on CEO compensation with one exception.
These results from tests on performance-based compensation show the following. For all cases, i cannot reject this null hypothesis, with one exception. For 2005, i can reject the null hypothesis on the 10 percent level, indicating there may be a negative effect of institutional ownership on stock-based performance-based compensation, contradicting these expectations. Previous studies have shown a positive relationship between institutional ownership and performance-based compensation. However, the explanatory power of this model is very low, indicating that the explanatory variables in this model may not be the central determinants of performance-based compensation.
As with many previous studies, these results can be interpreted through the framework of agency theory. The most important issue is the incentive for large owners to monitor the CEO or structure compensation accordingly. This suggests that performance-based compensation should be higher in firms with owners that monitor the CEO less rigorously. However, as described above, the majority of results do not support this theory.
There are a number of possible explanations for this. Foreign and institutional owners may differ in their respective ways of exerting their power through the board. It is more likely that large domestic owners are represented on the board of directors, and foreign owners may thus have more limited influence and monitoring capabilities. There are also other theories that would clarify the relationship better, as suggested by Bebchuk and Fried (2005). They propose that other relationships may affect the board of directors, so that agency problems arise between the share holders and the board. Further investigations would, however, be required to add additional support to this theory.
Again, as with the level of compensation, a possible explanation for the lack of significance for these ownership variables is the choice of distinction between different groups of owners. As mentioned previously, differences within the group of institutional or foreign owners may be of such magnitude that it would serve the interest of explaining CEO compensation better if other categorizations were made.
I can relate the results from stock-based performance-based compensation to Swedish corporate culture. The main determinant of the number of shares held by the CEO may not necessarily be closely related to compensation, but rather be determined by factors such as whether the CEO is also the founder of the firm. Future studies may find that adding such an explanatory variable may help explain stock-based performance-based compensation in Sweden. Other studies (e.g. Conyon and Murphy, 2000) have chosen variables such as CEO age or whether the CEO is also the chairman, the second case being prohibited by Swedish corporate law. Hence, there may be country specific factors which could be added in a future model.
Hartzell and Starks (2003) identify an important issue in studying CEO compensation. Currently, with the existing information disclosure regulations it is not possible to identify the full portfolio held by the manager, including the stocks and options already held by the manager. It is not known when certain shares and options were acquired and their change in value with regards to the initial purchases price. I suspect this may have a significant effect on the performance-based compensation, as the total composition of the managers portfolio is not known and therefore not accounted for when constructing incentive schemes. Ofek and Yermack (2000) find evidence that the manager will adjust their personal portfolio, of which not all is visible to outsiders, according to the composition of their compensation package. This suggests there is much within this area that is yet to be studied.

10.3B CONTROL VARIABLES

I find that the most important factors in explaining the level of CEO pay and performance-based pay is firm size and growth opportunities. This is in accordance with a number of previous studies (e.g. Zhou, 2000, Patton, 1951, Roberts, 1956, Chhaochharia and Grinstein, 2006). I find that firm size has a positive relation to CEO compensation, as is expected. For growth opportunities, i find a negative relation to CEO compensation, which contradicts this expectations and previous studies (Conyon and Murphy, 2000). This is not as expected, as firms with more growth opportunities are generally vieid as more risky, leading the CEO to demand a higher level of compensation. These results could be explained by the fact that larger, established firms may have access to the fund to pay CEOs a higher compensation, despite feir growth opportunities. Conversely, although growth firms may need a qualified, and thus expensive, manager, they may not have the resources to employ such a manager.
Firm performance and industry do not appear to be important in this study, with the exception of the finance industry in certain cases. Firm performance may not show an impact for a number of reasons. I use a one year lag, whereas it may be argued that performance should be lagged by more years. Another reason is that firm performance may be due to market conditions rather than firm specific situations. In these cases, i do not expect CEO compensation to be directly determined by firm performance. Further, it is important to note that for the firms and years in this study, fixed salary is by far the largest component of CEO compensation (65 percent, on average) and i believe this component is unlikely to be affected by firm performance. This can be explained by contracting issues, which may affect results in that CEO compensation contracts are negotiated and thereafter valid for a number of years before renegotiation takes place. Together with the large portion of fixed salary and pension, it would therefore seem unlikely that CEO compensation would be adjusted downward even if firm performance is iak. Iak firm performance may cause the CEO to be replaced, but i believe it is unlikely that the new CEO would receive a lower salary than the previous CEO.

10.4B ADDITIONAL AND ALTERNATIVE VARIABLES

10.4.1B THE BOARD OF DIRECTORS

For the level of compensation to the chairman of the board and members of the board, i can not reject the null hypothesis regarding the effect of institutional and foreign ownership, with one exception.

When looking at the results from board compensation, i find that the results in general mirror this previous results. This is true for three out of these four regressions. Conversely, for 2001, i find evidence that indicates that there may be a positive relationship between foreign ownership and the compensation to the chairman of the board. In sum, there does not appear to be a relationship between institutional or foreign owners and board compensation.
The exception for 2001, where i find that the existence of a foreign owner is positive and significant in explaining the compensation for the chairman of the board, may be of interest for future studies. The board of directors may also be subject to agency issues, meaning that their compensation can also be an indication of the influence of owners. It should be noted that there may also be determinants of board compensation that differ from those of CEO compensation.

10.4.2B AP FUNDS

I can reject the null hypothesis for 2005, indicating that the existence of AP funds does have an influence on the level of CEO compensation.
When looking specifically at the AP funds, i find that the coefficients are significant and positive for 2005 and the results are consistent for several tests. This may indicate that the influence of AP funds has increased between the years. Since i found that institutional investors defined as all institutions did not produce significant results, but the AP funds prove otherwise, this data indicates that different groups of institutional investors may affect compensation differently. This has been investigated for other sub segments in previous studies (e.g. Giannetti and Laeven 2007, Almazan et al. 2004). However, it is unclear from this study whether the difference stems from the institutions in capacity of state-owned funds, Swedish institutions, or some other categorization. I believe the influence of the AP funds specifically can be explained by the pressure exerted on them in the capacity of managers of state-owner pension funds. The change between the years is plausible due to the attention given to corporate governance and active ownership following the discussions on the generous pension awarded the firm ABB’s Barnevik (BBC News, 2002). Therefore, i expect that AP fund owners have become more active between the years, despite the fact that the number of firms with AP fund ownership has remained constant. These results provide support for using other and possibly more specific ownership categorizations.
Thus, when dividing institutional ownership into subgroups, i find a positive relationship between institutional ownership and CEO compensation. This positive effect supports the expected result given theory, which suggests that managers who receive a larger share of performance-based pay will demand a higher level of expected compensation. This, in turn, means that the level of total expected compensation will also be higher than otherwise (Hartzell and Starks, 2003). A different explanation for the higher level of compensation draws from the study by Rajan and Wulf (2006). If owners are better monitors, they may compensate the CEO with a higher salary since the CEO is less likely to extract private benefits as a result of increased monitoring. Simultaneously, the positive relationship may conversely imply that the monitoring of the AP funds is insufficient, resulting in higher salaries than would otherwise be expected. I cannot determine the underlying components of the higher level of compensation and therefore further analysis is required to more accurately explain this result.

10.4.3B OWNERSHIP AND PERFORMANCE

I do not find support for that an interaction term between foreign or institutional owners and performance affects the level of CEO compensation.
When studying the results from the interaction effect between ownership and performance on CEO compensation, i find that there is no significant positive or negative effect. This is not unexpected, since i do not find an effect of foreign or institutional ownership on compensation in many of this other regressions. These results are interesting to look at because i assume that institutions function as active owners and monitor the CEO. Consequently, reasoning through theory may indicate that firms in which the CEO is monitored are less likely to be affected by a CEO that pursues their own interests to the detriment of the shareholders, resulting in improved firm performance.
10.4.4B CEO OWNERSHIP
I find support for that CEO ownership affects the level of CEO compensation in the majority of cases.
I investigate the benefit of adding an additional variable which captures CEO ownership given as the percent of the firm owned by the CEO. I find that this variable is significant and, as expected, negative. If the CEO has a high share of ownership in the firm, the interests of the CEO and the shareholders are more aligned. This implies that the CEO will be less likely to demand higher compensation than what is expected given the size, performance and industry of the firm (Hartzell and Starks, 2003). I believe these results may be directly explained by Swedish corporate culture, where a large ownership in the firm is more likely to be an indication of the CEO also being the founder of the firm or otherwise closely connected to the firm, rather than the shares being awarded as compensation.












CONCLUSION

Despite the growing interest in executive compensation contracts, few studies have been conducted outside of the Unites States and the United Kingdom. Consequently, this area of executive compensation is still unknown territory in many aspects.
The purpose of this thesis is to contribute to studies on the connection between CEO compensation and institutional and foreign ownership using data on Swedish firms. This study sheds light on the effect of institutional investors on CEO compensation on the Swedish market as ill as the potential effect of foreign investors.
The level of CEO compensation has increased over the studied time period, but is still modest compared to e.g. the United States and United Kingdom. Fixed salary continues to be the largest component and performance-based pay has increased. This indicates that Sweden is converging with norms in for example the United States, where performance-based compensation is becoming an increasingly important component.
In this study, i do not find support for an effect of institutional and foreign investors on CEO compensation in Sweden. This is true for both the level of compensation and performance-based compensation. I do, however, find results supporting an effect of a subgroup of institutional owners on CEO compensation. The most important determinants of CEO compensation in Swedish listed firms are firm size and growth opportunities. Furthermore, i find interesting initial results suggesting that CEO ownership may also be an important factor in explaining CEO compensation.
I believe this study contributes to understanding the connection between CEO compensation and institutional and foreign ownership in Sweden. Further, this study shows that there are interesting owner subgroups as ill as other important factors influencing CEO compensation in Sweden. I hope this thesis will support future studies within the area to further probe into the mechanisms driving CEO compensation in Sweden and internationally.

SUGGESTIONS FOR FUTURE RESEARCH


Studies on executive compensation levels and components have mainly been performed in the United States and information on other countries is still limited (Tian and Twite, 2006). Further research would benefit from looking at different countries and comparing executive compensation and the effects of ownership structure and concentration on them. This is in part due to the differences in corporate governance practices and corporate culture, which impose restrictions and structures that affect executive compensation.
Information from the United States is arguable most commonly used due to the structure and extent of their disclosure regulation regarding CEO compensation. In Sweden, this information has not been available in separate components for many years. Although many firms have greatly improved their compensation on the components of CEO pay, the practice to do so is still a recommendation rather than a requirement. I find large discrepancies in the availability of information between the years 2001 and 2005 included in this study. Information for 2005 is more often worn in its components, providing data that allows it to be used for studies such as this more readily.
In July 2005, the Swedish Code for Corporate Governance was implemented (SOU, 2004, Dagens Industri, 2005). I believe that the guidelines proposed in this code will encthisage firms to increase their disclosure of information on the components of CEO compensation. Judging from annual thesis for Swedish listed firms from 2006, this appears to be the case, which implies that, the understanding or CEO compensation may be improved in the future (e.g. Electrolux Annual Thesis, 2007).

One of the main possibilities for improvement in this study would be to increase the number of observations over the years. Since i believe more detailed compensation data will be available from Swedish firms over the coming years, it would be interesting to develop this study further with additional data. This is perhaps most clearly illustrated when comparing the data available to Zhou (2000) for the Canadian market or Hartzell and Starks (2003), who use 36,000 observations in their study of the American market. In addition, comprehensive ownership data listing all owners and their classification as foreign and/or institutional would strengthen the results of this study.
This results show that institutional and foreign investors, respectively, do not affect CEO compensation, while i do find evidence when using a subcategory of institutional investors. This indicates that the current division regarding owners may not be sufficient in explaining the effect of ownership on CEO compensation. For future studies, it may be interesting to follow studies such as Giannetti and Laeven (2007) and Almazan et al. (2004), in which a subcategory to one investor group is chosen and thus further investigate which investor categories have the largest influence on CEO compensation.
Another interesting aspect, which has been noted by several studies, is the effect of board structure on CEO compensation (e.g. Bebchuk and Fried, 2005, Chhochharia and Grinstein, 2006 and Tian and Twite, 2006). The corporate governance regulations regarding factors such as the number of executives on the board, the independence of the board members and if the CEO is also the chairman of the board may affect the level and composition of CEO compensation. As mentioned previously, the board of directors may also be subject to agency problems that affect their monitoring responsibilities. The mechanisms of these factors and relationships have yet to be researched and may help explain the levels and structure of CEO compensation.
Much research remains in the area of ownership and CEO compensation. As this thesis shows, many studies within this area have been conducted recently and there is an ongoing debate on the determinants of CEO compensation. This suggests that further contributions to better understand the connection between ownership and CEO compensation may be available within the next few years.
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