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Abstract 

Compensation to executives is a complex and continuous topic that attracts media, academia, 

legislators, and not least the public. Due to the surprisingly under-examined research topic in 

Sweden and inconclusive results in prior research, this paper seeks to establish how 

compensation committees affect CEO compensation in light of the principal-agent theory and 

through uni-, bi-, and multivariate analyses. Our sample consists of approximately 200 

companies listed on Nasdaq OMX Stockholm between 2013 and 2015. We find that CEO 

compensation is higher in companies with compensation committees compared to companies 

without, contradicting principal-agent theory. The findings suggest that companies might 

install compensation committees to legitimize higher CEO compensation, or due to social and 

legal pressures related to their company size. Further, the results indicate that companies with 

a compensation committee have a positive and stronger relationship between performance and 

CEO compensation than companies without, supporting principal-agent theory. Nevertheless, 

due to low explanatory power of pay-for-performance, there are other potential explanations 

for CEO compensation, such as power and compensation structure.  

 

Key words: Corporate governance, CEO compensation, compensation committee, principal-

agent theory.  
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1. Introduction 

1.1.  Background 

Compensation to executives is a complex and continuous topic that attracts media, academia, 

legislators and not least the public. The complexity of executive compensation is related to the 

corporate governance structure, which is defined as “the system by which companies are 

directed and controlled” (Cadbury, 1992, p.14). A common issue within corporate governance 

is the agency problem, which refers to conflicts between the principal (shareholder) and the 

agent (manager) due to the separation between ownership and control (Berle and Means, 1932). 

Commonly, a contractual situation is created in terms of compensation, in order to incentivize 

proper behavior and mitigate the risk for self-serving actions by the manager at the cost of the 

owners (Jensen and Meckling, 1976; Fama, 1980, Jensen and Murphy, 2010).  

 

A highly discussed debate nowadays is the size of Chief Executive Officer (CEO) 

compensation and its relation to the performance of the firm (Jensen and Murphy, 1990; 

Bebchuk and Fried, 2003; Core and Guay, 2010; Conyon, 2014). Excessive CEO compensation 

is in the interest of both internal and external stakeholders, as it could create tensions and 

dissatisfaction. Internally, it can be problematical if the CEO compensation outpaces the 

income of average employees (Conyon, 2014). Externally, shareholders can perceive that high 

CEO compensation impairs the value of the company in the long run, especially if it is 

insufficiently linked to firm performance (Bebchuk et al., 2002; Bebchuk and Fried, 2003).  

 

The topic of CEO compensation has traditionally been discussed thoroughly after various 

financial crises, for instance after the dotcom bubble as well as after the financial crisis of 2008-

2009. While a number of people lost their jobs, private investments, and pensions, CEOs were 

still highly compensated (Story and Dash, 2009). In Sweden, the debate about the size of CEO 

compensation has also been highlighted. In 2016, the CEO of ABB, Ulrich Spiesshofer, earned 

77 million SEK including a bonus corresponding to 394 % of his fixed salary (ABB, 2016). 

This became criticized by several stakeholders (SvD, 2016; Tapper, 2016). For instance, one 

front figure and large owner in ABB, Christer Gardell, expressed a general concern regarding 

CEO compensations that do not reflect the result of the company (SvD, 2016). In addition, the 

Swiss foundation ‘Ethos Foundation’ encouraged shareholders of ABB to express disinterest 
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regarding the proposition about the CEO compensation (Tapper, 2016). CEO compensation is 

a topic that concerns different stakeholders and the situation in ABB is far from unique. 

 

It is the board of directors that is primarily responsible for hiring, firing, and compensating the 

CEO (Conyon and Peck, 1998). Several scholars have studied how different board 

compositions affect CEO compensation, through demographic characteristics such as gender, 

age, and nationality (Daily et al., 1998; Anderson and Bizjak, 2003; Jonnergård and Stafsudd, 

2011). However, a less researched area in reference to CEO compensation, is the specific sub-

committee within the board of directors, known as the compensation committee.1 Although not 

restricted in the Swedish code of corporate governance (The Code),2 the committee usually 

consist of two to four independent3 board members, who are elected by the board of directors 

on an annual basis and are responsible for evaluating the quality of the CEO compensation 

(Bebchuk et al., 2002; Segal et al., 2015; The Code, 2016). Based on the evaluation of the 

compensation committee, the board of directors are responsible to decide the CEO 

compensation (The Code, 2016). Hence, compensation committees should create more 

transparency and accountability in the pay-setting process. Even though, the final decision of 

the CEO compensation is made by the board of directors, Daily et al. (1998) suggest that 

compensation committees might be even more relevant to examine, as the committees exert a 

significant influence over the executive pay. 

 

Moreover, the compensation committee should function as a mechanism to align the interests 

of the CEO and the shareholders, and thereby reduce the necessity of an excessive CEO 

compensation. More specifically, a compensation committee should prevent executives setting 

their own salaries at the expense of the shareholders (Conyon and Peck, 1998). Previously 

empirical studies on this subject are not conclusive. While the studies of Main and Johnston 

(1993) and Conyon and Peck (1998) indicate that compensation committees result in higher 

CEO compensation, other studies have not found such relationship (Anderson and Bizjak, 

2003; Conyon, 2014). Markóczy et al. (2013) states that the establishment of a compensation 

                                                
1 The committee is called remuneration committee in the UK and compensation committee in the US, 
henceforward mentioned as compensation committee in this study.  
2 The Code complements the Swedish law and follows the principle of ‘comply or explain’ in order to improve 
corporate governance in Swedish companies (The Code, 2016).  
3 In Sweden, the chairman of the board can act as chairman of the compensation committee, however, other 
members of the committee should be independent in relation to the company and the management (The Code, 
2016). 
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committee may function as a symbolic management tool in order to meet social and legal 

pressure as well as legitimize higher CEO compensation. The inconclusive results regarding 

the effect of compensation committees highlights the necessity to further investigate this 

research field.  

 

According to Conyon (2014), most studies regarding compensation committees stem from 

Anglo-Saxon countries, while non-Anglo-Saxon4 countries are not well explored. 

Consequently, several authors have encouraged future research to conduct similar studies in 

non-Anglo-Saxon countries, thus enabling a comparison between the two country models 

(Conyon and Peck, 1998; Adams et al., 2010). Further, Anderson and Bizjak (2003) argue that 

it would be interesting to include countries where it is not compulsory to have a compensation 

committee, since it is more likely that CEOs in companies without these committees are able 

to affect their own compensation. Nevertheless, such study is not possible to conduct in for 

instance the US, as US publicly held companies are required to have a compensation committee 

(NASDAQ, 2017; NYSE, 2017). In Sweden, firms are supposed to follow the Code (2016), 

which recommends Swedish companies to install a compensation committee. However, 

Swedish firms are still able to neglect this proposition. 

1.2. Aim and contribution of the study  

Studies of compensation committees have received little attention in prior studies and 

particularly in Sweden. A study of compensation committees in Swedish listed companies 

would therefore contribute to the research field, since it is a non-Anglo-Saxon country that 

includes companies with a compensation committee as well as companies without. Thus, this 

study has verbalized the following research question: How do compensation committees affect 

CEO compensation? 

1.3. Disposition  

The reminder of this paper has the following disposition. Section 2 reviews relevant 

frameworks and literature of CEO compensation as well as the concept of compensation 

committees. Section 3 describes the data and the methodological approach. Section 4 presents 

the key findings of this study. Section 5 concludes the results.  

                                                
4 In this study, the US and UK are examples of Anglo-Saxon countries, while Sweden is an example of a Non-
Anglo-Saxon country.  
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2. Literature review  

2.1. Theoretical framework  

The principal-agent theory is the most dominant basis for studies regarding the effect of 

compensation committees on CEO compensation. However, while principal-agent theory 

focuses on the direct relationship between a compensation committee and the CEO 

compensation, other theories might be useful in examining specific parts of this relationship, 

such as characteristics of the compensation committee or the CEO compensation. For instance, 

the resource dependence theory includes the recruitment process of CEOs in order to 

understand how it affects CEO compensation (Pfeffer and Salancik, 1978). Further, the social 

comparison theory adds a comparative perspective to this relationship, e.g. by comparing CEO 

compensation with peers in the same industry, in order to understand how CEO compensation 

might be influenced by the compensation of other CEOs (Festinger, 1974). Based on previous 

research findings, the main theory of this paper is the principal-agent theory. However, one 

significant theory that complements principal-agent theory, is the managerial power theory as 

it uses a different approach in explaining CEO compensation. The theory argues that CEO 

compensation may be insufficiently linked to firm performance, at the expense of shareholders, 

due to a power relationship (Bebchuk and Fried, 2003). Therefore, we find it necessary to 

control for variables in line with managerial power theory in this study.  

2.2. Principal-agent theory 

The idea of separation between ownership and control, also known as the ‘agency problem’, is 

a vital part of corporate governance and more specifically in principal-agent theory (Berle and 

Means, 1932; Thomsen and Conyon, 2014). The idea of the agency problem is the risk that 

managers do not act on behalf of the shareholders and the ambition is to come up with proper 

solutions in which shareholders can guarantee that managers act in the interest of the 

shareholders (Jensen and Meckling, 1976; Fama, 1980). The greater the agency problem, the 

more monitoring or control establishments need to be added, which results in higher agency 

costs. Higher agency costs are concerning in light of shareholders as increasing costs can impair 

the value of the company in the long run. This issue is vital for our study as agency costs 

commonly include contracts of compensation (Jensen and Meckling, 1976). 
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The broad definition of ‘agency problems’ can be divided into three different types of 

problems, which are presented in Table 1: (i) Type 1, (ii) Type 2, and (iii) Type 3. Type 1 

problems are also known as ‘owner-manager agency problems’ and concern issues related to 

managers who do not always act in the interests of owners. Type 2 problems are related to 

conflicts between majority and minority investors. For instance, it can occur in companies that 

are family controlled and where the family is a majority investor with a different view of the 

company, compared to that of minority investors. Type 3 problems are related to corporate 

social responsibility and concern conflicts between shareholders and stakeholders. Such 

problems can for instance include conflicts between employees and shareholders, or between 

shareholders and customers (Thomsen and Conyon, 2014).  

 

The most essential type of problem in this paper is the Type 1 problem, as the solution 

commonly includes contracts of compensation. In order to align the interests of the CEO and 

the shareholders, a contractual situation is created to mitigate the risk for self-serving actions 

by management at cost of the owners (Jensen and Meckling, 1976). Compensation or control 

establishments are therefore created in order to incentivize proper behavior of the CEO (Jensen 

and Meckling, 1976; Fama, 1980). There are different strategies for creating what is knowns 

as ‘optimal compensation contracting’, which aims to motivate managers in the presence of 

asymmetric information, i.e. when the agent has more information about his work and the status 

of the firm than the principal. Independent of the strategy of the contract, it commonly includes 

compensation arrangements to the manager (Jensen and Murphy, 2010).  

 

Table 1 - Three types of agency problems within the principal-agent theory

Agency Problems Involved Parties Examples

Type 1 Owners
Managers

Managers act in self-interest at the cost of owners

Majority investors
Minority investors

Type 3
Shareholders
Stakeholders

Shareholders may act in self-interest on the behalf of other 
stakeholders

Type 2 Majority investors may act in order to obtain substantial benefits 
at the cost of minority investors

This table presents agency problems that can occur between the principal and the agent. In addition, involved parties 
and examples are provided.
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2.2.1. The use of compensation committees to mitigate agency problems 

In line with principal-agent theory, a more narrowed separation between ownership and control 

should prevent executives to set their own salaries. Thus, a board of directors function as a 

mechanism against self-serving management, due to the narrowing of distance between the 

CEO and the shareholders. According to principal-agent theory, the compensation committee 

acts as an additional mechanism to ensure that the CEO compensation is in line with the 

interests of the shareholders. The theoretical implication is that executives have more influence 

over their own salaries without a compensation committee, which results in a higher CEO 

compensation at cost of the shareholders (Conyon and Peck, 1998). 

 

In addition, a compensation committee should result in a more reasonable compensation, which 

should be a reflection of the firm performance. According to Jensen and Murphy (2010) the 

board of directors create incentives for the CEO to maximize the value of the company by 

providing compensation rewards for good performance, such as higher salary, or penalties for 

poor performance such as termination of employment. One example of such relationship is to 

tie the variable part of the CEO compensation to the performance of the company, commonly 

referred to as ‘pay-for-performance’. According to this approach, the CEO compensation 

should increase in proportion to the performance of the company (Jensen and Murphy, 1990). 

The theoretical implication of a compensation committee is that it should exercise influence on 

CEO compensation, in terms of linking the compensation to the performance of the company, 

which is in line with the interests of the owners (Conyon and Peck, 1998).  

2.2.2. Assumptions under the principal-agent theory 

Six essential assumptions under this theoretical approach are that: (i) there is a separation 

between the principal and the agent, (ii) there are conflicting interests between the principal 

and the agent, (iii) both parts are rational and act in rationality for their own interests, (iv) there 

are asymmetric information, (v) there are uncertainties (risk), in terms of other factors that may 

affect the outcome of the work of the agent, such as unforeseen changes or bad luck, (vi) there 

is risk aversion in the sense that the agent prefer to get compensated for economic uncertainty 

(Thomsen and Conyon, 2014).  
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2.3. Additional theoretical approaches  

Even though principal-agent theory dominates the academic research field regarding CEO 

compensation, there are other approaches trying to explain this phenomenon. In general, 

criticism regarding the theory concern the assumption of rationality as people are seen as utility 

maximizers. This assumption has been criticized by for instance the bounded rationality theory 

and the prospect theory, which argue that people do not have the capacity to be rational and 

does therefore not always act in a rational way (Simon, 1955; Kahneman and Tversky, 1979). 

In addition, managerial power theory5 complements the principal-agent perspective, by arguing 

that CEO compensation is related to and increases with power. The theory argues that CEO 

compensation is insufficiently linked to firm performance at the expense of shareholders, due 

to the use of power (Bebchuk et al., 2002; Bebchuk and Fried 2003). Commonly, the CEO uses 

camouflage techniques, such as hiring external consultants with expertise in the compensation 

field in order to legitimize a higher CEO compensation (Bebchuk et al., 2002; Murphy and 

Sandino, 2010).  

 

The power of the CEO mainly depends on two factors: (i) the composition of the board and (ii) 

the ownership structure (Bebchuk et al., 2002). The composition of the board can be explained 

by the number of board members, where CEO compensation increases with larger boards (Core 

et al., 1999). While principal-agent theory explains this through reduced effective monitoring, 

such as less likelihood to hold specific board members accountable (Jensen, 1993), managerial 

power theory states that CEOs are expected to set their own pay to a larger extent due to their 

increased power (Bebchuk and Fried, 2002).  

 

Moreover, both theories argue that a dispersed ownership structure should result in higher CEO 

compensation (Jensen and Meckling, 1976; Bebchuk et al., 2002; Elston and Goldberg, 2003). 

According to the principal-agent theory, the total CEO compensation is expected to be lower 

in companies with high concentration of ownership, due to more effective monitoring and 

thereby a decreased necessity, or ability, to extract high CEO compensation and vice versa 

(Jensen and Meckling 1976; Elston and Goldberg, 2003). Similarly, managerial power theory 

explains this relationship through the power related to large owners. The more concentrated 

ownership, the more power can be influenced by large owners over the CEO, which in turn 

should result in reduced extraction of rents. Conyon and Peck (1998) do not find that ownership 

                                                
5 Also known as rent extraction or board capture theory.  
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concentration affects CEO compensation. Nevertheless, as there are both theoretical and 

practical indications suggesting that board size and ownership structure affect CEO 

compensation, they will be controlled for in this study. 

2.4. CEO compensation  

The debate regarding CEO compensation has spurred due to the considerably high acceleration 

of CEO pay since the 1990s (Frydman and Jenter, 2010). Similarly, the structure of CEO 

compensation has changed resulting in an upgoing trend towards increasing variable 

compensation and higher total CEO pay, both in an international and Swedish context 

(Frydman and Jenter, 2010; Conyon 2014; Vural, 2017). Higher CEO compensation is not 

necessarily problematical as some argue that it could reflect improved evaluating processes by 

the board of directors, whose aim is to create a stronger link between pay and performance 

(Conyon and Peck, 1998). Others however, are more concerned due to that increasing CEO 

compensation could create a ‘pay competition’ and thereby an increasing CEO pay trend 

(Vural, 2017).  

2.4.1. The structure of CEO compensation  

Generally, CEO compensation consists of fixed and variable compensation6 and is further 

divided into five main components: (i) fixed salary, (ii) short-term incentive programs (STIP),7 

(iii) long-term incentive programs (LTIP), (iv) pension and (v) other benefits (Bång and 

Waldenström, 2009). These compensation variables should be decided upon during the annual 

general meeting (SFS 2005:55 7:61§) and must be presented separately in the annual financial 

statement (SFS 1995:1554 5:40§). Fixed salary refers to the annual cash compensation. STIP 

reflect short-term incentives, which normally lasts for one year. Thereby, it is commonly 

related to the annual performance of the company and given as a percentage of the fixed salary, 

depending on achieved pre-defined measurements (SFS 1995:1554 5:40§; The Code, 2016). 

LTIP usually lasts for three years with different purposes, such as to reduce employee turnover, 

attract talents, tax benefits etc. (KPMG, 2015; SOU 2016:23; The Code, 2016). Most 

commonly for STIP and LTIP, compensation will not be handed out or retained by the company 

if the individual resigns from the employment during the time of the program (Skatteverket, 

2018). Furthermore, according to KPMG (2015), the structure of LTIP is similar in different 

                                                
6 Fixed compensation is not directly linked to company performance and includes fixed salary, pension, and 
other benefits. Variable compensation is linked to company performance and includes STIP and LTIP. 
7 Also known as annual bonus, variable salary etc. Henceforward mentioned as STIP in this study.  
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industries. However, it is structured differently in terms of cash compensation, shares, options, 

profit-sharing programs, convertibles etc., depending on the size of the company. In 2015, 

almost 40% of all Swedish listed companies on Nasdaq OMX Nordic Exchange proposed to 

implement a new incentive program, where large cap companies preferred share programs and 

small cap companies preferred option programs (KPMG, 2015). The compensation in terms of 

pension is often paid as a percentage of the fixed salary by the company and retained by the 

employee, at earliest after turning 61 years old (Pensionsmyndigheten, 2018). The category 

‘other benefits’ may include slightly different posts for different firms. However, it frequently 

includes compensation of health coverage, the use of transportation, and benefits such as a 

company car (SFS 1995:1554 5:40§).  

2.4.2. CEO compensation in different corporate governance models 

According to Fernandes et al. (2013), the proportion of the total CEO compensation in Sweden 

is approximately compounded as follows: fixed salary (60%), STIP (20%), LTIP (<5%), and 

other benefits (15%).8 The proportion of STIP and other benefits in Sweden are similar in 

Anglo-Saxon countries, in this case the UK and the US. However, there are at least three main 

differences: (i) total compensation, (ii) fixed salary, and (iii) LTIP. Firstly, the average total 

CEO compensation in Swedish companies only amounts to approximately 1 million USD, 

compared to 2 million USD in the UK and 2.6 million USD in the US. Secondly, fixed salary 

amounts to approximately 30-40% of the total compensation in the UK and US, compared to 

60% in Sweden. Thirdly, LTIP amounts to approximately 30-40% of the total CEO 

compensation in the UK and US, compared to less than 5% of the total compensation in 

Sweden. Thus, CEO compensation in Sweden mainly consists of fixed salary and the variable 

compensation is considerably lower compared to the UK and the US (Fernandes et al., 2013). 

 

 

 

 

 

                                                
8 Pensions are not presented separately in the study of Fernandes et al. (2013).  
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2.5. Compensation Committee 

In order to mitigate the increased CEO compensation during the 1970s, the Securities and 

Exchange Commission (SEC) started to recommend listed companies in the US to include 

detailed information about the compensation committee such as its purpose, composition, and 

meeting frequency in the proxy statement (Main and Johnston, 1993). In 1985, around 86% of 

the top 1000 largest US companies had installed such committee and today US listed companies 

are required to have a compensation committee (NASDAQ, 2017; NYSE, 2017). The usage of 

compensation committees was introduced somewhat later in the European context. In the UK, 

recommendations considering compensation committees were applied during the 1990s 

(Cadbury, 1992; Greenbury Report, 1995). In Sweden, recommendations about compensation 

committees became relevant when the Code was applied in 2005 (The Code, 2016).  

 

Nevertheless, it was not until the 1990s when academia started to pay attention to the usage of 

compensation committees in relation to CEO compensation. Conyon9 and Peck (1998) was one 

of the first publications with the aim to study the role of compensation committees. The study 

focused on CEO compensation in the 100 largest public listed companies in the UK between 

1991-1994. The most significant findings were that CEO compensation is higher in companies 

that have a compensation committee. This conclusion supports previous findings conducted by 

Main and Johnston (1993) and opposes the principal-agent theory. Recently, due to changed 

legalization policies such as the Dodd-Frank Act (2010), Conyon (2014) decided to revise the 

previous study by extending the sample to US companies. In contrast, the study found little 

support of whether compensation committees result in excessive CEO compensation. 

However, it indicated that CEO compensation is positively related to the performance and size 

of a company. The relationship between company size and CEO compensation is supported by 

the study of Jensen and Murphy (2010). The market-based argument for this relationship is that 

excessive CEO compensation is explained by a greater willingness among companies to pay 

for talent when the size of the company increases (Kaplan, 2013; Gabaix et al., 2014).  

 

A commonly studied aspect of compensation committees during the last two decades is the 

effect of non-independent directors in the compensation committee. Today, a majority of 

directors are independent, e.g. 98% in the US, which indicates that independency should not 

                                                
9 Conyon is of the most prominent researchers within the research field of compensation committees and has 
been investigating it in the UK and the US, and more recently also in China. 
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affect CEO compensation at large extent (Conyon, 2014). This is confirmed by previous 

studies, which found no significant relationship between independence within the 

compensation committee and the level of CEO compensation (Daily et al., 1998; Newman and 

Moses, 1999; Anderson and Bizjak, 2003; Vafeas, 2003 and Conyon and He, 2004).  

 

More recently, researchers within this field have shifted from studying independence of 

compensation committees towards paying attention to the usage of external compensation 

consultants in compensation committees (Bebchuk et al., 2002; Cadman et al., 2010; Murphy 

and Sandino, 2010; Conyon, 2011; Armstrong et al., 2012; Foreman and Howard, 2016). In 

2006, approximately 80% of the US listed companies hired compensation consultants 

(Cadman, 2010; Murphy and Sandion, 2010). Conyon (2011) argues that there are indications 

of higher CEO pay in firms that hire compensation consultants for advices, further supported 

by managerial power theory. However, there are divided opinions whether the increased CEO 

compensation is due to conflicts of interest, such as the desire of cross-selling and repeat 

business contracts (Cadman et al., 2010; Murphy and Sandion, 2010; Conyon, 2011).  

2.5.1. Compensation committees in different corporate governance models  

In general, the purpose of using compensation committees in Sweden is similar to Anglo-Saxon 

countries, such as in the US and UK. However, there are at least two legal differences that 

should be highlighted: (i) the requirement of the compensation committee itself and (ii) the 

usage of consultants. First, listed companies in the US are required to have a compensation 

committee with at least three members (NASDAQ, 2017; NYSE, 2017), while listed companies 

in Sweden are recommended to have a compensation committee. If the board in Swedish listed 

companies find it effective, the whole board can function as the compensation committee, given 

that the CEO is excluded from the work (The Code, 2016). Secondly, the implementation of 

the Dodd-Frank Act (2010) requires US listed companies to inform investors about the usage 

of compensation consultants and their independence when determining the CEO compensation. 

In contrast, there are no legal requirements in Sweden about informing investors if consultants 

are used, more than to assure that no conflicts of interest exist (The Code, 2016). Due to the 

lack of legal restrictions and available data regarding consultants, it is not suitable to conduct 

this type of research in Sweden.  

 

 



14 

The two legal differences may be explained by the unique corporate governance models and 

legislations in each country. According to La Porta et al. (1998), the common law system, 

which is practiced in Anglo-Saxon countries, are dominated by high investor protection and 

dispersed ownership, while the opposite is applicable for civil law systems used in e.g. Sweden. 

The defined differences are essential to bear in mind when considering how compensation 

committees affect CEO compensation as it may influence the results.  

2.6. Summary of literature review  

Table 2 displays a summary of relevant variables in the literature review and their relationship 

to CEO compensation. These variables are tested in this study in order to examine the effect of 

compensation committees on CEO compensation.  

 

 
 

 

Table 2 - Summary of literature review regarding CEO compensation

Variable Theory Previous Research

Company Size Principal-agent theory (+) Conyon (2014)
Jensen and Murphy (2010)

(+)
(+)

Performance Principal-agent theory
Managerial power theory

(+)
(/)

Bebchuck and Fried (2003)
Conyon (2014)
Conyon and Peck (1998)
Jensen and Murphy (1990)

(/)
(+) 
(+)
(+) 

Board Size
Principal-agent theory
Managerial power theory

(+)
(+)

Core et al. (1999)
Bebchuck and Fried (2003)
Jensen (1993)

(+)
(+)
(+)

Ownership Concentration Principal-agent theory
Managerial power theory

(-)
(-)

Bebchuck et al. (2002)
Conyon & Peck (1998)
Elston and Goldberg (2003)
Jensen and Meckling (1976)

(-)
(/)
(-)
(-)

Compensation Committee Principal-agent theory (-)
Conyon and Peck (1998)
Conyon (2014)
Main and Johnston (1993)

(+)
(/)
(+)

This table displays a summary of the relavant varibles in the literature review and their relationship (positive (+), 
insignificant (/), negative (-)) to CEO compensation, also connected to theory and previous research.
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3. Data methodology and hypothesis  

3.1. Data  

The data used in this study consists of small-, medium-, and large cap companies listed on 

Nasdaq OMX Stockholm (OMXS) between the years of 2013 and 2015,10 in order to extend 

the data sample size and thereby the reliability of this study. Moreover, the data sample includes 

three selection criterias: (i) CEO compensation, (ii) company data i.e. company size and 

performance, and (iii) governance data i.e. board size, ownership concentration, CEO turnover, 

and compensation committee. Data considering CEO compensation was manually obtained 

from annual reports. All company data was gathered from the database Datastream. 

Governance data, in terms of board size and ownership concentration were collected from SIS 

Ägarservice.11 Data regarding ownership concentration and compensation committees were 

manually obtained from annual reports. Information about CEO turnover was gathered from 

the database Retriever Business.  

 

Table 3 presents the data sample used in this study and includes companies listed on OMXS 

between 2013-2015. In 2015, 312 companies were listed on OMXS, however, 118 companies 

in total are excluded from the sample due to four reasons: (i) the company was not listed the 

full period, (ii) the headquarter of the company was registered abroad, (iii) the company 

operated in credit and securities businesses, or (iv) the company had missing data. Companies 

that were not listed the whole period are excluded in order to obtain more accurate data, in line 

with the study of Conyon and Peck (1998). Further, companies with headquarters registered 

abroad are excluded, as the structure of CEO compensation in these firms frequently does not 

reflect the typical compensation structure in Swedish companies, which is the aim of the study. 

In addition, companies that operated in credit or securities business are excluded due to special 

legal requirements as these companies follow a separate Annual Accounts Act (SFS 

1995:1559), which complicates the process of comparing data. The term ‘missing data’ 

includes companies that for instance do not specify the CEO compensation correct according 

to the Annual Accounts Act (SFS 1995:1554). The final sample consists of 194 companies, 

which amounts to 582 firm-year observations.12 

                                                
10 The data is not adjusted for inflation, due to low inflation during the time period (SCB, 2018).  
11 SIS Ägarservice provides ownership data that can be found in the database Holdings (Modular Finance, 
2015).  
12 The final sample consists of 582 firm-year observations (194 companies x 3 years = 582).  
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3.2. Hypotheses  

In order to answer our research question of how compensation committees affect CEO 

compensation, two hypotheses are verbalized from the perspective of principal-agent theory.  

 

Hypothesis 1: CEO compensation is lower in companies with compensation committees.  

 
Hypothesis 2: Companies with compensation committees have a positive and stronger 

relationship between performance and CEO compensation, than companies without.  

3.3.  Variables 

The operationalization of this paper follows the one used by Conyon and Peck (1998) and 

Conyon (2014), except some minor changes due to recent academic research findings. In 

similarity, this study also uses uni-, bi-, and multivariate analyses13 in order to explain how the 

dependent variable ‘CEO compensation’, is affected by the independent variable 

‘compensation committee’. In summary, Conyon and Peck (1998) use five control variables: 

(i) nomination committees, (ii) off-board shareholdings,14 (iii) board size, (iv) performance, 

and (v) company size. This study adopts three of the above stated control variables. The 

nomination committee variable is excluded from this study since 97% of the Swedish listed 

companies in 2013 had a nomination committee (Fristedt et al., 2014). The off-board 

shareholding variable is replaced with another ownership concentration variable, which is more 

                                                
13 All analyses are conducted in IBM SPSS statistics software. 
14 Off-board shareholdings is defined as above 3% of equity owned by the single largest non-board individual or 
institution (Conyon and Peck, 1998).  

Table 3 - Data sample for companies listed on Nasdaq OMX Stockholm

Year 2013-2015
# of 

Companies
# of 

Excluded Companies
Accum. # of

Included Companies 

Listed Companies1) 312 0 312

Less Companies Not Listed Full Period 87 225

Less Companies with HQ Registered Abroad 18 207

Less Companies in Credit/Securities Business 5 202

Less Companies with Missing Data 8 194

Total 312 118 194
1) Listed on Nasdaq OMX Stockholm Exchange 2015-12-31 

This table presents the data sample used in this study and includes companies listed on the Nasdaq OMX Stockholm 
exchange between 2013 and 2015. The final sample consists of 194 companies and 582 firm-year observations in total. 
Furthermore, the columns present the number of listed companies, number of excluded companies and finally the
accumulated number of included companies in the study.
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suitable in the Swedish context with certain unique control mechanisms in the corporate 

governance system, such as dual-class shares (La Porta et al., 1998; Carlsson, 2007; Palmberg, 

2015). CEO turnover is included as an additional control variable in our study since CEO 

turnovers commonly increase the CEO compensation, due to for instance severance pay (Daily 

et al., 1998; Vafeas, 2003). Moreover, CEO turnover ratio is increasing globally and in Sweden, 

particularly in 2015 when the global CEO turnover ratio was measured to 17 % (Karlsson et 

al., 2017).  

 

Our baseline regression model is written as follows, 

 

!"#	!%&'()*+,-%)i, t = b1(!%&'+)0	1-2() + b2(5(67%6&+)8() + ß3(9%+6:	1-2() +
b4(#;)(6*ℎ-'	!%)8(),6+,-%)) + b5(!"#	=>6)%?(6) + b6(!%&'()*+,-%)	!%&&-,,(() 

+ e, 

         

where CEO Compensation is measured as the sum of fixed salary, STIP, pension and other 

benefits, also known as cash compensation15 (Conyon and Peck, 1998; Conyon 2014); 

Company Size is measured as the natural logarithm in order to reduce any potential skewness 

and is measured as total sales, rather than of total assets or total number of employees due to a 

shift towards more service-oriented business models and digitized solutions, which has affected 

the structure of the balance sheet (Lusch and Vargo, 2004; Murphy and Sandion, 2010; Conyon 

et al., 2011); Performance is measured as net income divided by average total assets, also 

known as return on assets (ROA)16 (Cadman et al., 2010; Armstrong 2012; Conyon, 2014; 

Wen-hsin Hsu et al., 2014; Lee et al., 2016); Board Size is measured as the number of board 

members at the end of the financial year except deputy directors17 and employee 

representatives18 (SFS 1995:1554 5:40§; Fristedt et al., 2014); Ownership Concentration is 

measured as the total voting rights of the single largest owner;19 CEO Turnover is measured 

                                                
15 LTIP is excluded since it usually lasts for several years, which complicates the ability to capture the effect of 
in this study (SOU 2016:23; The Code, 2016).  
16 Key performance indicators are divided into two scholars, accounting-based e.g. ROA and market-based e.g. 
total shareholder return measurements. ROA is commonly used within the field of compensation committee in 
relation to CEO compensation and therefore used in this study.  
17 Deputy directors are excluded as they are supposed to replace ordinary board members only if he or she 
departs, dies, or in case of illness etc. (Bolagsverket, 2016).  
18 Employee representatives are excluded since they are not elected on the annual general meeting due to trade-
unions (SFS 1987:1245).  
19 Commonly, ownership concentration is measured as a fixed cut-off point of for instance 20% of the voting 
rights for the single largest owner (Berle and Means, 1932; La Porta et al., 1999). However, due to enriched 

(1) 
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with a dummy variable at the end of the same year as the turnover occurs independently of the 

reason behind it, with the value of 1 if a CEO turnover occurs and 0 otherwise;20 and 

Compensation Committee is measured with a dummy variable with the value of 1 if the 

company has a compensation committee and 0 otherwise (Main and Johnston, 1993; Conyon 

and Peck, 1998).  

 

Nevertheless, the findings of this study should be considered with some cautiousness as other 

methodological choices such as different control variables and the operationalization of them, 

as well as other timeframes could lead to different results. However, robustness tests are 

executed in order to verify the validity and reliability of the methodological choices and results 

of this study. All analyses are controlled for by additional unreported tests for each specific 

year in order to reveal potential misleading results, which are described in section 4. 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                
ownership data in Sweden, this study does not find the operationalization used in previous studies suitable, as 
companies with fairly similar ownership concentration can be classified remarkably different. 
20 Commonly, CEO turnover result in additional compensation related to e.g. severance payments. In order to 
include this effect on the CEO compensation variable, the CEO turnover variable is included in the model.  
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4. Results 

4.1. Univariate analysis of CEO compensation  

Table 4 presents the descriptive statistics of the 194 companies included in this study, with 582 

firm-year observations. The mean of CEO compensation across the sample firms is 7.6 million 

SEK and varies between 7.0 (2013) and 8.3 (2015) million SEK.21 The increase of CEO 

compensation between 2013-2015 is consistent with the findings of Frydman and Jenter (2010), 

who state that executive compensation has increased since the 1990s. On average, company 

size (measured as total sales) is 13.4 billion SEK.22 The mean of performance (measured as 

ROA) amounts to 2.9%.23 In total, the board size, on average, consists of 6.6 people. The 

ownership concentration of the single largest shareholder is on average 30.0%. Further, the 

average CEO turnover is stable around 16.3% and consistent with recent findings of Karlsson 

et al. (2017). Finally, this table displays that 69.9% of the companies have a compensation 

committee, concluding that all companies do not apply the recommendations of the Code 

(2016). Due to the divided usage of compensation committees in Sweden, this study is able test 

whether CEOs in companies without such committee are more likely to affect their own 

compensation.  

 

 

 

 

 

 

 

 

 

 

 

                                                
21 Min. for CEO compensation total is 0.0 million SEK due to two firm-year observations. However, since these 
observations do not affect the mean significantly they are included in the analysis.  
22 Min. for company size 2014 is - 0.3 billion SEK due to one firm-year observation, also excluded in the bi- 
and multivariate analyses since the variable ‘company size’ need to be computed with the natural logarithm due 
to high skewness across the sample.  
23 Min. for performance (ROA) is -117.5% (2014) and -141.1% (2015) due to two firm-year observations. 
However, since these observations do not affect the mean significantly they are included in the analysis.  
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Table 4 - Descriptive statistics of sample 

Year   Mean   Std.Dev.   Median   Min.   Max.   Skewness

2013   7.0   7.0   4.4   0.0   43.3   2.6
2014   7.5   7.1   4.9   0.4   48.7   2.5
2015   8.3   8.7   5.4   0.0   54.0   2.6
Total   7.6   7.6   4.8   0.0   54.0   2.6

2013   12.5   33.2   1.6   0.0   272.6   4.9
2014   13.3   34.9   1.7 - 0.3   282.9   4.7
2015   14.5   38.3   1.9   0.0   312.5   4.8
Total   13.4   35.8   1.7 - 0.3   312.5   4.8

2013   2.0   13.9   4.6 - 85.6   35.6 - 2.4
2014   3.1   17.1   4.8 - 117.5   72.2 - 2.6
2015   3.7   19.5   6.1 - 141.1   68.4 - 3.0
Total   2.9   17.0   5.1 - 141.1   72.2 - 2.8

2013   6.5   1.5   6.0   3.0   13.0   0.9
2014   6.6   1.5   6.0   3.0   13.0   0.8
2015   6.6   1.5   6.0   3.0   11.0   0.4
Total   6.6   1.5   6.0   3.0   13.0   0.7

2013   30.3   18.6   25.9   5.1   96.7   1.2
2014   29.9   18.4   25.9   3.5   90.0   1.0
2015   29.6   18.0   26.0   4.0   88.1   1.0
Total   30.0   18.3   25.9   3.5   96.7   1.1

2013   15.5   n/a   n/a   n/a   n/a   n/a
2014   17.0   n/a   n/a   n/a   n/a   n/a
2015   16.5   n/a   n/a   n/a   n/a   n/a
Total   16.3   n/a   n/a   n/a   n/a   n/a

2013   70.1   n/a   n/a   n/a   n/a   n/a
2014   69.6   n/a   n/a   n/a   n/a   n/a
2015   70.1   n/a   n/a   n/a   n/a   n/a
Total   69.9   n/a   n/a   n/a   n/a   n/a

This table reports the descriptive statistics of the data sample collected between 2013 and 2015. Each year consists of 194 
companies and 582 firm-year observations in total. It includes mean, standard deviation (St.Dev.), median, minimum 
(Min.), maximum (Max.) and skewness. Not applicable (n/a).

Ownership 
Concentration (%)

CEO 
Turnover (%)

Compensation
Committee (%)

CEO Compensation
(SEKm)

Company Size 
(Total Sales SEKb) 

Performance
(ROA %)

Board Size
(#)
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Table 5 presents the independent sample t-tests for equality of the mean of CEO compensation 

for companies with a compensation committee and companies without between the years of 

2013-2015. As reported in the last column t-Stat., the mean difference between the groups are 

highly statistically significant and stable over the years (p-value < 0.001). Therefore, this test 

shows that CEO compensation on average is higher in companies with a compensation 

committee than in companies without. Hence, at 0.1% significance level we reject hypothesis 

1, which states that CEO compensation is lower in companies that adopt compensation 

committees. Overall, our results are valid for the defined population of companies listed on 

OMXS between 2013 and 2015. In unreported test of the distribution (median) using Mann-

Whitney U test, we find similar results for each year. Collectively, the results of the univariate 

analysis are considered robust. 

 

 
In contrast to Conyon (2014), who did not find support to explain that compensation 

committees affect CEO compensation, our study is in line with previous findings of Main and 

Johnston (1993) and Conyon and Peck (1998). These results are not consistent with the original 

purpose of installing a compensation committee, which sought to mitigate the issue of 

increasing CEO compensation (Main and Johnston, 1993). Further, the results contradict the 

principal-agent theory, which state that compensation committees should align the interests of 

the CEO and shareholders and thereby reduce the necessity of high CEO compensation (Jensen 

and Meckling, 1976; Fama, 1980; Jensen and Murphy, 2010). Hence, due to the adverse results 

in our study, a compensation committee as a controlling mechanism seems to create a larger 

Table 5 - Independent sample t-tests of CEO compensation 

Year 
Compensation
Committee # Mean

Std.
Dev.

Mean
 Diff.

t-
Stat.

Yes 136 8.512 7.786
No 58 3.606 2.233 4.906 6.747***

Yes 135 9.069 7.855
No 59 3.884 2.369 5.185 6.977***

Yes 136 10.060 9.756
No 58 4.201 2.647 5.860 6.469***

Yes 407 9.214 8.520
No 175 3.897 2.421 5.317 11.554***

* p < 0.05 (two-tailed)
** p < 0.01 (two-tailed)
*** p < 0.001 (two-tailed)

2013

2014

2015

Total

This table presents the independent sample t-tests for equality of the mean of CEO compensation (SEKm) in companies 
with a compensation committee and companies without such a committee between 2013 to 2015. Each year consists of 
194 companies with 582 firm-year observations in total. It includes mean, standard deviation (Std.Dev.), mean difference 
(Mean Diff.) and the t-statistic (t-Stat.) with p-value (*). 



22 

principal-agent conflict between the principal and agent, as it requires additional monitoring 

and incentives in terms of higher CEO compensation. One can therefore question whether the 

optimal contract is properly designed in order to avoid Type 1 problem i.e. when the CEO 

utilizes information asymmetries and acts in self-interest (Jensen and Meckling, 1976; 

Thomsen and Conyon, 2014). Further, since CEOs of companies with compensation 

committees seem to have more power over their compensation and vice versa (Conyon and 

Peck, 1998), one can question the reliability of the principal-agent theory and consider the 

critical perspective towards rational behavior (Simon, 1955; Kahneman and Tversky, 1979; 

Thomsen and Conyon, 2014).  

 

Nevertheless, the contradictive results presented in this study regarding the effect of 

compensation committees on CEO compensation might be explained from the managerial 

power theory, which states that CEO compensation increases with power (Bebchuk and Fried, 

2003). In the study of Conyon (2011) it is argued that companies with compensation 

committees might use more camouflage techniques, such as external compensation consultants, 

as it should lead to higher CEO compensation due to conflicts of interests, cross-selling, or a 

desire to repeat business contracts (Bebchuk et al., 2002; Cadman et al., 2010; Murphy and 

Sandion, 2010; Conyon, 2011). However, this effect cannot be further tested in Sweden due to 

current legal restrictions (The Code, 2016).  

 

At this stage, the results of the univariate analysis are most coherent with the arguments 

presented by Markóczy et al. (2013), who states that companies might establish compensation 

committees as a symbolic management tool to legitimize higher CEO compensation due to 

social and legal pressures. However, another explanation could be that CEOs in companies 

with compensation committees are less underpaid (Fernandes et al., 2013), due to an improved 

pay-setting process. In order to investigate this relationship further, additional control variables 

need to be added in the analysis. 
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4.2. Bivariate analysis of CEO compensation 

Table 6 presents Pearson’s correlation coefficients between CEO compensation and each of 

the control variables between 2013-2015. As shown, we find a significant and positive 

correlation between CEO compensation and all control variables, except ownership 

concentration. Due to additional and stable unreported correlations for each of the separate 

years, as well as including LTIP in the variable ‘CEO compensation’, the results are considered 

robust.  

 

 
The positive and strongest, yet moderate correlation of company size (0.643) is supported by 

previous theoretical findings and can be explained by the willingness among larger companies 

to pay for talents (Jensen and Murphy, 2010; Kaplan, 2013; Conyon, 2014; Gabaix et al., 2014). 

Nevertheless, the most essential result in order to answer hypothesis 2 is the correlation 

between performance and CEO compensation. As displayed in Table 6 the correlation is 

positive, which is in line with principal-agent theory and supportive of hypothesis 2, stating 

that companies with a compensation committee have a positive and stronger relationship 

between performance and CEO compensation (Jensen and Murphy, 1990; Conyon and Peck, 

1998; Conyon, 2014). However, as the correlation is rather weak, this result could support 

managerial power theory, which states that CEO compensation is insufficiently linked to 

performance (Bebchuk et al., 2002; Bebchuk and Fried, 2003). Further, the positive and 

moderate correlation of 0.560 between board size and CEO compensation is supported by 

previous findings from both a principal-agent and managerial power theory perspective 

Table 6 - Pearson's correlation coefficients between CEO compensation and control variables1) 

Year 2013-2015
CEO
Compensation

Company Size
(ln) Performance Board Size

Ownership 
Concentration

CEO Compensation 1

Company Size (ln) 0.643*** 1

Performance 0.126** 0.382*** 1

Board Size 0.560*** 0.549*** 0.173*** 1

Ownership Concentration 0.002 0.113** 0.115*** 0.004 1
1) Dummy variables are not presented in correlations
2) One negative observation is excluded in order to logarithm company size
* p < 0.05 (two-tailed)
** p < 0.01 (two-tailed)
*** p < 0.001 (two-tailed)

This table presents Pearson’s correlation coefficients between CEO compensation and each control variable between 2013 
and 2015, in total, 5812) firm-year observations. Furthermore, the additional columns on the right side of CEO 
compensation presents the correlation between the control variables.
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(Jensen, 1993; Core et al., 1999; Bebchuk and Fried, 2003). The positive, yet low and 

insignificant correlation of 0.002 between ownership concentration and CEO compensation is 

in line with the study of Conyon and Peck (1998). Due to similar results, ownership 

concentration does not seem to explain CEO compensation in either common- or civil law 

systems (La Porta et a1., 1998).  

 

The other columns in the table except from CEO compensation are added to assure that 

multicollinearity does not exists, i.e. correlation between the control variables, as it can reduce 

the explanatory power of each variable in the multivariate analysis. Since neither of the 

correlations between the control variables are close to 1 or -1, multicollinearity is not 

considered an issue for the multivariate analysis. In order to get a deeper understanding of how 

compensation committees affect CEO compensation, multivariate regressions need to be 

conducted.  

4.3. Multivariate analysis of CEO compensation 

Table 7 presents the Ordinary Least Squares (OLS) regressions and includes the estimated 

coefficients of each control variable on CEO Compensation between 2013-2015. Model (1) 

displays all control variables except Compensation Committee. Model (2) displays firm-year 

observations with a compensation committee, whereas Model (3) includes those observations 

without a compensation committee. Model (4) includes all control variables. As expected from 

the earlier conducted analysis, almost all variables except from Ownership Concentration 

explain the compensation level of the CEO in all models with significant results. Company Size 

as well as Board Size explain relatively large proportions of the determinant variable overall. 

In order to verify the reliability of the multivariate analysis, additional tests are conducted for 

each specific year. Moreover, the variable CEO Compensation is controlled for by including 

LTIP. As the unreported tests are consistent with the primary results, the multivariate analyses 

are considered robust.  
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The estimated coefficient of Company Size is positive and statistically significant at the 0.1% 

level and is consistent throughout all models, which is in line with previous findings (Jensen 

and Murphy, 2010; Conyon, 2014). Interestingly, we find in Model (2) and (3) that the 

estimated coefficient of Company Size in companies with a compensation committee is 0.566, 

compared to 0.541 in companies without such committee. This result indicates that, on average, 

companies with a compensation committee have higher CEO compensation, due to a larger 

firm size. One explanation to this is that public and legislative pressure naturally increase in 

line with the size of the company. As stated by Markóczy et al. (2013), the increased pressure 

might encourage companies to install a compensation committee for symbolic reasons.  

 

On the other hand, increasing CEO compensation can also be an effect of an improved pay-

setting process where the relationship between performance and compensation is stronger in 

companies that have a compensation committee, also displayed in Model (2) and (3). The 

estimated coefficient of Performance in companies with a compensation committee is 0.081 

and 0.069 in companies without such committees. Even though, the result in Model (3) is not 

significant, it indicates that the relationship between pay and performance is positive and 

stronger in companies with a compensation committee, than without. Therefore, we cannot 

reject hypothesis 2, which states that companies with compensation committees have a positive 

Table 7 - OLS regressions between CEO compensation and control variables

  Coeff.   t-Stat.   Coeff.   t-Stat.   Coeff.   t-Stat.   Coeff.   t-Stat.

Company Size (ln)   0.540***   14.391   0.566***   14.563   0.541***   8.570   0.528***   13.995

Performance - 0.104*** - 3.245   0.081*   2.373   0.069   1.121 - 0.107*** - 3.358

Board Size   0.284***   8.087   0.244***   6.218   0.252***   4.059   0.264***   7.370

Ownership Concentration - 0.044 - 1.490   0.060   1.805 - 0.155* - 2.545 - 0.027 - 0.888

CEO Turnover   0.131***   4.427   0.145***   4.261   0.043   0.737   0.125***   4.228

Compensation Committee   0.078**   2.437

Intercept - 15.490 - 13.830 - 4.140 - 2.675   1.163   1.528 - 15.630 - 15.996

R2 adjusted

#
1) One negative observation is excluded in order to logarithm company size
* p < 0.05 (two-tailed)
** p < 0.01 (two-tailed)
*** p < 0.001 (two-tailed)

581 407 174 581

0.504 0.550 0.421 0.508

Model (1) Model (2) Model (3) Model (4)

This table displays the OLS regressions and more specifically the estimated coefficients (Coeff.) of the dependent variable 
CEO Compensation as well as the t-statistic (t-Stat.) for each control variable between 2013 and 2015. In total there are 
5811) firm-year observations. Model (1) presents all control variables except Compensation Committee. Model (2) includes 
firm-year observations with a compensation committee, wheras Model (3) includes firm-year observations without a 
compensation committee. Model (4) includes all control variables. 

Year 2013-2015
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and stronger relationship between performance and CEO compensation, than companies 

without.  Moreover, the results in Model (2) and (3) appear consistent with the idea of principal-

agent theory as well as the results of previous studies (Jensen and Murphy, 1990; Conyon and 

Peck, 1998; Conyon, 2014). However, in contrast to the study of Conyon (2014), our results 

do not indicate that this variable is significant in order to explain CEO compensation. In the 

Swedish context, this result is not surprising as the compensation structure is characterized by 

a high proportion of fixed salary and low proportion of LTIP (Fernandes et al., 2013). Due to 

the low explanatory power of Performance, one cannot state that compensation committees 

necessarily result in an improved pay-setting process in companies with a compensation 

committee, as suggested by Conyon and Peck (1998). Thus, the CEO compensation structure 

in Sweden might not be properly designed as suggested by Jensen and Murphy (1990; 2010). 

Therefore, CEOs might have power over the pay setting process in line with the managerial 

power theory (Bebchuk et al., 2002; Bebchuk and Fried, 2003).  

 

The estimated determination coefficient of Board Size is consistent, positive, and statistically 

significant at the 0.1% level in all models, which is in line with principal-agent theory, 

managerial power theory, and previous research findings (Jensen, 1993; Core et al., 1999; 

Bebchuk and Fried, 2003). The estimated coefficient of Board Size with a compensation 

committee is 0.244 and 0.252 in companies without, also presented in Model (2) and (3). This 

phenomenon may be explained by the fact that the importance of board size is reduced in 

companies with compensation committees, due to the additional control mechanism and the 

responsibility and expertise that should come with a compensation committee (Conyon and 

Peck, 1998). This is in line with the argument by Daily et al. (1998), who suggest that 

compensation committees might have more explanatory power when it comes to CEO 

compensation, than the size of the board.  

 

The estimated coefficient of Ownership Concentration is inconsistent and also insignificant in 

all models, except Model (3). This is in line with previous findings of Conyon and Peck (1998). 

However, the negative result of - 0.155 in Model (3) is somewhat significant. This indicates 

that higher concentration of ownership results in lower CEO compensation, which is supported 

by previous findings (Jensen and Meckling, 1976; Bebchuk et al., 2002; Elston and Goldberg, 

2003).  
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As displayed in all models, CEO Turnover seems to increase CEO compensation on average. 

The overall logical reasoning of this variable is that a CEO turnover commonly results in 

additional pay outs, such as severance pay or double CEO compensation paid to the previous 

and the new CEO. The insignificant result of 0.043 in Model (3) most likely depends on the 

low sample size.  

 

As reported in the last column of Model (4), the estimated coefficient of the Compensation 

Committee is 0.078 and statistically significant. This indicates that CEO compensation on 

average is higher in companies with a compensation committee than companies without. This 

strengthens the already rejected hypotheses 1 in the univariate analysis of CEO compensation, 

which states that CEO compensation is lower in companies that adopt a compensation 

committee. Hence, we can also reject hypothesis 1 when including additional variables at 1% 

significance level. In order to answer whether the compensation committee affect the CEO 

compensation, a comparison between R-squared adjusted of 50.4% in Model (1) and 50.8% in 

Model (4) is conducted. The determination coefficient of CEO Compensation shows a 

moderate, although significant, increase of 0.4 percentage points when the variable 

Compensation Committee is added in the multivariate analysis. This implies, that compensation 

committees contribute to explain the determinant variable in the defined population of Swedish 

listed companies.  
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5. Concluding remarks 

The objective of this paper is to answer the following research question: How do compensation 

committees affect CEO compensation? In order to address this aim, two hypotheses are 

formulated and tested on Swedish listed companies.   

 

The first hypothesis in our study is: CEO compensation is lower in companies with 

compensation committees. By conducting both univariate and multivariate analyses we reject 

this hypothesis, since the test statistics state that CEO compensation on average is higher in 

companies with a compensation committee compared to companies without such a committee. 

This outcome is not in line with principal-agent theory as it states that compensation 

committees should reduce the necessity of high CEO compensation. In addition, our results 

indicate that companies might establish compensation committees as a symbolic management 

tool to legitimize higher CEO compensation due to social and legal pressures that comes with 

their company size. 

 

The second hypothesis in our study is: Companies with compensation committees have a 

positive and stronger relationship between performance and CEO compensation, than 

companies without. By conducting bi- and multivariate analyses, we keep this hypothesis since 

our results indicate that companies with compensation committees have a positive and stronger 

relationship between performance and CEO compensation, suggesting an improved pay-setting 

process, which is also supported by principal-agent theory. Nevertheless, the overall low 

explanatory power of performance could indicate that CEOs have power over the pay-setting 

process or that the compensation structure in Sweden is not properly designed as an optimal 

contract.  

 

To conclude, the findings of this study indicates that Swedish companies with a compensation 

committee on average have a higher CEO compensation. Nevertheless, we cannot conclude 

that the relationship is due to an improved pay-setting process.  
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5.1. Practical and theoretical contributions and implications 

The findings of this study have implications for both practitioners and researchers. From a 

practical perspective, our results could affect the decision to work for a specific company, since 

CEOs in companies with a compensation committee are more likely to receive a higher 

compensation. Further, certain companies may choose to establish a compensation committee 

in order to legitimize the CEO compensation, or companies may choose to eliminate the 

compensation committee due to the proposed ineffective results of it. In addition, the results of 

this study could provide insights to legislators and companies that controlling mechanisms may 

not work as desired, suggesting that the recommendations of the Code should be reviewed as 

well as the compensation structure.   

 

From a theoretical perspective, the analyses of this study both confirm and contradict principal-

agent theory. Due to our contradictory theoretical results and limited previous research, 

compensation committees as a phenomenon should be investigated further. Preferably, in light 

of additional theoretical frameworks due to that neither principal-agent theory or managerial 

power theory can explain the relationship between compensation committees and CEO 

compensation entirely. Moreover, in order to explain the effect of compensation committees 

on CEO compensation in the Swedish context, additional faculty perspectives can be added. 

For instance, a legal perspective could explain the difference between our results from a civil 

law system and previously conducted results from common law systems.  

5.2. Limitations and suggestions for future research 

In order to provide inspiration and guidelines for future research about the effect of 

compensation committees on CEO compensation, there are three main suggestions: (i) to 

include different operationalizations for the control variables, (ii) to extend the timeframe with 

additional years, and (iii) to include additional control variables in the multivariate analysis.  

 

The first suggestion is to adopt additional performance measurements in order to explain the 

effect of compensation committees on CEO compensation. In this study, the performance 

variable is somewhat inconsistent. Therefore, future researchers could for instance use other 

operationalizations of performance that may be more suitable in the constantly changing 

business contexts. The second suggestion is to extend the timeframe of our study with 

additional years in order to capture potential economic booms and recessions as well as capture 
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the effect of LTIP, such as shares and options. Thereby, it would be possible to obtain a deeper 

understanding of the effect on compensation committee on CEO compensation. The third 

suggestion is to add other control variables in order to increase the explanatory power of our 

baseline regression model. Due to the extensive manually obtained data in this report, we were 

not able to include further variables regarding the characteristics of the compensation 

committee. However, based on the significant and high explanatory power of board size, one 

idea is to include the size of the compensation committee in future research, as both the board 

and the committee are established in order to improve corporate governance within companies 

and reduce the necessity of high CEO compensations. In addition, demographic characteristics 

within the compensation committee would be interesting to investigate such as gender, age, 

and nationality, commonly studied within the board of directors.  
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