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The final part of the Master Program Accounting, Auditing & Control at the Erasmus School of Economics consists of writing a master thesis. The master thesis is an empirical research, which examines a relevant topic related to accountancy and control. 

This master thesis is an empirical research related to CEOs compensation packages in the Netherlands. Since 1995, a debate is going on about compensation packages for CEOs of Dutch listed organizations. This debate became even stronger since the beginning of the financial crisis in 2008. Prior studies showed mixed evidence whether there exists a relationship between the financial performance of an organization and CEOs compensation. Therefore, this master thesis examines whether there exists an association between negative financial performance and CEOs cash compensation in the Dutch market. 

I would like to thank a few people for their support and comments during the process of writing my master thesis. First, I would like to thank my supervisor at the Erasmus University, Mr. R. van der Wal, for his support and supervision in the last months. Through his comments, this master thesis has reached an academic level.   

Last, I also would like to thank my supervisor at Deloitte Utrecht, Mr. M. Faasse, for his support and comments during the process of writing my master thesis. Through his comments, I got several new insights related to the topic of the study.  

Maarten Smith
Utrecht, July 2014 

[bookmark: _Toc392594035]Abstract
The debate about CEOs compensation packages in the Netherlands was started by former Prime Minister Wim Kok (1994-2002) in 1995. There were several examples of organizations in those days and the years after, which paid their CEOs large compensation packages, while the financial performance of the organization was poor. Moreover, the debate about compensation packages became even stronger since the beginning of the financial crisis in 2008. Additionally, prior studies found mixed evidence whether there exists a relationship between the financial performance of an organization and CEOs compensation. Therefore, this study examines whether there exists an association between negative financial performance, related to an earnings-based and a market-based performance measure, and CEOs cash compensation in the Netherlands. The sample of the study consists of 437 observations from 63 Dutch listed organizations in the period 2005 till 2013. The empirical results indicate that negative earnings performance is significantly negative associated with CEOs cash compensation. In contrast, negative market performance and the combination of negative earnings performance and negative market performance are not significantly associated with CEOs cash compensation. Consequently, CEOs cash compensation is punished for the short-term performance of a Dutch listed organization. However, CEOs cash compensation is not punished for negative performance related to the goals and strategies of the shareholders of an organization in the Netherlands. Overall, CEOs cash compensation packages are not designed based on the interests of the shareholders and therefore, do not mitigate the principal agent problems within Dutch listed organizations.   
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[bookmark: _Toc392594036]1.	Introduction
Former Prime Minister of the Netherlands, Wim Kok (1994-2002), was the first to start a debate during the Den Uyl reading in 1995 about compensation packages for top executives (CEOs) of Dutch listed organizations. Moreover, there were several examples in those days and the years after, which indicated that his concern was right. For example, Royal Dutch Shell, Heineken, and Reed Elsevier paid their top executives large compensation packages during years (2003-2005) of poor financial performance (Duffhues & Kabir, 2008).

Meanwhile, the Securities and Exchange Commission implemented the Sarbanes Oxley Act in the USA at the end of July 2002. Consequently, American organizations were required to improve their business practices since 2002, related to their corporate responsibility and the financial disclosures (SEC, 2002). In line with the Sarbanes Oxley Act, the Dutch Corporate Governance Committee designed, at the end of 2003, a new Corporate Governance Code in the Netherlands, the Code Tabaksblat (Tabaksblat Committee, 2003). The code contained business principles and practices about corporate governance issues for Dutch listed organizations. Some of these principles and practices included rules about the transparency in the financial statements and the structure of top executive (CEO) compensation packages. Moreover, Dutch listed organizations were not legally binding to the Code, but the Code was designed on a ‘comply or explain’ basis. Besides the design of the Code Tabaksblat in 2003 and the implementation at the end of 2004, the Commission of Corporate Governance stated in the annual monitoring reports until 2008 that it was still really concerned about the lack of information, the structure and the transparency of CEOs compensation packages in the financial statements of Dutch listed organizations (Monitoring Commission, 2008). As a result, the commission presented an updated version of the Code Tabaksblat in response to these concerns at the end of 2008, which was implemented since 1st January 2009 (Monitoring Commission, 2008). 

However, since the beginning of the financial crisis in September 2008 (bankruptcy of Lehman Brothers), the debate about compensation packages for CEOs of public listed organizations all over the world became even stronger. In line with this debate, the Dutch Commission of Corporate Governance noted in the monitoring report of 2010 that non-compliance to the Code Tabaksblat by Dutch organizations became less accepted by society, especially related to CEOs compensation packages (Monitoring Commission, 2010). Additionally, the commission concluded based on the monitoring report of 2013 that the transparency of CEOs compensation packages in the financial disclosures was still not optimal and should be improved in future years (Monitoring Commission, 2013). Besides the proposed improvements based on the monitoring reports of the Dutch Commission of Corporate Governance during the years, there were still several examples in prior years where CEOs were paid large compensation packages, while the financial performance of the organization was declining and was even poor in a number of cases. For instance, one of the most recent examples in the Netherlands is about the short-term bonus of the former CEO of the SNS Bank, a Dutch listed organization till 2013 (Financieel Dagblad, 2013). The former CEO took a lot of financial risks through substantial investments in real estate projects since 2008. As a result, the bank performed ‘good’ on the short-term and the CEO received high bonuses in those years. However, in the following years, the bank showed very poor financial performance. Moreover, it became clear that the CEO took too much risks for the organization on the long-term in lines of businesses, which were outside the core business of the bank. Consequently, the bank went almost bankrupt in February 2013. However, the national government saved the bank and Dutch society due to a nationalization. In reaction to this and other examples related to the financial industry (ABN AMRO and ING), the Dutch government wants to regulate the financial risks that top managers of financial institutions can take. Therefore, the bonuses of top management will be controlled indirectly due to this regulation (Rijksoverheid, 2013). 

Due to the large number of cases, like the SNS Bank, in prior and recent years, the association between the financial performance of an organization and CEOs compensation for Dutch listed organizations is still not clear for practitioners and researchers. In practice, the performance of a CEO could be measured by several performance measures, like accounting-based, market-based, other financial (Residual Income, Economic Value Added) and non-financial performance measures. Moreover, the organization and CEO have to discuss, which performance measures should be included in the incentive contract of the CEO.  

Furthermore, when several performance measures are included in an incentive contract, it is important to discuss how the organization should incentivize the CEO. One could argue that the incentive contract of a CEO should be in line with the ‘pay-for-performance’ principle (Jensen & Murphy, 1990), which argues that top management should be rewarded for ‘good’ performance, but also be punished for ‘bad’ performance. However, there is little and mixed empirical research published in prior years, which examined whether CEOs compensation is punished when the financial performance of an organization in the Netherlands is declining. Therefore, it is interesting to examine whether there exists an association between negative financial performance of an organization and the related cash compensation level (the fixed salary and the annual short-term bonus) for a CEO. 

As a result, this study examines the following research question:  

“Is there an association between negative financial performance and CEOs cash compensation, related to an earnings-based and a market-based performance measure, in the Dutch market?”

A number of sub questions are formulated to answer the research question. Moreover, these sub questions are related and will be examined in the different chapters of the study. The sub questions are presented below. 

1. What is the classical principal agent theory?
2. How can CEOs be motivated?
3. Which kind of performance measures can be adopted to measure the performance of an organization and a CEO?
4. Which kind of compensation forms can be included in an incentive contract?
5. In relation to CEOs compensation, how can the principal agent problem be mitigated by incentive contracts for CEOs?
6. Is there existing research, which indicate whether there exists an association between negative financial performance and CEOs cash compensation?
7. Which hypotheses and research method are developed to answer the research question?
8. What are the main empirical results of the study?
9. What is the conclusion of the study?

In the following pages, I describe my main motivation for choosing the subject of CEO compensation (paragraph 1.1). Paragraph 1.2 indicates the contributions of the study to the existing literature of CEOs compensation. In paragraph 1.3, the most important limitations and opportunities for future research related to the study are discussed. Finally, paragraph 1.4 explains the structure for the rest of the study. 

[bookmark: _Toc392594037]1.1	Motivation
Empirical research, which examined the pay-for-performance relationship of incentive contracts in the Netherlands in prior years, indicated that there is little and mixed evidence for this relationship within CEOs compensation packages in the Dutch market (Swagerman & Terpstra, 2007; Duffhues & Kabir, 2008). Furthermore, it is even possible that there is no relation at all between negative financial performance of an organization and CEOs cash compensation. This could be caused by external and internal factors. One of the external factors could relate to the labor market position of CEOs. For example, when an organization does not include a certain amount of compensation in an incentive contract of a CEO, there is a chance that the ‘potential’ CEO is not interested in taking the job and makes a choice for another organization or country, which will pay the CEO this kind of compensation. An example of an internal factor is the following. An incentive contract can contain a number of non-financial performance measures instead of financial performance measures, which are in line with the corporate strategy of the organization. Therefore, the CEO could be punished less when the organization showed poor financial performance. Even more, the CEO could receive a high compensation level, because the CEO performed good on the non-financial performance measures and therefore, the CEO will receive a high compensation level. 

Due to these internal and external factors, compensation packages of CEOs could be out of line with the financial performance of an organization. Consequently, it is possible that no relation exists between negative financial performance and CEOs cash compensation. Furthermore, there is little and mixed evidence related to the association between the financial performance of an organization and CEOs cash compensation in the Netherlands. Therefore, it is interesting to examine whether there exists a relation between negative financial performance of an organization and the cash compensation level for a CEO. More explicit, answering the research question can help practitioners and researchers by indicating whether CEOs of Dutch listed organizations are punished for poor financial performance. 

[bookmark: _Toc392594038]1.2	Contributions
Prior research has indicated that CEOs cash compensation is more sensitive to negative stock returns compared to positive stock returns (Leone et al., 2006). However, market measures may not be a good indicator of financial performance, because these measures could be affected by external factors (Dechow, 2006; Sloan, 1993). Besides this, incentive contracts of managers could also consist of earnings-based performance measures (Sloan, 1993). Therefore, (Shaw & Zhang, 2010) researched the question whether CEOs cash compensation was punished for poor financial performance, related to a market-based and an earnings-based performance measure in the USA. They concluded that CEOs cash compensation was not punished for poor financial performance. 

These studies focused on organizations in the United States of America. However, as stated earlier, there exists little and mixed empirical evidence for the pay-for-performance relationship for CEOs cash compensation of Dutch listed organizations (Duffhues & Kabir, 2008; Swagerman & Terpstra, 2007). 

Therefore, this study contributes in two ways to the existing literature. First, this study provides data for the pay-for-performance relationship between negative earnings/market performance and CEOs cash compensation of Dutch listed organizations. In addition, this is the first study, which can indicate whether there exists an association between negative financial performance, related to an earnings-based and a market-based performance measure, and CEOs cash compensation in the Netherlands. Moreover, the study can state whether the pay-for-performance principle has contributed to align the goals and strategies of the managers and owners of an organization. Therefore, this is the first study that gives insights in whether the pay-for-performance principle, based on punishments related to the financial performance of an organization, is implemented within organizations in the Netherlands that could mitigate the principle agent problems. 

Last, most studies, which studied the question whether CEOs cash compensation is punished for negative financial performance (e.g. Leone et al., 2006; Shaw & Zhang, 2010; Jackson et al., 2008) used a sample based on years before 2008. The debate about CEOs cash compensation was started in the Netherlands since 1995. However, the debate became even stronger since the beginning of the financial crisis in 2008. Therefore, this is the first study, which examined whether CEOs cash compensation is punished for negative financial performance between 2005 till 2013. 

[bookmark: _Toc392594039]1.3	Limitations
This study also has limitations, which give researchers an opportunity for future research in the coming years. First, the study is focused on punishments for CEOs cash compensation packages based on poor financial performance related to Dutch listed organizations. Therefore, the results and conclusions of the study are only valid for organizations, which are listed in the Netherlands (AEX, AMX and AScX). This gives researchers an opportunity for future research. Furthermore, future research could examine whether there exists a relation between negative financial performance and CEOs cash compensation for listed organizations in other countries or non-listed organizations in the Netherlands.  

Second, the study indicates whether CEOs cash compensation is punished for poor financial performance. Therefore, the study focuses only on the financial performance measures in an incentive contract of a CEO. However, prior research has indicated that CEO incentive contracts could also consist of several other financial (Residual Income and Economic Value Added) and non-financial performance measures, which are in line with the corporate strategy of the organization (Ittner & Larcker, 2003). Consequently, CEOs cash compensation could not be punished when the organization showed poor financial performance, related to an earnings-based and a market-based performance measure. Consequently, future research could also examine whether CEOs cash compensation is punished when the organization performed poor related to the other financial and/or non-financial performance measures. 

Last, this study indicates whether there exists an association between negative financial performance and CEOs cash compensation. Therefore, the study gives no clear answer about the potential causes for the findings. Moreover, prior research has indicated that due to the power of CEOs in the labor market (optimal contracting approach) and/or CEOs substantial power over the board of directors (managerial power approach), a CEO could have influence on the design of an incentive contract. As a result, CEOs could receive high compensation levels, while the financial performance of the organization is declining and/or even negative. Moreover, when it became clear that there exists no association between negative financial performance and CEOs cash compensation, future research should indicate how this association could be explained.    
 
[bookmark: _Toc392594040]1.4	Structure master thesis
The study is structured as follows. Chapter 2 describes the theoretical framework, which indicates the most relevant theories, and prior research related to the topic. Consequently, the following sub questions will be answered in chapter 2:

1. What is the classical principal agent theory?
2. How can CEOs be motivated?
3. Which kind of performance measures can be adopted to measure the performance of an organization and a CEO?
4. Which kind of compensation forms can be included in an incentive contract?
5. In relation to CEOs compensation, how can the principal agent problem be mitigated by incentive contracts of CEOs?
6. Is there existing research, which indicate whether there exists an association between negative financial performance and CEOs cash compensation?

Chapter 3 amplifies the research hypotheses, related to the theoretical framework and prior research, the data sources/sample selection, and the research method. As a result, chapter 3 will elaborate an answer to the following sub question: 

7. Which hypotheses and research method are developed to answer the research question?

The empirical results of the study are described in chapter 4. Therefore, this chapter will explicate an answer to the following sub question:

8. What are the main empirical results of the study?

Finally, chapter 5 states the main conclusions of the study and opportunities for future research. In this chapter, the following sub question will be answered:

9. What is the conclusion of the study?

[bookmark: _Toc392594041]2.	Literature review
In chapter 1, I discussed the relevance of the study, the research question, and the related sub questions. To continue, in chapter 2, I will discuss the most relevant theories (the theoretical framework) and prior research related to the topic and research question. Moreover, in paragraph 2.1, a theoretical framework (sub questions 1 till 5) will be developed, which discusses the following subjects: the principal agent theory, the motivational theories (the agency, the expectancy, the equity and the cognitive evaluation/motivational crowding theory), different kinds of performance measures, several compensation forms and the pay-for-performance principle. Furthermore, an overview of prior studies (sub question 6) related to the topic and research question will be established in paragraph 2.2. In paragraph 2.3, a critical reflection of prior studies will be discussed. Finally, paragraph 2.4 will summarize the previous paragraphs and the answers to sub questions 1 till 6, which are shown on page 9.  

[bookmark: _Toc392594042]2.1	Theoretical framework
Traditionally, the classical economic theory suggests that an organization has to deal with a separation between ownership (shareholders) and control (managers). In theory, this is known as the principal agent theory. Furthermore, the principal agent theory argues that the shareholders and managers of an organization pursue different goals and strategies. 

This causes several principal agent problems within organizations. For example, managers are in general more risk-averse compared to the shareholders of an organization (Merchant & van der Stede, 2012). The main goal of the shareholders is to maximize the market value (share price) of an organization. More explicit, the shareholders invest in shares to get a constant periodic payoff (dividend) and/or liquidate the shares for a higher price (Veenman, 2014). However, managers are in general less optimistic about the performance of particular actions they will take in future years (Coles et al., 2006). Consequently, they will take less risks that could affect managerial performance and therefore, the market value of an organization. Consequently, managers do not act in the best interests of the shareholders. 

Also, managers may engage in empire building within the organization or managers can entrench themselves, which makes it difficult to punish them when they do not act in the best interests of the shareholders (Hope & Thomas, 2008). Therefore, the shareholders of an organization want managers to work in their best interests to achieve the organizational goals and strategies (Merchant & Van der Stede, 2012). 

Overall, the principal agent theory argues that there exists a separation between ownership (shareholders) and control (managers) within organizations. This could cause several principal agent problems within organizations. Additionally, prior research had indicated that managers will take less risks compared to the shareholders of an organization (Coles et al., 2006), may engage in empire building, and may entrench themselves (Hope & Thomas, 2008). Consequently, managers do not act in the best interests of the shareholders. 

As a result, an important objective of most management control systems within organizations is to motivate managers to work in the best interests of the shareholders of an organization. There exists several motivational theories in the literature, which explains how managers and/or individuals could be motivated. 

First, the agency theory states that people want to maximize their utility (Baiman, 1990). Furthermore, people make a trade-off between the costs and benefits of providing ‘extra’ effort and will only perform those tasks, which will increase their utility. The study of Bonner & Sprinkle (2002) is in line with the agency theory. They argue that monetary incentives could positively influence managers’ motivation. Moreover, they created a framework, which explains the positive relationship between monetary incentives, managerial effort and task performance. To explain this association, they argue that the relationship is affected by several moderators, like individual, task, environment and incentive scheme characteristics. The framework of Bonner & Sprinkle (2002) is shown in figure 2.1.  
[image: ]
Figure 2.1	Effects of monetary incentives on effort and performance (Bonner & Sprinkle, 2002).

Also, several other studies have indicated that monetary incentives are an effective method to increase managers’ motivation and therefore, managerial effort and organizational performance (e.g. Atkinson et al., 2001; Heyman & Ariely, 2004). 

In line with the agency theory is the expectancy theory. This theory states that the motivation of an individual is affected by the function of two factors: the expected relationship between a specific effort level and a related outcome (monetary incentive), and the attractiveness of that outcome. Consequently, when the relationship between effort/outcome and the attractiveness of that outcome is at an accepted level, individuals could be extrinsically motivated to provide more effort due to monetary incentives, which could be included in an incentive contract of a manager (Wigfield & Eccles, 2000). In line with the agency and the expectancy theory, Lazear (2000) found that managers in a production firm were more extrinsically motivated due to monetary incentives, which increased their utility. 

However, someone could argue that the fairness of the compensation level is at least as important as the attractiveness of the compensation. Moreover, the equity theory (Taboli, 2012) states that individuals calculate unconscious a ratio based on how much effort an individual puts in particular tasks and how much they get out of those tasks. As a result, the total compensation level of an individual could be perceived as ‘unfair’ when the calculated ratio significantly differs from other individuals at the same position within another organizations or countries. The study of Maas & van Rinsum (2013) stated that individuals also take into account the utility of their peers. More explicit, they found that individuals are more likely to overstate the performance if this will increase the utility (monetary rewards) of their related peers.          

In contrast to these theories, which argue that individuals are extrinsically motivated is the cognitive evaluation theory (motivation crowding theory). This theory argues that individuals have to be intrinsically motivated to exert more effort. Moreover, extrinsic motivational factors, like incentive contracts, could be perceived as controlling by some individuals, because individuals, in most cases managers at higher levels within an organization, need autonomy to perform optimal. When someone perceived some extrinsic motivational factors as controlling, the intrinsic motivation of an individual could decrease and therefore, the overall performance of the individual and organization could decline. Consequently, according to this theory, external factors, such as incentive contracts, could have a negative effect on people’s motivation and therefore, the (financial) performance of an organization (Frey & Jegen, 2001).    

Overall, the literature has no clear answer about how managers could be motivated. As mentioned before, the literature consists of several theories, which found evidence that managers are extrinsically and/or intrinsically motivated. On the one hand, there exists theories in the literature, which explain that individuals are extrinsically motived (the agency, the expectancy and the equity theory). Additionally, prior studies argued that managers are more extrinsically motivated when this will increase their utility (Lazear, 2000) and the utility of their peers (Maas & van Rinsum, 2013). On the other hand, other theories argue that individuals are intrinsically motivated (the cognitive evaluation/motivation crowding theory). Furthermore, Frey & Jegen (2001) argue that external factors, like incentive contracts, could be perceived as controlling and therefore, the intrinsic motivation of individuals will decrease.   

However, practitioners and researchers also designed several management control ‘solutions’ during the years, which could mitigate the principal agent problems between shareholders and managers of an organization. Some of these ‘solutions’ are directed to the design of an incentive contract for a manager. However, to reward managers, it is important to indicate whether a manager and/or an organization is performing well or bad. In addition, the performance of an organization can be divided into two components, namely the economic and the managerial performance. In practice, the performance of a manager will be evaluated based on the predetermined budgets and targets. Moreover, managers can deliberately lower the budgets and targets, for example due to information asymmetry between the managers and shareholders of the organization. This is known in theory as budgetary slack (Davila & Wouters, 2005). As a result, it will be easier for a manager to achieve those budgets and targets. Consequently, the managerial performance in a certain period will be good. However, the economic performance of the organization could be poor related to their peers. 

Also, in practice, managers write down a lot of costs in the first year after their appointment. As a result, the organization will show less economic performance compared to the year before. This will harm the goals and strategies of the shareholders of the organization. However, the performance of a manager will not be punished in future years, because they will show higher earnings levels compared to their first year due to the high write downs of costs in their first year (Jordan & Clark, 2005). In theory, this is known as big bath accounting. 

Overall, it is important to make a separation between managerial and economic performance of an organization. Additionally, there exists several theories, like budgetary slack (Davila & Wouters, 2005) and big bath accounting (Jordan & Clark, 2005), which argue that managers could take actions, which could harm the economic performance of the organization, but could increase the managerial performance. 

Organizations have implemented several performance measures during the years, which could measure the performance of a manager. Traditionally, organizations measured the performance of managers based on accounting-based performance measures, which were directly available from the accounting system of an organization. Therefore, most incentive contracts of managers were based on accounting-based performance measures, for instance: sales, costs, and net earnings numbers (Maas, 2014). These accounting-based performance measures shielded managers for external market factors, which could influence the market value of an organization (Sloan, 1993). However, organizations also measured the performance of a manager based on market-based performance measures, for example market-to-book ratios, earnings per share ratios and stock return ratios. The relationship between both performance measures is examined by several studies (e.g. Keung et al., 2010; Cready & Gurun, 2010; Ascioglu et al., 2012). Generally, they found that accounting-based performance measures are correlated with the stock price of an organization. As a result, the accounting-based performance measures should indicate whether a manager has created extra market value for the shareholders of an organization. 

Furthermore, the informativeness theory argues that the shareholders should only include performance measures into an incentive contract of a manager, which provide substantial information about managerial actions, which are desired to achieve the goals and strategies of the shareholders (Holmstrom, 1979). Moreover, the shareholders could put more weight on performance measures, which are more precise and sensitive (Lambert, 2001), because these measures can explicitly indicate whether a manager has created extra market value for the shareholders of an organization. As a result, organizations tried to develop more accurate and sensitive financial performance measures in prior years, which could undo, for example, the ‘problem of conservatism’ that is attached to accounting-based performance measures (Jackson & Lui, 2010). As a result, several new financial performance measures were introduced during the years, for instance ‘Residual Income’ (RI) and ‘Economic Value Added’ (EVA©) (Stern Stewart, 2000). Moreover, these new financial performance measures take into account the cost of capital and subtract these costs of the net income of the organization. Therefore, these performance measures are more accurate about the performance of a manager compared to the traditional accounting-based performance measures (Stern Stewart, 2000). However, managers were still able to manipulate these performance measures, for example due to earnings management (Keung et al., 2010).

To mitigate the problems related to the financial performance measures, organizations also implemented several non-financial performance measures, which should indicate whether an organization is able to sustain or increase the financial performance of prior years (Kaplan & Norton, 1992). In theory, these measures are known as ‘leading indicators’ of future financial performance. However, several studies showed mixed evidence for the relation between non-financial and financial performance of an organization. For example, the study of Banker et al. (2000) shows that customer satisfaction positively relates to future financial performance and contains more substantial information about managerial actions compared to financial performance measures. Moreover, Ittner et al. (1997) found that the use of non-financial performance measures is associated with several internal and external factors, which are related to a specific organization, for instance the corporate strategy and the noise in some financial performance measures, which are used. In contrast, Ittner & Larcker (2003) argue that only a few organizations benefit from using non-financial performance measures, because most organizations do not link these measures to their corporate strategy, do not validate the links between non-financial and financial performance measures, and non-financial performance measures caused subjectivity and favoritism into the performance measurement system of an organization.        

Overall, organizations implemented several performance measures during the years. Traditionally, organizations measured the performance of a manager based on accounting numbers. Additionally, these measures shielded the managers for external factors, which could influence the market value of the organization. Other organizations measured the performance based on market measures. However, the informativeness theory argues that shareholders should only include performance measures into an incentive contract, which provide substantial information about managerial actions. As a result, organizations developed more accurate financial performance measures during the years, like Residual Income (RI) and Economic Value Added (EVA©). Also, organizations implemented non-financial performance measures, because these measures were more in line with the corporate strategy of the organization. However, Residual Income, Economic Value Add and non-financial performance measures will be disregarded of this study due to the lack of data availability for Dutch listed organizations. 

The financial and non-financial performance measures can indicate whether a manager of an organization performed well. However, the manager and organization have to discuss first, which performance measures (financial and/or non-financial measures) should be included in the incentive contract of a manager. Furthermore, when an incentive contract is drawn up, the manager and organization have to talk about how to incentivize the manager. After these steps, the organization and manager signed an incentive contract, which indicate how the performance of the manager is measured and how this performance will be rewarded. Moreover, there are several components of an incentive contract, on which a manager could be rewarded. Traditionally, an incentive contract consisted of three components: an annual fixed salary, an annual short-term bonus, and a pension plan. Consequently, due to these components, managers were more focused on the short-term performance instead of the long-term goal and strategy of an organization (Merchant & Van der Stede, 2012). However, to improve the alignment between the goals and strategies of the shareholders and managers, organizations implemented long-term incentive packages for managers, like share/option packages. Moreover, in recent years, equity-based compensation has become more important within CEOs incentive contracts in the Netherlands (Swagerman & Terpstra, 2007). Several studies argued that equity-based compensation could mitigate the principal agent problems within organizations, because equity-based compensation focuses more on the long-term interests of the shareholders of an organization (Bebchuk & Fried, 2010). Additionally, CEOs will earn more compensation when extra market value is created. Consequently, this will result in more market value for the shareholders. 

Some theories argue that an organization can design an incentive contract of a manager based on the pay-for-performance principle (Jensen & Murphy, 1990). This principle reward (punish) managers for good (poor) performance related to the predetermined budgets and targets of an organization. Furthermore, when managers achieve a certain performance level, which is above (below) the predetermined budget or target, managers will be rewarded (punished) (Jensen, 2003). This mechanism is graphically shown in figure 2.2, which represents a classical compensation scheme (a fixed salary and an annual short-term bonus) of a manager based on the pay-for-performance principle.  
[image: ]Figure 2.2	Classical executive compensation scheme based on the pay-for-performance principle (Jensen, 2003).

Figure 2.2 shows that managers will be rewarded when they achieve 80% till 120% of the predetermined budgets and targets. Furthermore, the achievement of the predetermined budgets and targets should create extra market value for the shareholders of an organization. 

There exists two theories in the literature, which discusses the pay-for-performance relation within incentive contracts of managers. First, the optimal contracting approach (Bebchuk & Fried, 2003) argues that the pay-for-performance principle could mitigate the principal agent problems within organizations, because managers will only be rewarded when they created extra market value for the shareholders of an organization. Furthermore, some studies have found evidence for the optimal contracting approach. For example, the study of Jensen & Murphy (1990) argues that managers’ wealth changed $3,25 for every $1000 change in shareholders wealth. In addition, Aggarwal & Samwick (1999) found a median pay-for-performance sensitivity of $14,52 for every $1.000 change in shareholders wealth for US organizations. 

Second, the managerial power approach (Bebchuk & Fried, 2003) argues that the pay-for-performance design of an incentive contract is not only an instrument to mitigate the principal agent problems, but is also part of the problems itself. Moreover, due to the power of top executives over the board of directors within dispersed owned organizations, managers could have substantial influence over the design of their incentive contract. Additionally, the study of Jensen (2003) argued that due to the non-linearities, the kinks and discontinuities in a traditional pay-for-performance incentive contract (figure 2.2), organizations could experience the opposite effects of those compensation schemes. For example, managers will game the system to increase their managerial performance, but will destroy value for the shareholders (economic performance). Consequently, the manager will not be punished when the organization showed negative financial performance. However, other studies (e.g. Edmans et al., 2008; Terviö, 2008) argue that managers are less punished when the organization showed negative financial performance, due to the fact that there is a high competitive labor market for CEOs (optimal contracting approach). Therefore, the compensation level for a CEO is increasing, but the CEO will be less punished for poor performance. 

Overall, managers have to sign an incentive contract, which consists of several performance measures and incentives based on the performance of a manager. Traditionally, an incentive contract consisted of a fixed salary, an annual short-term bonus and a pension plan. Prior research had indicated that equity compensation became more important during the years (Swagerman & Terpstra, 2007; Bebchuk & Fried, 2010). However, CEOs equity compensation will be disregarded of this study due to the lack of data availability for Dutch listed organizations. Also, organizations could design an incentive contract based on the pay-for-performance principle. This principle reward (punish) managers for good (bad) performance. However, the literature consists of mixed evidence that this principle helps to align the goals and strategies of the shareholders and managers of an organization. Moreover, the optimal contracting approach states that the pay-for-performance relationship helps to align the goals and strategies, because managers will only be rewarded when extra market value is created. In contrast, the managerial power approach argues that this relationship is part of the principal agent problem itself. Overall, the literature showed mixed evidence if the pay-for-performance principle helps to align the goals and strategies of the managers and shareholders of the organization.    

[bookmark: _Toc392594043]2.2	Prior research
The previous paragraph discussed the most relevant theories (theoretical framework) related to the topic of the study. Moreover, the extensive literature about management accounting includes a lot of studies done in the field of incentive contracts and executive compensation. Moreover, the data of Frydman & Jenter (2010) indicate that CEOs total compensation in the USA has risen sharply until 2008. Also, the structure of CEOs total compensation has changed during the years. The study of Frydman & Jenter (2010) stated that equity compensation has increased in prior years. The paper of Shue & Townsend (2014) is in line with the study of Frydman & Jenter (2010). They also indicated to CEOs compensation has risen sharply during the years in the USA. Figure 2.3 illustrates the growth and the change in structure of CEOs compensation packages within organizations from the USA until 2010. 
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Figure 2.3	Compensation structure CEOs of US organizations (Shue & Townsend, 2014).
In line with other studies (e.g. Swagerman & Terpstra, 2007; Bebchuk & Fried, 2010), figure 2.3 shows that equity compensation had become more important within CEOs compensation packages in US organizations. Moreover, figure 2.3 stated that CEOs total compensation has risen sharply until 2006. However, CEOs total compensation declined in 2009 compared to 2006 till 2008. This may be caused by external factors, like the implementation of the Sarbanes-Oxley Act in the USA and/or the beginning of the financial crisis in 2008. However, figure 2.3 also indicates that CEOs compensation increased sharply in 2010 compared to 2009.  

Due to the tremendous growth of CEOs compensation during the years, some researchers have done several studies, which have examined whether CEOs compensation is in line with the performance of an organization (Mishra et al., 2000; Jensen & Murphy, 1990). The study of Mishra et al. (2000) found evidence that the performance of a manager has a significantly positive association with CEOs total compensation. Moreover, they argue that risk-averse CEOs suffer less regarding their compensation level, because they will take less actions, which could increase the performance of themselves and the organization.  

However, there are also some studies, which suggest that managerial performance has a fragile relation with CEOs total compensation. For example, the study of Brick et al. (2006) argued that excess CEOs compensation has a negative relationship with organizational performance. Also, Dicks (2012) and Acharya & Volpin (2009) indicated that organizations with weaker corporate governance structures have higher compensation levels for their CEOs. As a result, CEOs compensation is less related to the performance of an organization. 

Most studies examined the pay-for-performance principle related to samples regarding CEOs total compensation of listed organizations in the USA (Brick et al., 2006; Dicks, 2012; Acharya & Volpin, 2009; Mishra et al., 2000; Jensen & Murphy, 1990). Other studies have found a weak pay-for-performance relationship for CEOs total compensation in the UK (Buck et al., 2003) and Germany (Haid & Yurtoglu, 2006). In contrast, there is little and mixed empirical evidence regarding the pay-for-performance relationship for CEOs of Dutch listed organizations. A few studies have examined the incentive contracts of CEOs in the Netherlands (e.g. Swagerman & Terpstra, 2007; Duffhues & Kabir, 2008). For example, the study of Duffhues & Kabir (2008) examined the pay-for-performance relationship within Dutch listed organizations from 1998 till 2001. The results of this study indicated that no positive pay-for-performance relationship exists for accounting-based and market-based performance measures within incentive contracts of CEOs. 

Overall, prior research had indicated that CEOs compensation has risen sharply during the years. Also, these studies argue that equity compensation became more important within incentive contracts for CEOs. Other studies have indicated whether the pay-for-performance relationship is implemented in practice within incentive contracts of CEOs. These studies found mixed evidence whether the pay-for-performance relationship is used in practice. Moreover, several studies found evidence that CEOs compensation has no or a weak relationship with the performance of an organization. The study of Bebchuk & Fried (2003) argue that these results are in line with the ‘managerial power approach’, which argue that CEOs can entrench themselves or engage in empire building, due to the managerial power over the board of directors of an organization. However, other studies (e.g. Edmans et al., 2008; Terviö, 2008) argue that the growth and less punishments of CEOs compensation is due to optimal contracting in a competitive CEO labor market instead of the pay-for-performance principle.    

The above mentioned studies have examined the existence of the pay-for-performance relationship within incentive contracts of CEOs. However, there are also some studies, which examined whether CEOs cash compensation is punished when an organization showed poor financial performance. Moreover, Leone et al. (2006) found that the cash compensation level for a CEO (a fixed salary plus an annual short-term bonus) is more sensitive to negative stock returns compared to positive stock returns. This result indicates that managers are punished for negative market performance. However, market-based performance measures are not the only measure, which could indicate whether an organization performed financially poor, because these measures could be affected by external factors, which are beyond the control of a CEO (Dechow, 2006). Besides the market-based performance measures, a lot of incentive contracts of CEOs also consist of earnings-based performance measures (Sloan, 1993). Moreover, Jackson et al. (2008) found that accounting-based performance measures are highly correlated with the level and change in CEOs short-term bonus. Consequently, organizations could be classified by the study of Leone et al. (2006) as poor financial performers, related to the market performance of an organization, while the CEOs of those organizations achieved the earnings-based targets and budgets. As a result, these CEOs could have received their annual cash compensation. 
To capture this potential classification problem, Shaw & Zhang (2010) studied whether CEOs cash compensation is punished for poor financial performance, related to an earnings-based and a market-based performance measure. The results indicated that CEOs annual cash compensation was not punished for poor financial performance, related to both performance indicators. Also, Jackson et al. (2008) found evidence that the relationship between the short-term bonus of a CEO and earnings-based performance measures is insignificant when the earnings levels of an organization are negative or declining. In line with this result, the study of Matsunaga & Park (2001) stated that CEOs short-term bonus was not punished when an organization made a loss. Moreover, Adut et al. (2003) also found that CEOs cash compensation is partially protected for income decreasing transactions. Consequently, several studies found evidence that CEOs are less punished when an organization showed negative financial performance. 

Overall, prior research argued that CEOs cash compensation is not punished for poor financial performance, related to an earnings-based and a market-based performance measure (Adut et al., 2003; Jackson et al., 2008). However, the study of Leone et al. (2006) stated that CEOs are punished for poor market performance. According to the paper of Dechow (2006), the study of Leone et al. (2006) had to deal with a potential classification problem, because managers in the sample had achieved poor market performance. However, the managers could have achieved their earnings targets and budgets and therefore, received their annual cash compensation level. The study of Shaw & Zhang (2010) identified this potential problem and repeat the study. They found that the managers were not punished for poor earnings and market performance. 

An overview of prior studies will be explained in more detail in a summery table, which is shown in Appendix A. 

[bookmark: _Toc392594044]2.3	Critical reflection prior studies
Overall, the literature about management accounting includes a lot of studies done in the field of incentive contracts and executive compensation. Some studies have indicated that CEOs compensation has risen sharply in prior years. However, other studies showed that CEOs compensation has a weak or no relationship with the performance of an organization (Brick et al., 2006; Dicks, 2012; Acharya & Volpin, 2009). Other evidence indicates that CEOs cash compensation is not punished when the organization showed negative financial performance (Shaw & Zhang, 2010; Jackson et al., 2008). Besides the results of prior studies, I have some critical notes to these studies. 

First, the data and samples of prior studies consist mostly of organizations from the USA. In contrast, there are only a few studies (Buck et al., 2003; Haid & Yurtoglu, 2006; Duffhues & Kabir, 2008), which used a sample based on organizations from other countries. However, in my opinion, there is little evidence for the question whether CEOs cash compensation is punished for negative financial performance for organizations outside the USA. Moreover, there could be a difference in results for the question whether CEOs cash compensation is punished for negative financial performance between organizations from the USA and other countries, because a lot of compensation contracts for CEOs in the USA consists of variable compensation. Therefore, the variable compensation level in the USA is higher compared to other countries and could be less related to the financial performance of an organization. 

Second, most studies, which studied the question whether CEOs cash compensation is punished for negative financial performance (Duffhues & Kabir, 2008; Shaw & Zhang, 2010) focused on years before 2008. Since 1995, the debate about CEOs compensation was started in the Netherlands. However, the debate became even stronger since the beginning of the financial crisis in 2008. But, I found no studies, which examined the topic of this study since 2008. In my opinion, it is interesting to indicate whether the results between prior research and this study are different. This could be the fact, because the debate about CEOs compensation packages became stronger after the beginning of the financial crisis. Consequently, organizations could have changed their remuneration policies and practices. Also, due to internal and/or external factors, the remuneration packages of CEOs could not be changed. Therefore, examine this time period is interesting for this study and future research. 

Last, other studies have focused on different performance measures, which could indicate whether CEOs compensation is punished for negative financial performance. For example, the study of Leone et al. (2006) focused on punishments for CEO compensation related to market-based performance measures. However, Dechow (2006) argues that market-based measures are affected by external macro-economic factors, which are outside the control of the CEO. Additionally, Shaw & Zhang (2010) integrated both performance measures in their research. In my opinion, their study reflected more whether CEOs cash compensation was punished for negative financial performance. However, organizations also developed several new financial (Residual Income and Economic Value Added) and non-financial performance measures in prior years. But, I found no studies, which have examined whether CEOs compensation is punished related to these performance measures. This could be due to the fact that there is less data available about these performance measures for Dutch listed organizations. Therefore, in my opinion, it is important to develop this data to examine in future research whether CEOs compensation is punished for negative performance related to these performance measures.  

[bookmark: _Toc392594045]2.4	Summary chapter 2
The traditional principal agent theory argues that organizations have to deal with a separation between ownership (shareholders) and control (managers). This causes several principal agent problems within organizations. As a result of these problems, managers will not act in the best interest of the shareholders of an organization. 

Consequently, an important purpose of most management control systems is to motivate managers extrinsically and/or intrinsically to act in the best interests of the shareholders. However, the literature has indicated that there is not clear answer about how to motivate managers. Therefore, researchers and practitioners also designed several management control ‘solutions’, which could mitigate the principal agent problems within organizations. Some of these ‘solutions’ are directed to an incentive contract for a manager. 

However, to incentivize managers, it is important to measure their performance. In the past, several performance measures where implemented, which measure managerial performance, for instance: accounting-based, market-based, other financial (RI and EVA©), and non-financial performance measures. These performance measures indicate whether a manager has performed well or bad. Based on the performance, organizations can compensate a manager in different ways, like a fixed salary, an annual short-term bonus, equity compensation, and other compensation forms (pension plans). Additionally, some theories argue that CEOs compensation should be based on the pay-for-performance principle. As a result, a manager will be rewarded (punished) when they performed well (poor). However, there exists mixed evidence whether this principle mitigates the principal agent problems within organizations. Moreover, the optimal contracting approach states that the pay-for-performance relationship helps to align the goals and strategies, because managers will only be rewarded when extra market value is created. In contrast, the managerial power approach argues that this relationship is part of the principal agent problem itself. 

Overall, there exists mixed evidence for the pay-for-performance principle in prior research. However, some studies have indicated that there exists a weak or no relationship between the performance of an organization and CEOs compensation. Additionally, other studies have examined whether CEOs will be punished when the organization showed negative financial performance. These studies indicated that CEOs cash compensation is not punished for negative financial performance, based on a market-based and an earnings-based performance measure. Overall, the literature indicated that CEOs compensation is not punished for poor financial performance.  



[bookmark: _Toc392594046]3.	Research Design
In the previous chapters, I discussed the research question, the sub questions, the related theories, and the prior research related to the topic of the study. To proceed, I will discuss the hypotheses development in paragraph 3.1. Additionally, in paragraph 3.2, the databases and final sample, which I used for the study, will be discussed. Furthermore, in paragraph 3.3, I will discuss the regression model and will explain in detail the related dependent, independent and control variables. Finally, paragraph 3.4 summarizes the previous paragraphs and will answer sub question 7, which is shown on page 9.  

[bookmark: _Toc392594047]3.1	Hypotheses development
Practitioners and researchers have argued that incentive contracts could mitigate the principal agent problems within organizations. Moreover, Jensen & Murphy (1990) argued that incentive contracts should be designed based on the pay-for-performance principle. However, several studies (e.g. Dicks, 2012; Acharya & Volpin, 2009; Buck et al., 2003; Haid & Yurtoglu, 2006; Duffhues & Kabir, 2008) found evidence that there exists a weak or no relationship between CEOs compensation and the financial performance of an organization. These studies could be in line with the managerial power approach (Bebchuk & Fried, 2003), which argues that managers could have substantial power over the board of directors and therefore, design their own incentive contract. However, other studies argued that the compensation level for a manager is linked less to the performance of an organization due to a high competitive CEO labor market (e.g. Edmans et al., 2008; Terviö, 2008).  

Other studies have examined whether CEOs are punished when an organization has negative financial performance. For example, the study of Shaw & Zhang (2010) found evidence that CEOs cash compensation is not punished when an organization showed poor financial performance, regarding an earnings-based and a market-based performance measure. Additionally, several other studies (Jackson et al., 2008; Matsunaga & Park, 2001; Adut et al., 2003) also found that CEOs compensation is not punished when an organization showed negative financial performance. They argue that CEOs cash compensation is protected for income decreasing transactions. Overall, the literature states that CEOs cash compensation is not punished for negative financial performance. Based on the results of prior studies, the following two hypotheses are developed: 

Hypothesis 1a: 	CEOs cash compensation is not punished when the difference between net earnings in  and  is negative.
Hypothesis 1b:	CEOs cash compensation is not punished when the difference between the share price at the end (31 December) of  and  is negative. 

However, these predictions only indicate whether CEOs cash compensation is not sensitive
for an earnings-based or a market-based performance measure. Additionally, Dechow (2006) argued that a market-based performance measure is not the only measure, which could indicate whether a CEO should be punished for negative financial performance. Also, the literature indicated that the earnings level and the market value of an organization are highly correlated (e.g. Keung et al., 2010; Cready & Gurun, 2010; Ascioglu et al., 2012). Therefore, it is interesting to study whether CEOs cash compensation is punished when an organization has negative financial performance based on the earnings-based in combination with the market-based performance measure. As a result, the following hypothesis is developed:
 
Hypothesis 2:	CEOs cash compensation is not punished when an organization has negative earnings performance in combination with negative market performance. 

[bookmark: _Toc392594048]3.2 	Data and sample selection
To find evidence for the developed hypotheses and research question, I used an archival data study from 2005 till 2013 of Dutch organizations, listed on the AEX, AMX and AScX. The study starts with data from 2005 for two reasons. First, the Corporate Governance Committee designed the Code Tabaksblat in 2003 (Tabaksblat Committee, 2003). The Code was not legally binding, but was designed on the basis of a ‘comply or explain’ basis. Moreover, the Code Tabaksblat was implemented in December 2004. As a result, according to the study of Swagerman & Terpstra (2007), the Code had a significant influence on the structure and transparency of managers’ compensation packages of Dutch listed organizations. More explicit, Dutch listed organizations were more transparent about the information and structure of CEOs compensation in the annual financial reports (Monitoring Committee, 2005). 

Second, the International Accounting Standards Board (IASB) implemented a new set of accounting standards about the design of the annual financial reports for listed organizations at the end of 2003. These standards were called the International Financial Reporting Standards (IFRS) and the adoption was mandatory for Dutch listed organizations since 2005 (IASB, 2013). As a result, the annual reports of Dutch listed organizations were based on the same standards since 2005 and this improves the comparability between the data of Dutch listed organizations from 2005 till 2013.  

Unfortunately, archival data about Dutch listed organizations and their related CEOs cannot be extracted from one financial database. Therefore, the empirical data is extracted from two financial databases. First, data about CEOs compensation is extracted from Capital IQ. This database contains data about the fixed salary and the annual short-term bonus of a CEO. Second, the CompuStat Global database is used to extract data about several financial statement items of the organizations. However, both databases did not have all data available about all Dutch organizations listed on the AEX, AMX or AScX from 2005 till 2013. Therefore, some data is collected by hand. Moreover, this data is extracted from the annual financial reports of the Dutch listed organizations, which were found on the corporate websites of the Dutch listed organizations. Additionally, the empirical data related to the market-based performance measure, which is discussed in more detail in paragraph 3.3, can be collected at the website of the Euronext Amsterdam (aex.nl). At this website, the share prices of Dutch listed organizations at the end (31st December) of each year and the related exchange fund can be found. 

To control for any takeovers and/or bankruptcies during 2005 till 2013, Dutch organizations, which are listed on the AEX, AMX and AScX in 2013, are used as the base sample of the study. In addition, organizations of the three largest (based on the total market capitalization) exchange funds in the Netherlands are included in the sample, because these exchange funds represent the 75 largest organizations in the Netherlands, which is based on the number of common shares outstanding multiplied by the share price at the end of the year (market capitalization). However, due to the fact that CEOs of organizations in the financial industry in the Netherlands may not obtain a bonus since 2009 (Bos, 2009), the financial institutions were retrieved from the sample. As a result, the final sample consists of 63 organizations per year (Appendix B). Furthermore, not all data for some Dutch listed organizations could be collected from the databases and the annual financial reports. Therefore, these specific cases were filtered out of the sample. Consequently, the dataset includes 511 observations from 2005 till 2013 of Dutch listed organizations and the related annual CEO compensation packages. Moreover, these observations are checked on the basis of the assumptions for a linear regression; a normal distribution of the dependent variable and residuals, a linear relationship between the dependent and independent variables, independence of the residuals, and a constant variance of the residuals (homoscedasticity). Based on these assumptions, several tests are done to examine whether the dataset met these conditions. However, the tests indicated that the dataset of 511 observations consisted of several outliers, which could influence the empirical results. Therefore, 74 outliers are removed from the dataset. These outliers are calculated based on the Z-value for a normal distribution. As a result, the conditions for a linear regression are reasonably met. However, the conditions are not perfectly met. Therefore, one could argue that the regression results, which are discussed in chapter 4, are biased.  

Overall, the final sample for the study consists of 437 observations. The tests, which indicated whether the dataset met the conditions for a linear regression, are specified in more detail in Appendix C.
   
[bookmark: _Toc392594049]3.3	Regression model and variables
To test whether the empirical data can obtain evidence for the hypotheses and the related research question, I formulated the following regression formula:

 

The regression models per developed hypothesis and the expanded definitions of the variables are elaborated in more detail in Appendix D. Also, a predictive validity framework (Libby, 1981) is made to explain the validity of the study. First, the regression formula is based on a dataset of Dutch organizations listed on the AEX, AMX and AScX. As a result, the dataset consists of a small number of organizations. Therefore, it is difficult to apply the results of the study to other settings and/or a general population. Moreover, the results are only valid for listed organizations in the Netherlands. Consequently, the external validity of the study is low. Second, the association between negative financial performance and CEOs cash compensation could be influenced by several other factors (non-financial performance measures and labor market for CEOs), which are not included in the regression formula of the study. However, to control for some internal and/or external factors, some control variables are included in the regression formula, but these variables do not capture all factors, which could have an influence on the association, which is tested. Therefore, the study has a moderate internal validity. Last, the association between negative financial performance and CEOs cash compensation is measured by several dependent and independent variables. According to prior research (e.g. Leone et al., 2006; Shaw & Zhang, 2010; Jackson et al., 2008; Dechow, 2006), these measures captures for a large part the concepts it supposed to measure. Consequently, the model has a normal construct validity. The predictive validity framework is shown in figure 3.1. 

[image: ]
Figure 3.1	Predictive validity framework based on the regression formula (Libby, 1981).
The dependent variable represents the total amount of cash compensation for a CEO of a Dutch listed organization in. This variable is measured based on the sum of the fixed salary and the annual short-term bonus received in  by the CEO in €. As a result, the association between negative financial performance and CEOs cash compensation can be tested. Furthermore, the dependent variable will be measured based on the fixed salary and annual short-term bonus. Therefore, the potential effect of negative financial performance on the structure of the cash compensation package for a CEO can also be examined.

However, to test the association between negative financial performance and CEOs cash compensation, some independent variables are formulated. Moreover, the independent variables are related to an earnings-based (∆EARNINGS) and a market-based (∆MARKET) performance measure. The variable ∆EARNINGS is calculated on the basis of the absolute value of the difference between the amounts of net earnings in  compared to. Additionally, the variable ∆MARKET is measured on the basis of the absolute difference between the share price of the organization at the end (31 December) of  and the end (31 December) of. Accordingly, these variables measure the absolute value of the difference between  and. Otherwise, the interaction coefficients () will be biased.  

Additionally, NegEarnings and NegMarket are included in the regression formula, as dummy variables, to test the sensitivity regarding the total absolute amount of negative earnings and market performance in relation to the cash compensation of a CEO. In addition, NegEarnings equals 1 (0) if the difference in the total absolute amount of earnings between  and  is negative (positive) (Shaw & Zhang, 2010). Moreover, NegMarket equals 1 (0) if the absolute difference of the share price between the end (31 December) of  and the end of  is negative (positive) (Leone et al., 2006). Consequently, the sensitivity of poor financial performance related to CEOs cash compensation can be measured due to an interaction effect between ∆EARNINGS (∆MARKET) and NegEarnings (NegMarket). This is, because the absolute continuous variables (∆EARNINGS and ∆MARKET) indicate whether there exist a difference between two absolute values within  and. Moreover, these values are identified as negative or positive according to the two related dummy variables, NegEarnings and NegMarket. As a result, the coefficients of the interaction effect () can indicate whether hypothesis 1a and 1b can be accepted or rejected. Subsequently, an interaction effect is made between NegEarnings and NegMarket (). This interaction variable indicates whether an organization has negative earnings performance in combination with negative market performance compared to the previous year. In addition, this situation is possible, because the literature states that earnings levels are correlated with the market value of an organization (e.g. Keung et al., 2010; Cready & Gurun, 2010; Ascioglu et al., 2012). As a result, this coefficient can indicate whether CEOs cash compensation is punished when an organization has poor financial performance related to an earnings-based in combination with a market-based performance measure (hypothesis 2).

Additionally, to control for several internal/external factors, which could have an influence on the association between poor financial performance of an organization and CEOs cash compensation, several control variables are included in the regression formula. First, Dutch organizations listed on the AEX, AMX or AScX can differ in size. In addition, the size of an organization can have an effect on the financial performance of an organization (Lee, 2009). Therefore, I controlled for firm size, measured by the natural logarithm of the value of the total assets (lnAssets) in  in €. Second, the study of Jordan & Clark (2008) has indicated that organizations perform less in a year when a new CEO is appointed. More explicit, these studies found evidence that CEOs extract more costs in this year, for example by extracting higher depreciation costs in their first year. Therefore, in general, an organization shows negative financial performance numbers compared to the year before. In theory, this is known as ‘big bath accounting’. Consequently, I controlled for the first year after a CEO is appointed (). Third, I also controlled for the leverage ratio of an organization (LEVERAGE), measured by the total debt divided by the total amount of equity of an organization in. In addition, the total amount of leverage of an organization can have an influence on management decisions (Watts & Zimmerman, 1986). Moreover, increased leverage mitigates the investment opportunities for top executives, which could lead to better financial performance in future years (Jensen, 1989). In contrast, the studies of Iyengar & Duru (2012), John & John (1993) and John et al. (2000) show that increased leverage does not mitigate investement opportunities when CEOs compensation is based on the total value of the organization. As a result, higher leverage could increase the performance of an organization and CEOs cash compensation. Therefore, the leverage ratio can have an influence on the financial performance of an organization and therefore, indirectly affect the total amount of CEOs cash compensation per year. Fourth, Dutch listed organizations can alter of exchange fund per year. This depends on the trading turnover of an organization. Moreover, this measure is calculated by multiplying the average share price and trading volume in  of an organization. Therefore, to control for the potential modification of exchange fund by an organization, I controlled for the trading turnover of an organization in  (lnListStatus), which is measured based on the natural logarithm of the share price multiplied by the total common shares outstanding at the end (31 December) of . Fifth, since 2008 (bankruptcy of Lehman Brothers), the financial and economic crisis had a large indirect influence on the financial performance of most organizations worldwide. Consequently, to control for this macro-economic factor during 2008 till 2013, I included the FinancialCrisis as a control variable in the regression formula. Last, to control for other macro-economic factors, which could (indirectly) influence the financial performance of organizations in different industries, industry effects (Industry) are included in the regression formula. Moreover, this variable is measured by the SIC (Standard Industry Classification) code.

[bookmark: _Toc392594050]3.4	Summary chapter 3
To test whether there exists an association between negative financial performance and CEOs cash compensation, three hypotheses are developed, which are in line with the findings from prior literature. The hypotheses are shown below. 

Hypothesis 1a: 	CEOs cash compensation is not punished when the difference between net earnings in  and  is negative.
Hypothesis 1b:	CEOs cash compensation is not punished when the difference between the share price at 31 December in  and  is negative. 
Hypothesis 2:	CEOs cash compensation is not punished when an organization has negative earnings performance in combination with negative market performance. 

To find evidence for the developed hypotheses, I used an archival data study from 2005 till 2013 of Dutch organizations, listed on the AEX, AMX and AScX. The dataset starts with data from 2005, because of the Corporate Governance Committee implemented the code Tabaksblat at the end of 2004 in the Netherlands and Dutch listed organizations adapted mandatory the IFRS standards since 2005. Moreover, the data is obtained from two financial databases (Capital IQ and CompuStat Global) and the annual financial reports. As a result, the final sample of the study consisted of 63 Dutch listed organizations (without organizations in the financial industry) and 437 observations. Furthermore, the developed hypotheses will be tested by the regression formula, which is discussed in more detail on page 33.

[bookmark: _Toc392594051]4.	Empirical results
In the previous paragraphs, I discussed the theoretical framework, the prior studies related to the topic, and the research design for the study. In this chapter, I will discuss the main empirical results. Moreover, in paragraph 4.1, the descriptive statistics of the dependent variables CashCompensation, SALARY, and BONUS will be clarified. Paragraph 4.2 examines the Pearson correlation coefficients between the dependent and independent variables. The regression analysis (main results) of the study regarding the developed hypotheses and the control variables will be discussed in paragraph 4.3. Finally, paragraph 4.4 will summarize the above-mentioned paragraphs and will answer sub question 8, which is shown on page 9. 

[bookmark: _Toc392594052]4.1	Descriptive statistics 
Table 4.1 provides an indication about the average cash compensation, fixed salary and annual short-term bonus level for a CEO of a Dutch listed organization per year for the period 2005 till 2013 in €, based on 437 observations. 
 
	Compensation level per year  
(2005-2013)
	Average (€) 
	Maximum (€)
	Standard (€)
Deviation

	CashCompensation
	689.401,671
	1.724.000
	364.908,16

	SALARY
	456.143,73
	1.278.341
	199.218,15

	BONUS
	233.257,94
	1.020.500
	210.312,33



Table 4.1	Average CashCompensation, SALARY, and BONUS level per year.

The table shows that a CEO of a Dutch listed organization received on average a total cash compensation level of €689.402 per year (maximum €1.724.000; standard deviation €364.908) between 2005 and 2013. Additionally, the cash compensation level consists of an average fixed salary of €456.144 per year (66% of total cash compensation) with a maximum of €1.278.341 and a standard deviation of €199.218. Moreover, the average annual short-term bonus was €233.258 per year (34% of total cash compensation) with a maximum of €1.020.500 and a standard deviation of €210.312. 

These numbers provide an indication of the average total cash compensation, the fixed salary, and the annual short-term bonus level for a CEO of a Dutch listed organization per year for the period 2005 till 2013. Additionally, figure 4.1 graphically shows the developments of CEOs total cash compensation, fixed salary, and annual short-term bonus level over the period 2005 till 2013.  
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Figure 4.1	Average CashCompensation, SALARY, and BONUS per year. 

Figure 4.1 indicates that CEOs total cash compensation increased on average between 2005 (€585.044) and 2013 (€746.970). Also, the average fixed salary for a CEO raised in this period (2005: €384.938; 2013: €508.142). Moreover, the average annual short-term bonus for a CEO of a Dutch listed organization increased slightly (2005: €200.106; 2013: €238.829). These results are partially in line with the findings of prior studies (e.g. Frydman & Jenter, 2010; Shue & Townsend, 2014). These studies found that CEOs total compensation has risen sharply until 2008. However, the study of Shue & Townsend (2014) argued that the total cash compensation, the fixed salary and the annual short-term bonus level for a CEO of an US organization remained on average at the same level from 2005 until 2010. In detail, CEOs cash compensation has decreased from 2006 till 2008. Additionally, the cash compensation level has increased sharply from 2008 till 2010. 

In contrast, the descriptive statistics of this study indicate that the average annual short-term bonus increased slightly, but the average fixed salary for a CEO of a Dutch listed organization has increased sharply on average between 2005 and 2013. As a result, CEOs cash compensation has increased during 2005 till 2013 in the Netherlands. 

The descriptive statistics of the dependent, independent and control variables can be found in more detail in Appendix E. 

[bookmark: _Toc392594053]4.2	Pearson correlation
To get a first impression about the association between negative financial performance and CEOs cash compensation, a correlation matrix is made between the dependent, independent and control variables of the regression formula. The Pearson correlation coefficients indicate how two variables are related to each other. The complete correlation matrix is shown in Appendix F. The Pearson correlation coefficients and significance levels of the dependent variable (CashCompensation) and the independent variables are shown in table 4.2.  

	
	CashCompensation

	∆EARNINGS
	,291**

	∆MARKET
	,186**

	NegEarnings
	-,052

	NegMarket
	-,081

	∆EARNINGS*NegEarnings
	,185**

	∆MARKET*NegMarket
	0,46

	NegEarnings*NegMarket
	-,100*


* = 5% significance (2-tailed); ** = 1% significance (2-tailed)

Table 4.2	Pearson correlation independent variables. 

The Pearson correlation coefficients between ∆EARNINGS (0,291**) and ∆MARKET (0,186**) in relation to CashCompensation are positive and significant at a one per cent level. This indicates that a higher absolute value for the difference in earnings and market performance between  and  has a significant positive correlation with CEOs cash compensation. However, there is no significant correlation with CEOs cash compensation when these values are marked as negative due to NegEarnings (-0,052) and NegMarket (-0,081). Moreover, the variable ∆MARKET*NegMarket (0,46), which indicate whether CEOs are punished for negative market performance, is not significantly correlated to CEOs cash compensation. Therefore, one could argue that CEOs are not punished for negative market performance, based on the Pearson correlation coefficient. However, the variable ∆EARNINGS*NegEarnings (0,185**) is significantly positive related to CEOs cash compensation. This indicates that CEOs are rewarded for negative earnings performance, based on the Pearson correlation coefficient. Finally, the correlation between NegEarnings*NegMarket (-0,100*) and CashCompensation indicates that CEOs are punished when an organization has negative earnings performance in combination with negative market performance at a ten per cent significant level, based on the Pearson correlation coefficient. 

The Pearson correlation coefficients only indicate how two variables influence each other. The correlation coefficients cannot indicate whether there exists an association between negative financial performance and CEOs cash compensation. Consequently, the correlation coefficients are not a valid result to examine the developed hypotheses. Therefore, a regression analysis is performed to indicate whether there exists an association between negative financial performance and CEOs cash compensation. The results of the regression analysis will be analyzed in paragraph 4.3. 
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In this paragraph, the regression results regarding the three developed hypotheses and the control variables will be analyzed. Additionally, the regression results for the dependent variable CashCompensation can be found in more detail in Appendix G. Also, the regression results regarding the dependent variables SALARY and BONUS can found in this appendix. Table 4.3 shows the main regression results (the coefficients and related significance levels) to examine the three developed hypotheses and control variables.       


















The table contains the following independent and control variables: ∆EARNINGS, ∆MARKET, NegEarnings (DUMMY), NegMarket (DUMMY), ∆EARNINGS*NegEarnings, ∆MARKET*NegMarket, NegEarnings*NegMarket, lnAssets, CEOFIRSTYEAR (DUMMY), LEVERAGE, lnListStatus, FinancialCrisis (DUMMY) and Industry (DUMMY).
	Variables
	
	
	

	
	Beta (standardized)
	Beta (standardized)
	Beta (standardized)

	(Constant)
	
	
	

	∆EARNINGS
	,207***
	
	

	∆MARKET
	
	-,050
	

	NegEarnings
	-,067**
	
	-,073*

	NegMarket
	
	,007
	,038

	∆EARNINGS*NegEarnings
	-,132*
	
	

	∆MARKET*NegMarket
	
	,011
	

	NegEarnings*NegMarket
	
	
	-,023

	lnAssets
	,297***
	,289***
	,284***

	CEOFIRSTYEAR
	-,201***
	-,211***
	-,200***

	LEVERAGE
	,117***
	,120***
	,129***

	lnListStatus
	,456***
	,511***
	,505***

	FinancialCrisis
	,131***
	,128***
	,140*** 

	INDUSTRY
	Controlled
	Controlled
	Controlled


a. Dependent variable: Cash Compensation; * = 10% significance; ** = 5% significance; *** = 1% significance.
Table 4.3	Regression results model 1, 2, and 3. 

The regression results regarding hypothesis 1a (model 1) will be discussed in paragraph 4.3.1. Furthermore, in paragraph 4.3.2, the results regarding hypothesis 1b (model 2) will be analyzed. Paragraph 4.3.3 will discuss the results with regard to hypothesis 2 (model 3). In paragraph 4.3.4, the results regarding the control variables of all three models will be analyzed. Finally, paragraph 4.3.5 provides an overview of the conclusions with regard to the developed hypotheses.     

[bookmark: _Toc392594055]4.3.1	Hypothesis 1a: Negative earnings performance
The results of model 1 indicate that the absolute value of the difference in earnings between  and  relates significantly positive (0,207; p-value: 0,003) to CEOs cash compensation at a one per cent level. This finding indicates that an increase in the absolute difference in earnings has a positive effect on CEOs cash compensation. However, when this absolute difference is indicated as negative by NegEarnings, the results indicate that this associates significantly negative (0,067; p-value: 0,040) to CEOs cash compensation at a five per cent level. Moreover, the results of the interaction between both variables states that negative earnings performance has a significantly negative association (-0,132; p-value: 0,051) with CEOs cash compensation at a ten per cent level. As a result, a larger amount of negative earnings performance will have a significant negative effect on CEOs cash compensation. This result is in contrast to the results of prior studies (e.g. Shaw & Zhang, 2010; Jackson et al., 2008; Matsunaga & Park, 2001), which found that CEOs cash compensation is not punished for negative earnings performance. Moreover, the study of Adut et al. (2003) argued that CEOs cash compensation is partially protected for income decreasing transactions. 

The results regarding CEOs fixed salary and annual short-term bonus (Appendix G) indicate that negative earnings performance is negatively associated (-0,250; p-value: 0,000) with CEOs fixed salary at a one per cent level. As a result, CEOs fixed salary will be significantly less when the negative earnings level will increase. In contrast, CEOs annual short-term bonus is not significantly negative related to negative earnings performance (0,007; p-value: 0,935). This result indicates that CEOs annual short-term bonus is not punished when the negative earnings level will increase. Therefore, this finding is in line with the study of Jackson et al. (2008), which found that CEOs annual short-term bonus is not affected when the earnings level of an organization is negative or declining. However, the result, regarding SALARY, is not in line with prior research (Jensen, 2003; Jensen & Murphy, 1990), which argue that the fixed salary of a CEO should not be affected by the managerial and economic performance of an organization.  

Overall, the results of model 1 (∆EARNINGS*NegEarnings) indicate that negative earnings performance is significantly negative associated with CEOs cash compensation. In contrast, prior research stated that CEOs cash compensation is not punished for poor earnings performance. In line with these studies, hypothesis 1a predicted that CEOs were not punished when the difference in earnings between  and  is negative. As a result, hypothesis 1a should be rejected, based on the regression results of model 1. 

[bookmark: _Toc392594056]4.3.2	Hypothesis 1b: Negative market performance
The regression analysis of model 2 states that the absolute value of the difference between the share price at the end (31 December) of  and  does not significantly relates to CEOs cash compensation (-0,050; p-value 0,379). This indicates that a higher absolute difference in market price does not significantly affect CEOs cash compensation. Also, when this absolute difference is indicated as negative (NegMarket), negative market performance is not significantly associated (0,007; p-value: 0,857) with CEOs cash compensation. Furthermore, the interaction effect between both variables (∆MARKET*NegMarket) does not significantly influence CEOs cash compensation (0,011; p-value: 0,857). This finding indicates that CEOs cash compensation is not significantly punished for negative market performance. In contrast, the study of Leone et al. (2006) found that CEOs cash compensation was more sensitive for negative stock returns compared to positive stock returns. Therefore, they argued that CEOs are punished for negative market performance. However, the regression results are in line with the study of Shaw & Zhang (2010), which stated that CEOs are not punished for poor market performance. Moreover, Dechow (2006) argued that market measures could be affected by several external factors, which are beyond the control of a CEO. As a result, CEOs should not be punished for poor market performance.   

The results regarding the association between negative market performance and CEOs fixed salary and annual short-term bonus (Appendix G) indicate that CEOs fixed salary (0,044; p-value: 0,444) and annual short-term bonus (-0,023; p-value: 0,773) are not significantly affected by negative market performance (∆MARKET*NegMarket). As a result, these findings are in line with the study of Dechow (2006), which argued that CEOs compensation should not be punished for poor market performance, because this performance indicator could be influenced by external factors, which are outside the control of a CEO.  

Overall, the results of model 2 (∆MARKET*NegMarket) argues that negative market performance does not have a significant association with CEOs cash compensation. This finding is in contrast to the study of Leone et al. (2006). However, several other studies argue that CEOs are and should not be punished for poor market performance (e.g. Shaw & Zhang, 2010; Dechow, 2006). In line with these studies, hypothesis 1b predicted that CEOs cash compensation is not punished when the difference between the share price at the end (31 December) of   and  is negative. As a result, hypothesis 1b should be accepted, based on the regression results of model 2. 

[bookmark: _Toc392594057]4.3.3	Hypothesis 2: Negative earnings performance and negative market performance
The previous paragraphs have analyzed the regression results regarding negative earnings performance and negative market performance. However, according to the studies of Keung et al. (2010), Cready & Gurun (2010) and Ascioglu et al. (2012), earnings levels and the market value of an organization are correlated. Therefore, hypothesis 2 predicted that CEOs cash compensation is not punished for negative earnings performance in combination with negative market performance. 

The regression results of model 3 indicate that negative earnings performance is negatively associated (-0,073; p-value: 0,091) with CEOs cash compensation. This result indicates that organizations with negative earnings performance pay their CEOs less cash compensation. In contrast, negative market performance is not significantly associated (0,038; p-value: 0,387) with CEOs cash compensation. This finding states that CEOs of organizations with negative market performance do not significantly receive less cash compensation. Furthermore, the combination of both negative performance measures does also not significantly influence CEOs cash compensation (-0,023; p-value: 0,670). Moreover, this result indicates that organizations with negative earnings performance in combination with negative market performance do not significantly pay their CEOs less cash compensation. This finding is in line with the study of Shaw & Zhang (2010), which also found evidence that CEOs are not punished for poor financial performance related to a market-based and an earnings-based performance measure.

The regression results in Appendix G, regarding SALARY (-0,004; p-value: 0,938) and BONUS (-0,037; p-value: 0,592), indicate that negative earnings performance in combination with negative market performance is not significantly associated with CEOs fixed salary and annual short-term bonus. This is in line with the studies of Matsunaga & Park (2001) and Adut et al. (2003), which argue that CEOs cash compensation is partially protected for income decreasing transactions. Moreover, the study of Dechow (2006) argued that CEOs should not be punished for negative market performance, because this performance indicator could be affected by external factors, which are outside the control of a CEO.  

Overall, the regression result of model 3 (NegEarnings*NegMarket) indicates that negative earnings performance in combination with negative market performance are not significantly associated with CEOs cash compensation. These results are in line with prior research (Shaw & Zhang, 2010; Dechow, 2006), which argued that CEOs compensation is not punished for poor financial performance. In line with this study, hypothesis 2 predicted that CEOs cash compensation is not punished when an organization has negative earnings performance in combination with negative market performance. As a result, hypothesis 2 should be accepted, based on the regression results of model 3.  
    
[bookmark: _Toc392594058]4.3.4	Control variables
To control for several internal/external factors, which could have an influence on the association between negative financial performance and CEOs cash compensation, several control variables were included in the regression models. Moreover, the control variables in all regression models are significant at a one per cent level. First, lnAssets is significantly positive related to CEOs cash compensation in all three regression models (0,297; 0,289; 0,284). These results are in line with the study of Lee (2009), which argue that organizations with a larger size have a higher financial performance and therefore, organizational size could positively influence CEOs cash compensation. 

Second, the study of Jordan & Clark (2008) argued that organizations perform less in a year when a new CEO is appointed. For example, this could be the result of ‘big bath accounting’. The variable CEOFIRSTYEAR indicated that CEOs earn significantly less cash compensation in their first year in all three regression models (-0,201; -0,211; -0,200). This finding is in line with the ‘big bath accounting’ theory, which argues that organizations perform less in a year after a new CEO is appointed.

Third, the control variable LEVERAGE positively relates to CEOs cash compensation in all the regression models (0,117; 0,120; 0,129). This indicates that CEOs are paid more cash compensation when the ratio between debt and equity of an organization increases. In contrast, the study of Jensen (1989) argued that increased leverage mitigates the investment opportunities for top executives, which could influence the performance of an organization. In line with these findings, the study of Watts & Zimmermann (1986) argued that the total amount of leverage could influence the decision-making of top management. Moreover, the studies of Gonzalez (2013) showed that organizations with higher leverage levels have less performance. Other studies (e.g. Iyengar & Duru, 2012; John & John, 1993; John et al., 2000) found that higher leverage does not mitigate investment opportunities for managers. As a result, increased leverage could improve organizational performance and therefore, CEOs cash compensation. Therefore, the results are partially in line with prior research. 

Fourth, lnListStatus has a significant positive association with CEOs cash compensation (0,456; 0,511; 0,505). This could due to the fact that organizations with a higher list status have a higher market value (measured as the total common share outstanding multiplied by the share price). Therefore, these organizations are larger in size (Pearson correlation: 0,757; significance 1% level; Appendix F), which could influence the performance of an organization and CEOs cash compensation level (Lee, 2009).  

Finally, the variable FinancialCrisis had a significant positive effect on CEOs cash compensation (0,131; 0,128; 0,140). In contrast, one could argue that due to the financial crisis, the performance of organizations came under pressure and therefore, the compensation level for a CEO should decline. However, according to the results, this is not the case. Moreover, this finding is in line with the study of Shue & Townsend (2014), which have indicated that CEOs total compensation has risen sharply from 2008 till 2010.  

[bookmark: _Toc392594059]4.3.5	Overview empirical results regarding the developed hypotheses 
Based on the empirical results regarding the developed hypotheses (paragraph 4.3.1 till 4.3.3), hypothesis 1a is rejected. In contrast, hypotheses 1b and 2 are accepted. An overview of the conclusions with regard to the three developed hypotheses is shown in table 4.4.

	Number
	Hypothesis
	Accepted/Rejected

	1a
	CEOs cash compensation is not punished when the difference between net earnings in  and  is negative.
	Rejected

	1b
	CEOs cash compensation is not punished when the difference between the share price at 31 December in  and  is negative.
	Accepted

	2
	CEOs cash compensation is not punished when an organization has negative earnings performance in combination with negative market performance.
	Accepted



Table 4.4	Conclusion on the developed hypotheses based on the regression results.

Based on these conclusions, one could argue that there exists a moderate association between negative financial performance and CEOs cash compensation. In more detail, negative earnings performance has a significant negative association with CEOs cash compensation. Moreover, negative market performance and the combination of both negative performance indicators have no significant association with CEOs cash compensation. 

[bookmark: _Toc392594060]4.4	Summary chapter 4
Overall, the descriptive statistics indicated that CEOs cash compensation was on average €689.402 per year within the period 2005-2013. Moreover, figure 4.1 showed that CEOs cash compensation has increased sharply in this period from €585.044 to €746.970 on average. Also, the fixed salary has increased greatly, but the annual short-term bonus for a CEO has increased slightly. 

The Pearson correlation coefficients gave the first impression that CEOs cash compensation is not significantly correlated to the market performance of an organization. However, CEOs cash compensation is positively correlated to negative earnings performance. However, these coefficients are not a valid result to examine the developed hypotheses. Therefore, a regression analysis is performed. Moreover, the control variables were in all regression models significant at a one per cent level. These findings were mostly in line with prior studies. 

The regression results of model 1 (∆EARNINGS*NegEarnings) showed that negative earnings performance is significantly negative associated with CEOs cash compensation. Moreover, negative earnings performance is significantly negative associated with CEOs fixed salary. In contrast, negative earnings performance does not significantly associate with the annual short-term bonus of a CEO. These finding are in contrast to prior research, which argued that CEOs cash compensation is not punished for negative earnings performance. As a result, hypothesis 1a should be rejected. 

Additionally, the result of model 2 (∆MARKET*NegMarket) indicated that negative market performance is not significantly associated with CEOs cash compensation. Moreover, negative market performance does not significantly relates to both components of CEOs cash compensation (fixed salary and annual short-term bonus). These results are in line with the findings of prior research. As a result, hypothesis 1b should be accepted. 

Finally, the result of regression model 3 (NegEarnings*NegMarket) showed that CEOs cash compensation is not significantly punished for negative earnings in combination with negative market performance. Moreover, CEOs fixed salary and annual short-term bonus is not significantly affected by negative earnings performance in combination with negative market performance. This result is in accordance with prior research. Consequently, hypothesis 2 should be accepted.   
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In the previous chapters, I discussed the research question, the theoretical framework, prior research related to the topic, the research design and the empirical results. In this chapter, I will discuss the conclusion of the study. Moreover, an overview of the answers to the sub questions 1 till 6 will be established in paragraph 5.1. Paragraph 5.2 discusses the conclusion of the study based on the empirical results. As a result, sub question 9, which is shown on page 9, can be answered. Also, in this paragraph, the research question of the study will be answered. Finally, the limitations of the study and the related recommendations for future research are explained in paragraph 5.3. 

[bookmark: _Toc392594062]5.1	Summary overview sub question 1 till 6
The traditional principal agent theory argues that there exists a separation between ownership (shareholders) and control (managers) within organizations. As a result, organizations have to deal with several principal agent problems, which causes that managers will not act in the best interests of the shareholders of an organization. 

Therefore, management control systems are implemented in organizations to warrant that managers work in shareholders’ best interests. Consequently, an important goal of most management control systems is to motivate managers. However, the literature indicated that managers could be motivated extrinsically and/or intrinsically. Moreover, due to the mixed evidence of prior research, there exists no clear answer about how managers should be motivated.  

Therefore, researchers and practitioners also designed several management control ‘solutions’, which should mitigate the principal agent problems within organizations. Moreover, some of these ‘solutions’ were directed to the incentive contract of a CEO. However, to incentivize managers, organizations have to measure the performance of a manager. As a result, organizations implemented several performance measures, like accounting-based, market-based, other financial (RI and EVA©), and non-financial performance measures. Based on these performance measures, organizations can compensate managers in different ways, for instance due to a fixed salary, an annual short-term bonus, equity compensation, and other compensation forms (pension plans). 

Several studies argued that incentive contracts should be based on the pay-for-performance principle (Jensen & Murphy, 1990) to mitigate the principal agent problems within organizations. However, there exists mixed evidence whether the pay-for-performance principal helps to align the goals and strategies of the managers and shareholders of an organization. On the one hand, the optimal contracting approach argues that this principle helps to align the goals and strategies of the shareholders and managers. On the other hand, the managerial power approach argues that this principle is part of the problems itself (Bebchuk & Fried, 2003). 

Prior studies have examined the pay-for-performance principle in prior years. Due to the mixed evidence, the association between the financial performance of an organization and CEOs compensation is not clear for researchers and practitioners. Moreover, other studies examined whether CEOs cash compensation is punished for negative financial performance. These studies indicated that CEOs cash compensation is not punished for negative financial performance, related to an earnings-based and a market-based performance measure. 

[bookmark: _Toc392594063]5.2	Conclusion on the research question
In line with the evidence from prior research, three hypotheses were developed, which stated that CEOs cash compensation is not punished for negative earnings performance, negative market performance, and a combination of both performance indicators. To examine these hypotheses, data is obtained of Dutch listed organizations (AEX, AMX, and AScX) from 2005 till 2013. As a result, the final sample of the study consists of 437 observations, which are analyzed based on a multiple regression model. 

The regression results indicate that negative earnings performance is significantly negative associated with CEOs cash compensation. However, negative market performance and the combination of negative earnings performance and negative market performance do not have a significant association with CEOs cash compensation. Consequently, one could argue that CEOs cash compensation is only punished for negative short-term performance of an organization (negative earnings performance). In contrast, CEOs cash compensation is not punished for negative long-term performance (negative market performance). However, the long-term performance of an organization should be in line with the goals and strategies of the shareholders of an organization, because shareholders invest in shares of an organization to get a constant periodic pay-off and/or liquidate the shares for a higher price. Therefore, one could argue that the cash compensation packages for CEOs of Dutch listed organizations are not designed based on the interests of the shareholders. Consequently, these incentive contracts do not help to align the goals and strategies of the managers and shareholders of an organization. As a result, the principal agent problems within organizations will not be mitigated by the cash compensation packages for CEOs of listed organizations in the Netherlands. 

The research question, which I examined in this study, is formulated as follows: 

“Is there an association between negative financial performance and CEOs cash compensation, related to an earnings-based and a market-based performance measure, in the Dutch market?”

In answering the research question, I conclude that, in general, there exists a moderate association between negative financial performance and CEOs cash compensation in the Dutch market. More explicit, negative earnings performance has a significantly negative association with CEOs cash compensation. However, negative market performance and a combination of both performance indicators have no significant association with CEOs cash compensation in the Netherlands. 

[bookmark: _Toc392594064]5.3	Limitations and recommendations for future research 
This study also has limitations, which give researchers an opportunity for future research. First, the study is focused on the association between negative financial performance and CEOs cash compensation in the Dutch market from 2005 till 2013. Therefore, the results are only valid for Dutch listed organizations. Moreover, I found little evidence related to this topic in other countries, related to the time period of the sample. Therefore, future research could improve the evidence regarding this topic by examine whether the findings of this study also hold for organizations in other countries within the time period of 2005 till 2013. 

Second, the study indicated whether CEOs cash compensation is punished for negative financial performance, related to an earnings-based and a market-based performance measure. However, prior research has indicated that incentive contracts consists also of other financial (Residual Income and Economic Value Added) and non-financial performance measures nowadays. As a result, the CEO could still receive high cash compensation levels, while the earnings/market performance of an organization could be declining. This could be the case, because the CEO achieved the targets related to the other performance measures. Therefore, future research should indicate whether there exists an association between negative financial performance, related to RI, EVA©, and/or non-financial performance measures, and CEOs cash compensation. 

Last, this study indicated whether there exists an association between negative financial performance and CEOs cash compensation. Therefore, the study gave no clear answer about how the association can be explained. Moreover, prior research has indicated that due to the power of CEOs in the labor market (optimal contracting approach) and/or CEOs substantial power over the board of directors (managerial power approach), CEOs could have an influence on the design of the incentive contracts. As a result, CEOs could receive high compensation levels, while the performance of the organization is declining and/or negative. Therefore, future research should indicate whether these possible exploitations are valid in the Netherlands and other countries.    
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Summary table prior research

	Authors
	Title
	Objective
	Sample
	Methodology 
	Findings

	Acharya, V. V. & Volpin, P. F. (2009)
	Corporate Governance Externalities.
(Review of Finance)
	The objective of this paper is to take a view that corporate governance is to some extent a choice of an organization. However, this study extents this view by testing whether the corporate governance structures of an organization are affected by the choice of their peers. 
	The data of the study consists of data, which is used by other studies. 
	Event study, based on models used in prior literature.
	The findings of the study indicated that organizations with weaker corporate governance structures compensate managers more with higher incentive levels. As a result, organizations with good corporate governance structures have to compensate their CEOs also with high incentive levels. 

	Adut, D., Cready, W. H. & Lopez, T. J. 
(2003)
	Restructuring Charges and CEO Cash Compensation: A Reexamination.
(The Accounting Review)
	Most studies argued that CEOs compensation packages were protected for charges on earnings by compensation committees. However, the objective of this study is to show that compensation packages are partially protected for these charges. 
	The data of the study consists of US organizations, which has took at least one restructuring charge between 1982 and 1997.
	Regression analysis
	Overall, this study found evidence for the fact that compensation committees evaluate the context of each charge in determining whether they will protect executive compensation for the effect of these charges. Moreover, they concluded that CEO compensation packages are protected for income decreasing transactions. 

	Bebchuk, L. A. & Fried, J. M. 
(2010)
	Paying for Long-Term Performance.
(University of Pennsylvania Law Review)
	The objective of this study is to analyze how organizations could connect the long-term performance of an organization to CEOs compensation. However, risk-taking incentives are disregarded. 
	The data of the study consists of US organizations after the beginning of the financial crisis in 2008.
	Qualitative data study
	The conclusions of the study showed that managers should have a locked-up period before they cash-out their equity compensation. Moreover, the results indicate that organizations should also change the structure of CEOs total compensation to have an effect on CEOs compensation. 

	Brick, I., Palmon, O., & Wald, J., (2006)
	CEO compensation, director compensation, and ﬁrm performance: evidence of cronyism? (Journal of Corporate Finance)
	The objective of this study is to make a model for CEOs and director compensation using firm characteristics, CEO characteristics, and governance variables.
	The data of the study consists of S&P’s ExecuComp and CompuStat data and hand-collected data for the period 1992-2001. 
	Regression analysis
	The results indicate that there exists a significant positive relationship between CEO and director compensation. Moreover, the results also indicated that excess compensation (both for the director and the CEO) is associated with poor firm performance. 

	Buck, T., Bruce, A., Main, B. G., & Udueni, H. 
(2003)
	Long term incentive plans, executive pay and UK company performance.
(Journal of Management Studies)
	This study examined the long-term equity compensation packages for CEOs of organizations from the UK. Additionally, the study examined whether these packages relate to the stock returns.  
	The data consists of listed organizations from the UK.
	Regression analysis
	The study showed that long-term incentive packages are associated with reductions in executive compensation related to stock returns. This finding raises the question whether the effectiveness of the long-term incentive packages are a method to minimize the principal agent problems within organizations. 

	Dechow, P. 
(2006)
	Asymmetric sensitivity of CEO cash compensation to stock returns: A discussion.
(Journal of Accounting and Economics)
	This study discusses the results of Leone et al. (2006) whether CEOs cash compensation is sensitive for stock returns.  





	The data consists of US organizations. Additionally, the total dataset consists of 9858 observations from the study of Leone et al. (2006).


	Regression analysis
	The results indicate that the conclusion of Leone et al. (2006) could also have other explanations. As a result, due to the managerial power approach, market-based performance measures are not the only measure, which could indicate whether an organization is performing poor financially.

	Dicks, D. 
(2012)
	Executive Compensation and the Role for Corporate Governance Regulation.
(The Review of Financial Studies)
	The objective of this study is to establish a role for corporate governance regulation within organizations. 
	The data consists of quantitative data of organizations in different industries and countries.
	Based on mathematical single firm/equilibrium model
	The results of the study indicated that stronger corporate governance will decrease the compensation level for a CEO. As a result, governance regulation can improve investors’ welfare. Consequently, governance regulation will cause that firms will increase their market value and decrease CEOs total compensation.

	Duffhues, P. & Kabir, R. 
(2008)
	Is the pay–performance relationship always positive? Evidence from the Netherlands.
(Journal of Multinational Financial Management)
	The study examined whether executive pay is in line with the financial performance of Dutch listed organizations. 
	The data consists of Dutch listed organizations between 1998-2001 (135 organizations per year). Moreover, the data could not be obtained from a financial database. Therefore, the data is collected by hand.  
	Regression analysis
	The results did not indicate a positive pay-for-performance relationship within Dutch listed organizations. Moreover, the findings questions whether executive pay helps to align shareholder goals and strategies with the objectives of the CEO. Therefore, the results are in line with the managerial power approach, which argue that managers can design their own incentive contract.

	Frydman, C. & Jenter, D. 
(2010)
	CEO Compensation.
(National Bureau of Economic Research)
	The purpose of this study is to summarize prior literature, which examined the growth of CEOs compensation in the prior year. 
	The data consists of findings from prior studies.
	Survey of prior literature regarding CEO compensation.
	The results of the study indicated that CEOs compensation has risen sharply in the previous 30 years. This finding has created a large debate about CEO compensation packages. Moreover, prior literature argued that the growth in CEO compensation could be due the power of managers within organizations and/or the optimal contracting approach in a high competitive CEO labor market. 

	Haid, A. & Yurtoglu, B.
(2006)
	The impact of ownership structure on executive compensation in Germany. 
(Journal of Multinational Financial Managmenet)
	The objective of this study is to analyze whether there exists a relationship between the ownership structure of an organization and CEOs compensation in Germany. 
	The data consists of organizations from Germany in the period from 1987 till 2003. 
	Regression analysis
	The findings of the study indicated that CEOs compensation is affected by earnings levels. Moreover, this study found evidence why organizations have to deal with principal agent problems, caused by the separation of ownership and control.

	Jackson, S. B., Lopez, T .J. & Reitenga, A. L.
(2008)
	Accounting fundamentals and CEO bonus compensation. 
(Journal of Accounting and Public Policy)
	The purpose of this study is to examine the pay-for-performance principle for the short-term bonus. Moreover, a compensation model included a set of accounting measures that prior research had indicated as indicators of prior and future financial performance.
	The data consists of US organizations. Additionally, data is obtained from ExecuComp for the period 1992 till 2002. 
	Regression analysis
	The results of the study indicated that there exists a significant relationship between accounting-based performance measures, the level, and the change in CEOs annual short-term bonus. Moreover, when the earnings level of an organization is negative or declining, the study found that the relationship between earnings and the short-term bonus of a CEO is weak and insignificant. 

	Jensen, M. C. & Murphy, K. J.
(1990)
	Performance Pay and Top-Management Incentives.
(Journal of Political Economy) 
	The purpose of the study is to find evidence for the pay-for-performance sensitivity within CEO compensation packages. Moreover, the study makes a link between CEO wealth and shareholders wealth. 
	The data of the study consists of 2.000 CEOs from organizations within the Forbes list. 
	Regression analysis
	The results of the study indicated that CEOs wealth changes $3,25 for every $1.000 change in shareholder wealth. The study concluded that the pay-for-performance sensitivity within CEO incentive contracts is weak. 

	Leone, A., Wu, J. & Zimmerman, J. (2006)
	Asymmetric sensitivity of CEO cash compensation to stock returns.
(Journal of Accounting & Economics)
	This study examined whether CEOs cash compensation is sensitive for positive and negative stock returns.  
	The data consists of US organizations. Additionally, the total dataset consist of 9858 observations.

	Regression analysis 
	The study stated that CEOs cash compensation is twice as sensitive to negative stock returns compared to positive stock returns. The study indicated that cash compensation is less sensitive to stock returns when these returns contain unrealized gains instead of unrealized losses. 

	Matsunaga, S. R. & Park, C. W. 
(2001)
	The Effect of Missing a Quarterly Earnings Benchmark on the CEOs Annual Bonus.
(The Accounting Review)
	The objective of this study is to examine whether missing quarterly earnings benchmarks have an effect on the annual bonus for a CEO.
	The data consists of 3.651 observations gathered from the databases ExecuComp, First Call, CompuStat, and CSRP. 
	Regression analysis
	The results of the study indicated that missing quarterly earnings benchmarks have a significant contrary effect on the annual cash bonus for a CEO. 
Moreover, the study also argued that the relation between the bonus and negative performance based on the forecasts was not significant. 

	Mishra, C. S., McConaughy, D. L. & Gobeli, D. H. 
(2000)
	Effectiveness of CEO pay-for-performance.
(Review of Financial Economics)
	The purpose of this study is to examine whether organizational performance has a positive, but decreasing relationship with the level of CEO pay-for-performance sensitivity related to stock returns.
	The data consists of a sample, which is used for the study of Jensen & Murphy (1990). Therefore, the sample consists of 430 organizations. 
	Regression analysis
	The results of the study found evidence that CEOs risk-aversion decreases CEOs compensation. Moreover, when too much risks are taken by the CEO, organizational performance will decline or even be negative. 

	Shaw, K. W., & Zhang, M. H. (2010)
	Is CEO Cash Compensation Punished for Poor Firm Performance?
(The Accounting Review)
	This study examined whether CEOs cash compensation is punished for poor firm performance, related to a market-based and an earnings-based performance measure. 
	The data consists of US organizations. Additionally, the total dataset consist of 9858 observations. 
	Regression analysis
(three-way performance partitions)
	The study did not found asymmetry between CEOs cash compensation and low stock returns. Moreover, the results also indicate that CEOs cash compensation is less sensitive for poor earnings performance compared to positive earnings performance. Overall, the results indicate that CEOs cash compensation is not punished for poor firm performance. 

	Shue, K. & Townsend, R. R.  
(2014)
	Growth Through Rigidity: An Explanation of the Rise in CEO Pay. 
(Tuck School of Business Working Paper)
	The purpose of this paper is to find a new evidence for the increase of CEOs compensation in the USA until 2010. 
	The dataset of the study consists of ExecuComp data of US organizations in the S&P 1500. 
	Rigidity analysis
	The results of the study indicated that CEOs equity compensation has risen sharply during the years. Moreover, the fixed salary and annual short-term bonus has a smaller rigid, which indicates that CEOs earn less compensation in the form of salary and short-term bonus. Therefore, one could argue that equity compensation has become more important within compensation packages in recent years.

	Sloan, R.
(1993)
	Accounting earnings and top executive compensation.
(Journal of Accounting & Economics)
	The objective of this study is to investigate whether accounting earnings are an important part of CEOs incentive contracts. Moreover, this study examined the role of earnings within CEO compensation.
	The data of the study consists of observations from the CRSP and the CompuStat database for organizations listed on the Forbes list. 
	Regression analysis
	The results of the study indicated that accounting earnings affect the market value of an organization. Moreover, accounting earnings are less affected by macro- economic factors, which could affect the market value of an organization. Consequently, accounting-based performance measures in CEOs compensation packages should protect a CEO for fluctuations in market value. 

	Swagerman, D. & Terpstra, E. 
(2007)
	The Effectiveness of Dutch Executive Pay Packages.
(Compensation & Benefits Review)
	This study described the latest trends regarding compensation packages in the Netherlands. 
	The data consists of organizations from the Netherlands. 
	Overview of empirical and practical research (theoretical study).
	The study showed that compensation packages of executives in the Netherlands has increased in the recent years, due to equity compensation. This trend could be explained by the risen of Anglo-Saxon investors. However, due to the increase in CEOs total compensation, it seems that the compensation packages of executives are not optimal.  


Table A1.1	Summary table prior research. 
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Dutch listed organizations 2013 
Source: AEX

	AEX			AMX			AScX
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(75 organizations) 

Table B1.1	Dutch listed organizations 2013 (AEX, AMX and AScX).

Organizations, which were identified by the SIC index as organizations in the financial industry, are excluded from the sample. Therefore, the following organizations are excluded: Aegon NV, BinckBank NV, Corio NV, Delta Lloyd NV, Eurocommercial Properties NV, ING Group NV, Kardan NV, KasBank NV, Nieuwe Steen Investments NV, Unibail-Rodamco NV, Value8 NV, and VastNed Retail NV. 

Sample without financial institutions: 63 organizations (75 listed organizations – 12 financial institutions).

As a result, the sample consists of 567 observations (9 years * 63 organizations). However, data about some organizations was not found in the databases and annual reports. An overview of these organizations is shown below. 

Organization						Period				Total Years
AMG Advanced Metallurgical NV			2005 – 2007			3
Aperam NV						2005 – 2013			9
ArcelorMittal NV					2005				1
Arseus NV						2005 – 2007			3
Cryo-Save Group NV					2005 – 2009			5
Gemalto NV						2005				1
KLM Royal Dutch Airlines NV			2005 – 2008 			4
OCI NV						2005 – 2013			9
TNT Express NV					2005 – 2011			7
TomTom NV						2005				1
USG People NV					2009				1
Xeikon NV						2005 – 2007 / 2013		4
Ziggo NV						2005 – 2012			8
Total											56
Table B1.2	Missing observations Dutch listed organizations. 

These specific cases were filtered out of the sample. As a result, the sample of the study consists of 511 observations (567 – 56) from 2005 till 2013. 
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Assumptions for a linear regression (SPSS output)

In this appendix, I will examine the assumptions underlying a linear regression; normality, linearity, independency, and constant variance (homoscedasticity). These assumptions examine whether the standardized residuals are well behaved. However, when some assumptions are not fulfilled, the empirical results (regression coefficients, significance tests, and confidence intervals) may be biased. 

[bookmark: _Toc392594070]C.1	Normality of the dependent variable and standardized residuals
Normality is an important assumption for a linear regression, because the statistical outcomes could be inaccurate and biased when the dependent variable and the related standardized residuals are not normally distributed. This could be caused by the fact that the data consists of several outliers. 

I examined the assumption of normality for the dependent variable CashCompensation. Moreover, I analyzed the skewness (symmetry), kurtosis (sharpness), histograms and boxplots of the dependent variable CashCompensation and the related standardized residuals per regression model. Additionally, I examined the skewness and kurtosis for the two components of CashCompensation; SALARY and BONUS. 

[bookmark: _Toc392594071]C.1.1	CashCompensation
First, the dependent variable was analyzed for normality based on a dataset without removing outliers. In general, the dependent variable is perfectly normal distributed when the skewness and kurtosis are zero. 
	

	
	N
	Skewness
	Kurtosis

	
	Statistic
	Statistic
	Std. Error
	Statistic
	Std. Error

	CashCompensation
	511
	2,238
	,108
	6,567
	,216

	N (observations)
	511
	
	
	
	


Table C1.1	Skewness and kurtosis without removing outliers.

Table C1.1 indicates that the skewness and kurtosis of the dependent variable CashCompensation are far from zero. Therefore, one could argue that the dataset consists of several outliers. These outliers are graphically shown in a boxplot (figure C1.1). The normal distribution of the standardized residuals per model are shown in a histogram (figure C1.2 till figure C1.4). 
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Figure C1.1	Boxplot of the dependent variable without removing outliers.
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Figure C1.2	Histogram standardized residuals without removing outliers: Model 1. 
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Figure C1.3	Histogram standardized residuals without removing outliers: Model 2. 
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Figure C1.4	Histogram standardized residuals without removing outliers: Model 3. 
The four figures indicate that the dependent variable and the related standardized residuals are not reasonably normal distributed. This finding could be tested statistically with the Kolmogorov-Smirnov test, which examines whether the standardized residuals are normally distributed. The standardized residuals are not normally distributed when the Kolmogorov-Smirnov test is statistically significant (p-value < 0,05). The Kolmogorov-Smirnov tests of all three regression models are shown below. 
	

	
	Kolmogorov-Smirnova
	Shapiro-Wilk

	
	Statistic
	df
	Sig.
	Statistic
	df
	Sig.

	Standardized Residual
	,112
	511
	,000
	,894
	511
	,000

	a. Lilliefors Significance Correction


Table C1.2	Kolmogorov-Smirnov test standardized residuals: Model 1. 
	 

	
	Kolmogorov-Smirnova
	Shapiro-Wilk

	
	Statistic
	df
	Sig.
	Statistic
	df
	Sig.

	Standardized Residual
	,107
	511
	,000
	,898
	511
	,000

	a. Lilliefors Significance Correction


Table C1.3	Kolmogorov-Smirnov test standardized residuals: Model 2.
	

	
	Kolmogorov-Smirnova
	Shapiro-Wilk

	
	Statistic
	df
	Sig.
	Statistic
	df
	Sig.

	Standardized Residual
	,100
	511
	,000
	,896
	511
	,000

	a. Lilliefors Significance Correction


Table C1.4	Kolmogorov-Smirnov test standardized residuals: Model 3. 

Overall, the Kolmogorov-Smirnov tests of all three regression models state that the standardized residuals of all the models are not normally distributed. Therefore, several outliers are extracted from the dataset based on the Z-value, which is measured according the following formula in SPSS:



Additionally, observations with a Z-value <-2,5 or >2,5 are removed from the data. As a result, 15 outliers are deleted. Table C1.5 shows the normal distribution (skewness and kurtosis) of the dependent variable after removing 15 outliers. 

	

	
	N
	Skewness
	Kurtosis

	
	Statistic
	Statistic
	Std. Error
	Statistic
	Std. Error

	CashCompensation
	496
	1,423
	,110
	1,558
	,219

	N (observations)
	496
	
	
	
	


Table C1.5	Skewness & kurtosis after removing 15 outliers. 


Table C1.5 indicates that the dependent variable is still not reasonably normal distributed (Skewness > 0; Kurtosis > 0). Therefore, 19 extra outliers are removed from the dataset, based on the Z-value, which I explained before. 
	

	
	N
	Skewness
	Kurtosis

	
	Statistic
	Statistic
	Std. Error
	Statistic
	Std. Error

	CashCompensation
	477
	1,190
	,112
	,885
	,223

	N (observations)
	477
	
	
	
	


Table C1.6	Skewness & kurtosis after removing 19 extra outliers. 

Table C1.6 indicates that the dependent variable is still not reasonably normal distributed (Skewness > 0; Kurtosis > 0). Therefore, 15 extra outliers are removed from the dataset, based on the Z-value, which I explained before. 
	

	
	N
	Skewness
	Kurtosis

	
	Statistic
	Statistic
	Std. Error
	Statistic
	Std. Error

	CashCompensation
	462
	1,013
	,114
	,442
	,227

	N (observations)
	462
	
	
	
	


Table C1.7	Skewness & kurtosis after removing 15 extra outliers. 

Table C1.7 indicates that the dependent variable is still not reasonably normal distributed (Skewness > 0; Kurtosis > 0). Therefore, 12 extra outliers are removed from the dataset, based on the Z-value, which I explained before. 
	

	
	N
	Skewness
	Kurtosis

	
	Statistic
	Statistic
	Std. Error
	Statistic
	Std. Error

	CashCompensation
	450
	,902
	,115
	,239
	,230

	N (observations)
	450
	
	
	
	


Table C1.8	Skewness & kurtosis after removing 12 extra outliers. 

Table C1.8 indicates that the skewness and kurtosis of the dependent variable are nearby zero. As a result, the dependent variable is close to a reasonably normal distribution. Moreover, the normal distribution of the related standardized residuals in the three regression models is examined. Table C1.9 till C1.11 shows the skewness and kurtosis of the standardized residuals per model. 
	

	
	Statistic
	Std. Error

	Standardized Residuals
Model 1
	Mean
	,0000000
	,04639970

	
	95% Confidence Interval for Mean
	Lower Bound
	-,0911875
	

	
	
	Upper Bound
	,0911875
	

	
	5% Trimmed Mean
	-,0396027
	

	
	Median
	-,0357138
	

	
	Variance
	,969
	

	
	Std. Deviation
	,98428634
	

	
	Minimum
	-3,62519
	

	
	Maximum
	5,35498
	

	
	Range
	8,98017
	

	
	Interquartile Range
	1,04327
	

	
	Skewness
	,811
	,115

	
	Kurtosis
	3,658
	,230


Table C1.9	Skewness & kurtosis standardized residuals: Model 1.
	


	
	Statistic
	Std. Error

	Standardized Residuals
Model 2
	Mean
	,0000000
	,04639970

	
	95% Confidence Interval for Mean
	Lower Bound
	-,0911875
	

	
	
	Upper Bound
	,0911875
	

	
	5% Trimmed Mean
	-,0394248
	

	
	Median
	-,0260402
	

	
	Variance
	,969
	

	
	Std. Deviation
	,98428634
	

	
	Minimum
	-4,10846
	

	
	Maximum
	5,02898
	

	
	Range
	9,13744
	

	
	Interquartile Range
	1,09659
	

	
	Skewness
	,703
	,115

	
	Kurtosis
	3,493
	,230


Table C1.10	Skewness & kurtosis standardized residuals: Model 2.
 

	

	
	Statistic
	Std. Error

	Standardized Residuals
Model 3
	Mean
	,0000000
	,04639970

	
	95% Confidence Interval for Mean
	Lower Bound
	-,0911875
	

	
	
	Upper Bound
	,0911875
	

	
	5% Trimmed Mean
	-,0380057
	

	
	Median
	-,0529193
	

	
	Variance
	,969
	

	
	Std. Deviation
	,98428634
	

	
	Minimum
	-3,79683
	

	
	Maximum
	5,20092
	

	
	Range
	8,99775
	

	
	Interquartile Range
	1,10640
	

	
	Skewness
	,737
	,115

	
	Kurtosis
	3,301
	,230


Table C1.11	Skewness & kurtosis standardized residuals: Model 3. 

Overall, table C1.9 till C1.11 indicates that the standardized residuals of the dependent variable in all three regression models are not reasonably normal distributed (Skewness > 0; Kurtosis > 0). Therefore, extra outliers will be removed from the dataset, based on the Z-value, which I explained before. As a result, 13 extra outliers will be removed from the data. 
	

	
	N
	Skewness
	Kurtosis

	
	Statistic
	Statistic
	Std. Error
	Statistic
	Std. Error

	CashCompensation
	437
	,765
	,117
	-,005
	,233

	N (observations) 
	437
	
	
	
	


Table C1.12	Skewness & kurtosis after removing 13 extra outliers. 

Table C1.12 indicates that the skewness and kurtosis of the dependent variable are improved (closer to zero). Moreover, the normal distribution of the standardized residuals per regression model will be tested. 







C.1.1.1	Model 1: Negative earnings performance
	

	
	Statistic
	Std. Error

	Standardized Residuals
Model 1
	Mean
	,0000000
	,04706220

	
	95% Confidence Interval for Mean
	Lower Bound
	-,0924970
	

	
	
	Upper Bound
	,0924970
	

	
	5% Trimmed Mean
	-,0161338
	

	
	Median
	-,0368205
	

	
	Variance
	,968
	

	
	Std. Deviation
	,98381396
	

	
	Minimum
	-3,88773
	

	
	Maximum
	4,07067
	

	
	Range
	7,95840
	

	
	Interquartile Range
	1,19153
	

	
	Skewness
	,200
	,117

	
	Kurtosis
	1,586
	,233


Table C1.13	Skewness & kurtosis standardized residuals after removing 13 extra outliers: Model 1.  
	

	
	Kolmogorov-Smirnova
	Shapiro-Wilk

	
	Statistic
	df
	Sig.
	Statistic
	df
	Sig.

	Standardized Residual
	,051
	437
	,008
	,982
	437
	,000

	a. Lilliefors Significance Correction


Table C1.14	Kolmogorov-Smirnov test after removing all outliers: Model 1. 

Table C1.13 and C1.14 show that the standardized residuals of model one are reasonably normal distributed, but not perfect (Skewness = 0,200; Kurtosis = 1,586; Kolmogorov-Smirnov = 0,008). Moreover, the distribution of the standardized residuals is graphically shown in figure C1.5 and C1.6 by means of a histogram and boxplot.




[image: ]














Figure C1.5	Histogram standardized residuals: Model 1.
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Figure C1.6	Boxplot standardized residuals: Model 1.

The histogram and boxplot show that the standardized residuals are reasonably normal distributed. However, the boxplot indicates that there are still several outliers in the dataset, based on the standardized residuals. These outliers will not be removed, because they have a Z-value, which is acceptable (>-2,5 and <2,5). Overall, I conclude that the standardized residuals of model one are reasonably normal distributed, based on the skewness, the kurtosis, the Kolmogorov-Smirnov test, the histogram, and the boxplot of the standardized residuals of the dependent variable. 

C.1.1.2	Model 2: Negative market performance
	

	
	Statistic
	Std. Error

	Standardized Residuals
Model 2
	Mean
	,0000000
	,04706220

	
	95% Confidence Interval for Mean
	Lower Bound
	-,0924970
	

	
	
	Upper Bound
	,0924970
	

	
	5% Trimmed Mean
	-,0199411
	

	
	Median
	-,0049583
	

	
	Variance
	,968
	

	
	Std. Deviation
	,98381396
	

	
	Minimum
	-4,06795
	

	
	Maximum
	4,38522
	

	
	Range
	8,45318
	

	
	Interquartile Range
	1,21426
	

	
	Skewness
	,224
	,117

	
	Kurtosis
	1,996
	,233


Table C1.15	Skewness & kurtosis standardized residuals after removing 13 extra outliers: Model 2.
	

	
	Kolmogorov-Smirnova
	Shapiro-Wilk

	
	Statistic
	df
	Sig.
	Statistic
	df
	Sig.

	Standardized Residual
	,055
	437
	,003
	,977
	437
	,000

	a. Lilliefors Significance Correction


Table C1.16	Kolmogorov-Smirnov test after removing all outliers: Model 2. 

Table C1.15 and C1.16 show that the standardized residuals in model two are reasonably normal distributed, but not perfect (Skewness = 0,224; Kurtosis = 1,996; Kolmogorov-Smirnov = 0,003). Moreover, the distribution of the standardized residuals is graphically shown in figure C1.7 and C1.8 by means of a histogram and boxplot. 
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Figure C1.7	Histogram standardized residuals: Model 2. 
[image: ]














Figure C1.8	Boxplot standardized residuals: Model 2. 	

The histogram and boxplot show that the standardized residuals are reasonably normal distributed. However, the boxplot indicates that there are still several outliers in the dataset, based on the standardized residuals. These outliers will not be removed, because they have a Z-value, which is acceptable (>-2,5 and <2,5). Overall, I conclude that the standardized residuals of model two are reasonably normal distributed, based on the skewness, the kurtosis, the Kolmogorov-Smirnov test, the histogram and the boxplot of the standardized residuals of the dependent variable. 

C.1.1.3	Model 3: Negative earnings performance and negative market performance
	

	
	Statistic
	Std. Error

	Standardized Residuals
Model 3
	Mean
	,0000000
	,04706220

	
	95% Confidence Interval for Mean
	Lower Bound
	-,0924970
	

	
	
	Upper Bound
	,0924970
	

	
	5% Trimmed Mean
	-,0169807
	

	
	Median
	-,0151593
	

	
	Variance
	,968
	

	
	Std. Deviation
	,98381396
	

	
	Minimum
	-3,93412
	

	
	Maximum
	3,87058
	

	
	Range
	7,80470
	

	
	Interquartile Range
	1,15907
	

	
	Skewness
	,190
	,117

	
	Kurtosis
	1,532
	,233


Table C1.17	Skewness & kurtosis standardized residuals after removing 13 extra outliers: Model 3. 
	

	
	Kolmogorov-Smirnova
	Shapiro-Wilk

	
	Statistic
	df
	Sig.
	Statistic
	df
	Sig.

	Standardized Residual
	,046
	437
	,025
	,982
	437
	,000

	a. Lilliefors Significance Correction


Table C1.18	Kolmogorov-Smirnov test after removing all outliers: Model 3. 

Table C1.17 and C1.18 shows that the standardized residuals in model three are reasonably normal distributed, but not perfect (Skewness = 0,190; Kurtosis = 1,532; Kolmogorov-Smirnov = 0,025). Moreover, the distribution of the standardized residuals is graphically shown in figure C1.9 and C1.10 by means of a histogram and boxplot.   
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Figure C1.9	Histogram standardized residuals: Model 3. 
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Figure C1.10	Boxplot standardized residuals: Model 3. 

The histogram and boxplot show that the standardized residuals are reasonably normal distributed. However, the boxplot indicates that there are still several outliers in the dataset, based on the standardized residuals. These outliers will not be removed, because they have a Z-value, which is acceptable (>-2,5 and <2,5). Overall, I conclude that the standardized residuals of model 3 are reasonably normal distributed, based on the skewness, the kurtosis, the Kolmogorov-Smirnov test, the histogram and the boxplot of the standardized residuals of the dependent variable. 

[bookmark: _Toc392594072]C.1.2	SALARY & BONUS
The dependent variable, which is tested in the regression models, is CashCompensation. However, CashCompensation consists of two components, namely a fixed salary and an annual short-term bonus. Also, the impact of negative financial performance on both variables will be tested. Therefore, the normal distribution of both variables is tested in this study. The skewness and kurtosis of both variables is shown in the two tables below, which present the skewness and kurtosis before and after removing all outliers, based on the normality of the dependent variable CashCompensation. 
	

	
	N
	Skewness
	Kurtosis

	
	Statistic
	Statistic
	Std. Error
	Statistic
	Std. Error

	SALARY
	511
	1,346
	,108
	1,965
	,216

	BONUS
	511
	2,771
	,108
	10,642
	,216

	N (observations)
	511
	
	
	
	


Table C1.19	Skewness & kurtosis SALARY/BONUS without removing outliers. 
	

	
	N
	Skewness
	Kurtosis

	
	Statistic
	Statistic
	Std. Error
	Statistic
	Std. Error

	SALARY
	437
	,590
	,117
	,556
	,233

	BONUS
	437
	1,070
	,117
	,695
	,233

	N (observations)
	437
	
	
	
	


Table C1.20	Skewness & kurtosis SALARY/BONUS after removing 74 outliers. 

Overall, the tables indicate that the skewness and kurtosis improved for both components of CashCompensation after removing 74 outliers, based on the normality of the dependent variable CashCompensation. As a result, I conclude that the data for both variables (SALARY and BONUS) is reasonably normal distributed.  





[bookmark: _Toc392594073]C.2	Linearity of the relationship between the dependent and independent variables
Linearity is also an important assumption for a linear regression, because this assumption examines whether there exists a linear relationship between the dependent and independent variables of the regression model. Therefore, I examine the linearity of the dependent and independent variables of the three regression models due to analyzing the scatterplots of the observed and expected standardized residuals. The scatterplots of all models are shown below. 

[bookmark: _Toc392594074][image: ]C.2.1	Model 1: Negative earnings performance
Figure C2.1	Linearity dependent and independent variables: Model 1.		

Figure C2.1 indicates that the linearity of the dependent and independent variables of model one are reasonably linear, but not perfect.  




[bookmark: _Toc392594075]C.2.2	Model 2: Negative market performance
[image: ]
Figure C2.2	Linearity dependent and independent variables: Model 2.

Figure C2.2 indicates that the linearity of the dependent and independent variables of model two are reasonably linear, but not perfect.  











[bookmark: _Toc392594076]C.2.3	Model 3: Negative earnings performance and negative market performance
[image: ]Figure C2.3	Linearity dependent and independent variables: Model 3.

Figure C2.3 indicates that the linearity of the dependent and independent variables of model three are reasonably linear, but not perfect.

Overall, all three regression models, which are examined in the study, are not perfectly linear. However, one could argue that the dependent and independent variables are reasonably linear. Therefore, it is a debate whether there exists a linear relationship between the dependent and independent variables.   


[bookmark: _Toc392594077]C.3	Independence of the errors
Independence of the errors is also an important assumption for a linear regression, because this could indicate whether the variables in the model are independent. However, when this is not the case, this could influence the relationship between the dependent and independent variables (statistical outcomes). Therefore, I analyzed the correlation between the dependent, independent, and control variables due to a multicollinearity test (Variance Inflation Factor values). Moreover, to examine the independency of the variables over time, I analyzed the Durbin-Watson test for serial/auto correlation for the three regression models of the study. 

[bookmark: _Toc392594078]C.3.1	Multicollinearity test
Multicollinearity is measured based on the Variance Inflation Factor (VIF) value. The model has to deal with a multicollinearity problem when the VIF value is >5. This value indicates that two or more explanatory variables are strongly correlated. As a result, one variable could be predicted based on the other one. 

I examine this potential multicollinearity problem due to the collinearitity statistics, which examine the VIF values for the variables in the model. The multicollinearity tests between the independent and control variables are shown in the tables below. 
	

	Variables
	Collinearity Statistics

	
	Tolerance
	VIF

	
	∆MARKET
	,343
	2,917

	
	NegEarnings
	,505
	1,979

	
	NegMarket
	,367
	2,722

	
	∆EARNINGS*NegEarnings
	,844
	1,185

	
	∆MARKET*NegMarket
	,266
	3,766

	
	NegEarnings*NegMarket
	,308
	3,248

	
	lnAssets
	,464
	2,157

	
	CEOFIRSTYEAR
	,956
	1,046

	
	LEVERAGE
	,959
	1,042

	
	lnListStatus
	,430
	2,323

	
	FinancialCrisis
	,898
	1,114

	Dependent Variable: ∆EARNINGS


Table C3.1	Multicollinearity test: ∆EARNINGS.




	

	Variables
	Collinearity Statistics

	
	Tolerance
	VIF

	1
	∆EARNINGS
	,452
	2,213

	
	NegEarnings
	,495
	2,019

	
	NegMarket
	,416
	2,405

	
	∆EARNINGS*NegEarnings
	,477
	2,095

	
	∆MARKET*NegMarket
	,725
	1,380

	
	NegEarnings*NegMarket
	,307
	3,258

	
	lnAssets
	,463
	2,158

	
	CEOFIRSTYEAR
	,959
	1,043

	
	LEVERAGE
	,963
	1,039

	
	lnListStatus
	,427
	2,340

	
	FinancialCrisis
	,898
	1,114

	Dependent Variable: ∆MARKET


Table C3.2	Multicollinearity test: ∆MARKET.

	

	Variables
	Collinearity Statistics

	
	Tolerance
	VIF

	
	∆EARNINGS
	,459
	2,176

	
	∆MARKET
	,342
	2,928

	
	NegMarket
	,393
	2,545

	
	∆EARNINGS*NegEarnings
	,504
	1,985

	
	∆MARKET*NegMarket
	,265
	3,769

	
	NegEarnings*NegMarket
	,508
	1,969

	
	lnAssets
	,463
	2,161

	
	CEOFIRSTYEAR
	,956
	1,046

	
	LEVERAGE
	,960
	1,042

	
	lnListStatus
	,410
	2,438

	
	FinancialCrisis
	,923
	1,083

	Dependent Variable: NegEarnings


Table C3.3	Multicollinearity test: NegEarnings. 











	

	Variables
	Collinearity Statistics

	
	Tolerance
	VIF

	
	∆EARNINGS
	,451
	2,219

	
	∆MARKET
	,387
	2,584

	
	NegEarnings
	,530
	1,886

	
	∆EARNINGS*NegEarnings
	,477
	2,094

	
	∆MARKET*NegMarket
	,335
	2,985

	
	NegEarnings*NegMarket
	,462
	2,163

	
	lnAssets
	,463
	2,160

	
	CEOFIRSTYEAR
	,957
	1,045

	
	LEVERAGE
	,960
	1,042

	
	lnListStatus
	,410
	2,441

	
	FinancialCrisis
	,925
	1,081

	Dependent Variable: NegMarket


Table C3.4	Multicollinearity test: NegMarket.

	

	Variables
	Collinearity Statistics

	
	Tolerance
	VIF

	
	∆EARNINGS
	,796
	1,257

	
	∆MARKET
	,342
	2,928

	
	NegEarnings
	,522
	1,914

	
	NegMarket
	,367
	2,725

	
	∆MARKET*NegMarket
	,266
	3,760

	
	NegEarnings*NegMarket
	,308
	3,250

	
	lnAssets
	,463
	2,161

	
	CEOFIRSTYEAR
	,957
	1,044

	
	LEVERAGE
	,959
	1,043

	
	lnListStatus
	,410
	2,441

	
	FinancialCrisis
	,900
	1,112

	Dependent Variable: ∆EARNINGS*NegEarnings


Table C3.5	Multicollinearity test: ∆EARNINGS*NegEarnings.









	

	Variables
	Collinearity Statistics

	
	Tolerance
	VIF

	
	∆EARNINGS
	,450
	2,220

	
	∆MARKET
	,933
	1,072

	
	NegEarnings
	,495
	2,020

	
	NegMarket
	,463
	2,159

	
	∆EARNINGS*NegEarnings
	,478
	2,090

	
	NegEarnings*NegMarket
	,307
	3,253

	
	lnAssets
	,466
	2,148

	
	CEOFIRSTYEAR
	,956
	1,046

	
	LEVERAGE
	,965
	1,036

	
	lnListStatus
	,420
	2,380

	
	FinancialCrisis
	,898
	1,114

	Dependent Variable: MarketNEGMarket


Table C3.6	Multicollinearity test: ∆MARKET*NegMarket.

	

	Variables
	Collinearity Statistics

	
	Tolerance
	VIF

	
	∆EARNINGS
	,452
	2,214

	
	∆MARKET
	,342
	2,928

	
	NegEarnings
	,819
	1,221

	
	NegMarket
	,553
	1,810

	
	∆EARNINGS*NegEarnings
	,479
	2,090

	
	∆MARKET*NegMarket
	,266
	3,762

	
	lnAssets
	,463
	2,162

	
	CEOFIRSTYEAR
	,961
	1,041

	
	LEVERAGE
	,960
	1,042

	
	lnListStatus
	,410
	2,441

	
	FinancialCrisis
	,907
	1,103

	Dependent Variable: NEGEarningsNEGMarket


Table C3.7	Multicollinearity test: NegEarnings*NegMarket.







	

	Variables
	Collinearity Statistics

	
	Tolerance
	VIF

	
	∆EARNINGS
	,451
	2,216

	
	∆MARKET
	,342
	2,922

	
	NegEarnings
	,495
	2,019

	
	NegMarket
	,367
	2,723

	
	∆EARNINGS*NegEarnings
	,478
	2,094

	
	∆MARKET*NegMarket
	,267
	3,744

	
	NegEarnings*NegMarket
	,307
	3,257

	
	CEOFIRSTYEAR
	,957
	1,045

	
	LEVERAGE
	,973
	1,027

	
	lnListStatus
	,732
	1,365

	
	FinancialCrisis
	,906
	1,104

	Dependent Variable: lnAssets


Table C3.8	Multicollinearity test: lnAssets.

	

	Variables
	Collinearity Statistics

	
	Tolerance
	VIF

	
	∆EARNINGS
	,450
	2,220

	
	∆MARKET
	,343
	2,919

	
	NegEarnings
	,495
	2,019

	
	NegMarket
	,367
	2,724

	
	∆EARNINGS*NegEarnings
	,478
	2,092

	
	∆MARKET*NegMarket
	,265
	3,768

	
	NegEarnings*NegMarket
	,308
	3,242

	
	lnAssets
	,463
	2,160

	
	LEVERAGE
	,962
	1,039

	
	lnListStatus
	,410
	2,441

	
	FinancialCrisis
	,907
	1,103

	Dependent Variable: CEOFIRSTYEAR


Table C3.9	Multicollinearity test: CEOFIRSTYEAR.









	

	Variables
	Collinearity Statistics

	
	Tolerance
	VIF

	
	∆EARNINGS
	,451
	2,219

	
	∆MARKET
	,343
	2,916

	
	NegEarnings
	,496
	2,018

	
	NegMarket
	,367
	2,722

	
	∆EARNINGS*NegEarnings
	,478
	2,094

	
	∆MARKET*NegMarket
	,267
	3,742

	
	NegEarnings*NegMarket
	,307
	3,255

	
	lnAssets
	,470
	2,129

	
	CEOFIRSTYEAR
	,960
	1,042

	
	lnListStatus
	,410
	2,440

	
	FinancialCrisis
	,898
	1,114

	Dependent Variable: LEVERAGE


Table C3.10	Multicollinearity test: LEVERAGE.

	

	Variables
	Collinearity Statistics

	
	Tolerance
	VIF

	
	∆EARNINGS
	,473
	2,113

	
	∆MARKET
	,356
	2,806

	
	NegEarnings
	,496
	2,017

	
	NegMarket
	,367
	2,724

	
	∆EARNINGS*NegEarnings
	,477
	2,095

	
	∆MARKET*NegMarket
	,272
	3,673

	
	NegEarnings*NegMarket
	,307
	3,258

	
	lnAssets
	,827
	1,209

	
	CEOFIRSTYEAR
	,956
	1,046

	
	LEVERAGE
	,959
	1,042

	
	FinancialCrisis
	,903
	1,107

	Dependent Variable: lnListStatus


Table C3.11	Multicollinearity test: lnListStatus.







	

	Variables
	Collinearity Statistics

	
	Tolerance
	VIF

	
	∆EARNINGS
	,450
	2,221

	
	∆MARKET
	,342
	2,926

	
	NegEarnings
	,509
	1,963

	
	NegMarket
	,378
	2,644

	
	∆EARNINGS*NegEarnings
	,479
	2,090

	
	∆MARKET*NegMarket
	,265
	3,767

	
	NegEarnings*NegMarket
	,310
	3,224

	
	lnAssets
	,467
	2,142

	
	CEOFIRSTYEAR
	,966
	1,035

	
	LEVERAGE
	,959
	1,042

	
	lnListStatus
	,412
	2,425

	Dependent Variable: FinancialCrisis


Table C3.12	Multicollinearity test: FinancialCrisis.

Overall, the VIF values are <5 for all multicollinearity tests. Consequently, these tests indicate that the independent and control variables within the regression model do not have any multicollinearity problems. 

[bookmark: _Toc392594079]C.3.2	Serial/auto correlation: Durbin-Watson test
I used the Durbin-Watson test to examine whether the three regression models have to deal with a serial/auto correlation problem. This test indicates whether the variables in the model are independent over time. Generally, the model does not have a serial/auto correlation problem when the Durbin-Watson score is around 2. Additionally, when the score is between 1 and 1.5, it is doubtful whether the model has to deal with a serial/auto correlation problem. However, a model has to deal with a serial/auto correlation problem when the Durbin-Watson score is <1. The Durbin-Watson tests are shown below. 

C.3.2.1	Model 1: Negative earnings performance
	

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Durbin-Watson

	1
	,789a
	,623
	,610
	227879,5280
	1,083


Table C3.13	Durbin-Watson test for serial/auto correlation: Model 1.

C.3.2.2	Model 2: Negative market performance
	

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Durbin-Watson

	2
	,780a
	,608
	,595
	232182,0863
	1,009


Table C3.14	Durbin-Watson test for serial/auto correlation: Model 2.

C.3.2.3	Model 3: Negative earnings and negative market performance
	

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Durbin-Watson

	3
	,783a
	,613
	,600
	230748,9484
	1,037


Table C3.15	Durbin-Watson test for serial/auto correlation: Model 3. 

Overall, the Durbin-Watson scores indicate that it is doubtful whether the models have to deal with serial/auto correlation problems. As a result, it could be that the variables in the model are not independent over time. 



[bookmark: _Toc392594080]C.4	Constant variance of the errors (homoscedasticity)
The last assumption for a linear regression indicates whether the standardized residuals have a constant variance (homoscedasticity). The statistical outcomes could be inaccurate and biased when this is not the case. Therefore, I analyzed the scatterplots of the standardized residuals of the dependent variable for the three regression models.

[bookmark: _Toc392594081]C.4.1	Model 1: Negative earnings performance
[image: ]
Figure C4.1	Scatterplot standardized residuals dependent variable: Model 1.

Figure C4.1 indicates that the constant variance of the standardized residuals is not perfect, but reasonable. 







[bookmark: _Toc392594082]C.4.2	Model 2: Negative market performance
[image: ]Figure C4.2	Scatterplot standardized residuals dependent variable: Model 2.

Figure C4.2 indicates that the constant variance of the standardized residuals is not perfect, but reasonable. 












[bookmark: _Toc392594083]C.4.3	Model 3: Negative earnings performance and negative market performance
[image: ]
Figure C4.3	Scatterplot standardized residuals dependent variable: Model 3.

Figure C4.3 indicates that the constant variance of the standardized residuals is not perfect, but reasonable. 

Overall, the three scatterplots indicate that the variance is not perfectly constant for the standardized residuals in all regression models. However, one could argue that there exists a reasonably constant variance (homoscedasticity) between the residuals within all three regression models.  



[bookmark: _Toc392594084]Appendix D
Glossary variables regression formula


Regression model 1: Hypothesis 1a
 

Regression model 2: Hypothesis 1b
 

Regression model 3: Hypothesis 2
 

Variables				Explanation

CashCompensation	Value of CEOs cash compensation in €, related to; a fixed salary (in) and an annual short-term bonus (in).

∆EARNINGS	Absolute value of the difference between net earnings (net income) in  and.

∆MARKET	Absolute value of the difference between the share price at 31 December in  and. 

NegEarnings (DUMMY)	Equals 1 (0) if the difference in the total amount of net earnings (net income) between and  is negative (positive).  	 

NegMarket (DUMMY) 	Equals 1 (0) if the difference in the share price between the end (31 December) of  and  is negative (positive).  

lnAssets	The natural logarithm of the value of the total assets in € presented on the balance sheet in. 

CEOFIRSTYEAR (DUMMY)	Equals 1 (0) if the CEO is in his/her first (>1) year after the appointment. 

LEVERAGE 	The ratio between the total amount of liabilities in € and the total amount of equity in € in. 

lnListStatus	The natural logarithm of the total amount of market capitalization in, measured by multiplying the total amount of common shares outstanding and the share price at 31 December in.

FinancialCrisis (DUMMY)	Equals 1 (0) if the financial statements are presented in 2008 till 2013 (2006-2007).

Industry (DUMMY)	Organizations divided by industry segments according to the SIC (Standard Industry Classification) code.




[bookmark: _Toc392594085]Appendix E
Descriptive statistics (SPSS output)

[bookmark: _Toc392594086]E.1	Dependent variables: CashCompensation, SALARY, and BONUS
	

	
	N
	Minimum
	Maximum
	Mean
	Std. Deviation

	CashCompensation
	437
	,0
	1724000,0
	689401,671
	364908,1598

	SALARY
	437
	0
	1278341
	456143,73
	199218,148

	BONUS
	437
	0
	1020500
	233257,94
	210312,325

	N (observations)
	437
	
	
	
	


Table E1.1	Descriptive statistics dependent variables.
	

	

	Year
	Mean
	N
	Std. Deviation

	2005
	585043,496
	45
	338991,1905

	2006
	675626,572
	47
	367300,9518

	2007
	647717,458
	43
	309343,8719

	2008
	704521,271
	49
	409654,0299

	2009
	701581,808
	51
	387376,7572

	2010
	715914,458
	48
	381404,5871

	2011
	709873,510
	51
	353127,0387

	2012
	698493,242
	51
	338140,5946

	2013
	746970,395
	52
	386139,6296

	Total
	689401,671
	437
	364908,1598


Table E1.2	Average CashCompensation per year. 
	

	

	Year
	Mean
	N
	Std. Deviation

	2005
	384937,49
	45
	173489,898

	2006
	424455,13
	47
	178994,071

	2007
	409523,58
	43
	154573,651

	2008
	460609,91
	49
	209037,277

	2009
	484968,98
	51
	226391,855

	2010
	445292,79
	48
	185771,127

	2011
	473015,82
	51
	194221,647

	2012
	494689,79
	51
	202967,100

	2013
	508141,84
	52
	226895,505

	Total
	456143,73
	437
	199218,148


Table E1.3	Average SALARY per year. 

	

	

	Year
	Mean
	N
	Std. Deviation

	2005
	200106,01
	45
	197352,439

	2006
	251171,44
	47
	217605,336

	2007
	238193,88
	43
	204168,620

	2008
	243911,36
	49
	232919,385

	2009
	216612,83
	51
	213663,871

	2010
	270621,67
	48
	223984,184

	2011
	236857,69
	51
	198713,791

	2012
	203803,45
	51
	186405,457

	2013
	238828,55
	52
	220828,556

	Total
	233257,94
	437
	210312,325


Table E1.4	Average BONUS per year. 

[bookmark: _Toc392594087]E.2	Independent variables: ∆EARNINGS, ∆MARKET, NegEarnings, NegMarket and interactions
	

	
	N
	Mean
	Std. Deviation

	∆EARNINGS
	437
	156,42163
	648,983366

	∆MARKET
	437
	5,50450
	6,623884

	∆Earnings*NegEarnings
	437
	90,6623
	582,58908

	∆Market*NegMarket
	437
	2,4245
	6,16937

	N (observations)
	437
	
	


Table E1.5	Descriptive statistics independent variables.
	

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	DUMMY
	0
	260
	59,5
	59,5
	59,5

	
	1
	177
	40,5
	40,5
	100,0

	
	Total
	437
	100,0
	100,0
	


Table E1.6	Frequencies variable NegEarnings.

	

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	DUMMY
	0
	267
	61,1
	61,1
	61,1

	
	1
	170
	38,9
	38,9
	100,0

	
	Total
	437
	100,0
	100,0
	


Table E1.7	Frequencies variable NegMarket.
	

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	DUMMY
	0
	340
	77,8
	77,8
	77,8

	
	1
	97
	22,2
	22,2
	100,0

	
	Total
	437
	100,0
	100,0
	


Table E1.8	Frequencies variable NegEarnings*NegMarket.
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	N
	Mean
	Std. Deviation

	lnAssets
	437
	6,5608849
	1,75787232

	LEVERAGE
	437
	1,6477
	1,97611

	lnListStatus
	437
	6,1953549
	1,83137627

	N (observations)
	437
	
	


Table E1.9	Descriptive statistics control variables.

	

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	DUMMY
	0
	386
	88,3
	88,3
	88,3

	
	1
	51
	11,7
	11,7
	100,0

	
	Total
	437
	100,0
	100,0
	


Table E1.10	Frequencies variable CEOFIRSTYEAR.

	

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	DUMMY
	0
	135
	30,9
	30,9
	30,9

	
	1
	302
	69,1
	69,1
	100,0

	
	Total
	437
	100,0
	100,0
	


Table E1.11	Frequencies variable FinancialCrisis.
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Correlation matrix 
[image: ]
Table F1.1	Correlation matrix variables regression formula.
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Empirical results (SPSS output)
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	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	1
	,789
	,623
	,610
	227879,5280

	


Table G1.1	Coefficient of determination: Model 1 CashCompensation.
	

	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	1
	Regression
	36142801319337,586
	14
	2581628665666,970
	49,715
	,000

	
	Residual
	21914071450854,633
	422
	51929079267,428
	
	

	
	Total
	58056872770192,220
	436
	
	
	


Table G1.2	ANOVA test: Model 1 CashCompensation.
















	

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-388562,163
	52979,091
	
	-7,334
	,000

	
	∆EARNINGS
	116,435
	38,523
	,207
	3,023
	,003

	
	NegEarnings
	-49741,488
	24171,888
	-,067
	-2,058
	,040

	
	∆EARNINGS*NegEarnings
	-82,922
	42,292
	-,132
	-1,961
	,051

	
	lnAssets
	61720,220
	10890,445
	,297
	5,667
	,000

	
	CEOFIRSTYEAR
	-228744,187
	34889,592
	-,201
	-6,556
	,000

	
	LEVERAGE
	21682,892
	6553,752
	,117
	3,308
	,001

	
	lnListStatus
	90833,501
	10422,556
	,456
	8,715
	,000

	
	FinancialCrisis
	103467,008
	24914,965
	,131
	4,153
	,000

	
	INDUSTRY1
	5068,587
	44876,944
	,004
	,113
	,910

	
	INDUSTRY2
	89424,209
	31127,120
	,105
	2,873
	,004

	
	INDUSTRY4
	56503,268
	55698,577
	,035
	1,014
	,311

	
	INDUSTRY5
	-49115,768
	40659,741
	-,041
	-1,208
	,228

	
	INDUSTRY7
	107322,826
	35306,586
	,109
	3,040
	,003

	
	INDUSTRY8
	17576,816
	45831,992
	,013
	,384
	,702


Table G1.3	Coefficients and significance: Model 1 CashCompensation. 
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	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	1
	,819
	,670
	,659
	116286,415



Table G1.4	Coefficient of determination: Model 1 SALARY.
	

	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	1
	Regression
	11597403798335,516
	14
	828385985595,394
	61,260
	,000

	
	Residual
	5706507808112,244
	422
	13522530350,977
	
	

	
	Total
	17303911606447,760
	436
	
	
	


Table G1.5	ANOVA test: Model 1 SALARY.
	

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-161197,807
	27035,112
	
	-5,963
	,000

	
	∆EARNINGS
	101,006
	19,658
	,329
	5,138
	,000

	
	NegEarnings
	20757,737
	12334,860
	,051
	1,683
	,093

	
	∆EARNINGS*NegEarnings
	-85,443
	21,581
	-,250
	-3,959
	,000

	
	lnAssets
	37873,874
	5557,370
	,334
	6,815
	,000

	
	CEOFIRSTYEAR
	-106638,455
	17804,081
	-,172
	-5,990
	,000

	
	LEVERAGE
	15931,061
	3344,365
	,158
	4,764
	,000

	
	lnListStatus
	43494,453
	5318,607
	,400
	8,178
	,000

	
	FinancialCrisis
	71047,977
	12714,051
	,165
	5,588
	,000

	
	INDUSTRY1
	-22015,470
	22900,605
	-,033
	-,961
	,337

	
	INDUSTRY2
	57349,264
	15884,100
	,124
	3,610
	,000

	
	INDUSTRY4
	68278,218
	28422,860
	,077
	2,402
	,017

	
	INDUSTRY5
	-64177,659
	20748,575
	-,098
	-3,093
	,002

	
	INDUSTRY7
	62333,671
	18016,872
	,116
	3,460
	,001

	
	INDUSTRY8
	12609,199
	23387,963
	,017
	,539
	,590


Table G1.6	Coefficients and significance: Model 1 SALARY. 
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	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	1
	,632
	,399
	,379
	165674,715



Table G1.7	Coefficient of determination: Model 1 BONUS.
	

	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	1
	Regression
	7701732522360,316
	14
	550123751597,165
	20,042
	,000

	
	Residual
	11583102881523,969
	422
	27448111093,659
	
	

	
	Total
	19284835403884,285
	436
	
	
	


Table G1.8	ANOVA test: Model 1 BONUS.
	

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-227364,356
	38517,264
	
	-5,903
	,000

	
	∆EARNINGS
	15,428
	28,007
	,048
	,551
	,582

	
	NegEarnings
	-70499,225
	17573,630
	-,165
	-4,012
	,000

	
	∆EARNINGS*NegEarnings
	2,521
	30,747
	,007
	,082
	,935

	
	lnAssets
	23846,347
	7917,655
	,199
	3,012
	,003

	
	CEOFIRSTYEAR
	-122105,733
	25365,698
	-,187
	-4,814
	,000

	
	LEVERAGE
	5751,831
	4764,759
	,054
	1,207
	,228

	
	lnListStatus
	47339,049
	7577,486
	,412
	6,247
	,000

	
	FinancialCrisis
	32419,031
	18113,868
	,071
	1,790
	,074

	
	INDUSTRY1
	27084,057
	32626,779
	,038
	,830
	,407

	
	INDUSTRY2
	32074,945
	22630,277
	,066
	1,417
	,157

	
	INDUSTRY4
	-11774,949
	40494,405
	-,013
	-,291
	,771

	
	INDUSTRY5
	15061,892
	29560,755
	,022
	,510
	,611

	
	INDUSTRY7
	44989,155
	25668,864
	,079
	1,753
	,080

	
	INDUSTRY8
	4967,616
	33321,125
	,007
	,149
	,882


Table G1.9	Coefficients and significance: Model 1 BONUS. 
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	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	2
	,780
	,608
	,595
	232182,0863



Table G2.1	Coefficient of determination: Model 2 CashCompensation.
	

	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	2
	Regression
	35307476833239,580
	14
	2521962630945,684
	46,782
	,000

	
	Residual
	22749395936952,640
	422
	53908521177,613
	
	

	
	Total
	58056872770192,220
	436
	
	
	


Table G2.2	ANOVA test: Model 2 CashCompensation.
	

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	2
	(Constant)
	-437067,239
	54248,164
	
	-8,057
	,000

	
	∆MARKET
	-2741,678
	3113,431
	-,050
	-,881
	,379

	
	NegMarket
	5557,050
	30768,174
	,007
	,181
	,857

	
	∆MARKET*
NegMarket
	662,477
	3686,074
	,011
	,180
	,857

	
	lnAssets
	60055,058
	11020,775
	,289
	5,449
	,000

	
	CEOFIRSTYEAR
	-239347,867
	35645,812
	-,211
	-6,715
	,000

	
	LEVERAGE
	22152,602
	6619,947
	,120
	3,346
	,001

	
	lnListStatus
	101812,808
	10633,947
	,511
	9,574
	,000

	
	FinancialCrisis
	101176,785
	25025,690
	,128
	4,043
	,000

	
	INDUSTRY1
	-6562,055
	45923,855
	-,005
	-,143
	,886

	
	INDUSTRY2
	89869,530
	32023,297
	,106
	2,806
	,005

	
	INDUSTRY4
	44518,184
	56609,160
	,027
	,786
	,432

	
	INDUSTRY5
	-66070,328
	41239,856
	-,055
	-1,602
	,110

	
	INDUSTRY7
	100872,341
	36183,890
	,102
	2,788
	,006

	
	INDUSTRY8
	14993,518
	46166,597
	,011
	,325
	,746


Table G2.3	Coefficients and significance: Model 2 CashCompensation.
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	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	2
	,812
	,660
	,649
	118069,671



Table G2.4	Coefficient of determination: Model 2 SALARY.
	

	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	2
	Regression
	11421042863694,156
	14
	815788775978,154
	58,520
	,000

	
	Residual
	5882868742753,604
	422
	13940447257,710
	
	

	
	Total
	17303911606447,760
	436
	
	
	


Table G2.5	ANOVA test: Model 2 SALARY.
	

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	2
	(Constant)
	-197636,766
	27586,378
	
	-7,164
	,000

	
	∆MARKET
	-3963,329
	1583,248
	-,132
	-2,503
	,013

	
	NegMarket
	21990,259
	15646,290
	,054
	1,405
	,161

	
	∆MARKET*
NegMarket
	1434,834
	1874,450
	,044
	,765
	,444

	
	lnAssets
	35203,724
	5604,305
	,311
	6,282
	,000

	
	CEOFIRSTYEAR
	-112318,396
	18126,676
	-,181
	-6,196
	,000

	
	LEVERAGE
	17912,847
	3366,388
	,178
	5,321
	,000

	
	lnListStatus
	55649,844
	5407,595
	,512
	10,291
	,000

	
	FinancialCrisis
	78460,547
	12726,111
	,182
	6,165
	,000

	
	INDUSTRY1
	-24817,440
	23353,285
	-,037
	-1,063
	,289

	
	INDUSTRY2
	60661,430
	16284,547
	,131
	3,725
	,000

	
	INDUSTRY4
	47937,756
	28786,997
	,054
	1,665
	,097

	
	INDUSTRY5
	-74770,323
	20971,369
	-,114
	-3,565
	,000

	
	INDUSTRY7
	61951,988
	18400,300
	,115
	3,367
	,001

	
	INDUSTRY8
	-1267,837
	23476,725
	-,002
	-,054
	,957


Table G2.6	Coefficients and significance: Model 2 SALARY.
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	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	2
	,613
	,376
	,355
	168921,263



Table G2.7	Coefficient of determination: Model 2 BONUS.
	

	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	2
	Regression
	7243321572679,764
	14
	517380112334,269
	18,132
	,000

	
	Residual
	12041513831204,521
	422
	28534392964,940
	
	

	
	Total
	19284835403884,285
	436
	
	
	


Table G2.8	ANOVA test: Model 2 BONUS.
	

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	2
	(Constant)
	-239430,472
	39467,594
	
	-6,067
	,000

	
	∆MARKET
	1221,651
	2265,139
	,038
	,539
	,590

	
	NegMarket
	-16433,209
	22385,012
	-,038
	-,734
	,463

	
	∆MARKET*
 NegMarket
	-772,357
	2681,759
	-,023
	-,288
	,773

	
	lnAssets
	24851,334
	8018,031
	,208
	3,099
	,002

	
	CEOFIRSTYEAR
	-127029,471
	25933,679
	-,194
	-4,898
	,000

	
	LEVERAGE
	4239,755
	4816,263
	,040
	,880
	,379

	
	lnListStatus
	46162,963
	7736,599
	,402
	5,967
	,000

	
	FinancialCrisis
	22716,238
	18207,138
	,050
	1,248
	,213

	
	INDUSTRY1
	18255,385
	33411,344
	,026
	,546
	,585

	
	INDUSTRY2
	29208,100
	23298,162
	,060
	1,254
	,211

	
	INDUSTRY4
	-3419,573
	41185,309
	-,004
	-,083
	,934

	
	INDUSTRY5
	8699,995
	30003,557
	,013
	,290
	,772

	
	INDUSTRY7
	38920,353
	26325,150
	,068
	1,478
	,140

	
	INDUSTRY8
	16261,355
	33587,948
	,021
	,484
	,629


Table G2.9	Coefficients and significance: Model 2 BONUS.
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	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	3
	,783
	,613
	,600
	230748,9484



Table G3.1	Coefficient of determination: Model 3 CashCompensation.
	

	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	3
	Regression
	35587450188737,330
	14
	2541960727766,952
	47,741
	,000

	
	Residual
	22469422581454,887
	422
	53245077207,239
	
	

	
	Total
	58056872770192,220
	436
	
	
	


Table G3.2	ANOVA test: Model 3 CashCompensation.
	

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	3
	(Constant)
	-427262,102
	53577,159
	
	-7,975
	,000

	
	NegEarnings
	-54016,964
	31910,685
	-,073
	-1,693
	,091

	
	NegMarket
	28386,898
	32749,759
	,038
	,867
	,387

	
	NegEarnings*NegMarket
	-20532,474
	48214,309
	-,023
	-,426
	,670

	
	lnAssets
	58920,221
	10875,199
	,284
	5,418
	,000

	
	CEOFIRSTYEAR
	-227497,105
	35560,167
	-,200
	-6,398
	,000

	
	LEVERAGE
	23786,404
	6599,669
	,129
	3,604
	,000

	
	lnListStatus
	100642,168
	10238,988
	,505
	9,829
	,000

	
	FinancialCrisis
	110549,662
	25487,360
	,140
	4,337
	,000

	
	INDUSTRY1
	-9305,594
	45289,114
	-,008
	-,205
	,837

	
	INDUSTRY2
	91368,684
	31782,983
	,108
	2,875
	,004

	
	INDUSTRY4
	41537,124
	56217,470
	,025
	,739
	,460

	
	INDUSTRY5
	-63700,262
	41087,205
	-,053
	-1,550
	,122

	
	INDUSTRY7
	97686,589
	35689,822
	,099
	2,737
	,006

	
	INDUSTRY8
	-258,689
	46141,681
	,000
	-,006
	,996


Table G3.3	Coefficients and significance: Model 3 CashCompensation.
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	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	3
	,807
	,651
	,640
	119606,497



Table G3.4	Coefficient of determination: Model 3 SALARY.
	

	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	3
	Regression
	11266900262615,035
	14
	804778590186,788
	56,256
	,000

	
	Residual
	6037011343832,726
	422
	14305714084,912
	
	

	
	Total
	17303911606447,762
	436
	
	
	


Table G3.5	ANOVA test: Model 3 SALARY.
	

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	3
	(Constant)
	-188713,746
	27771,205
	
	-6,795
	,000

	
	NegEarnings
	5958,145
	16540,596
	,015
	,360
	,719

	
	NegMarket
	24039,573
	16975,522
	,059
	1,416
	,157

	
	NegEarnings*NegMarket
	-1952,842
	24991,423
	-,004
	-,078
	,938

	
	lnAssets
	34589,348
	5637,055
	,305
	6,136
	,000

	
	CEOFIRSTYEAR
	-107561,583
	18432,271
	-,174
	-5,836
	,000

	
	LEVERAGE
	17681,548
	3420,875
	,175
	5,169
	,000

	
	lnListStatus
	52149,336
	5307,281
	,479
	9,826
	,000

	
	FinancialCrisis
	76596,592
	13211,128
	,178
	5,798
	,000

	
	INDUSTRY1
	-33144,301
	23475,177
	-,050
	-1,412
	,159

	
	INDUSTRY2
	56360,505
	16474,404
	,122
	3,421
	,001

	
	INDUSTRY4
	54965,659
	29139,784
	,062
	1,886
	,060

	
	INDUSTRY5
	-77143,122
	21297,157
	-,118
	-3,622
	,000

	
	INDUSTRY7
	53626,379
	18499,476
	,099
	2,899
	,004

	
	INDUSTRY8
	-2553,833
	23917,096
	-,004
	-,107
	,915


Table G3.6	Coefficients and significance: Model 3 SALARY.
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	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	3
	,630
	,397
	,377
	165961,899



Table G3.7	Coefficient of determination: Model 3 BONUS.
	

	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	3
	Regression
	7661540842768,588
	14
	547252917340,613
	19,869
	,000

	
	Residual
	11623294561115,697
	422
	27543352040,559
	
	

	
	Total
	19284835403884,285
	436
	
	
	


Table G3.8	ANOVA test: Model 3 BONUS.
	

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	3
	(Constant)
	-238548,357
	38534,378
	
	-6,191
	,000

	
	NegEarnings
	-59975,109
	22951,168
	-,140
	-2,613
	,009

	
	NegMarket
	4347,325
	23554,656
	,010
	,185
	,854

	
	NegEarnings*NegMarket
	-18579,632
	34677,247
	-,037
	-,536
	,592

	
	lnAssets
	24330,873
	7821,785
	,203
	3,111
	,002

	
	CEOFIRSTYEAR
	-119935,522
	25575,991
	-,183
	-4,689
	,000

	
	LEVERAGE
	6104,856
	4746,690
	,057
	1,286
	,199

	
	lnListStatus
	48492,832
	7364,202
	,422
	6,585
	,000

	
	FinancialCrisis
	33953,070
	18331,311
	,075
	1,852
	,065

	
	INDUSTRY1
	23838,707
	32573,355
	,034
	,732
	,465

	
	INDUSTRY2
	35008,179
	22859,321
	,072
	1,531
	,126

	
	INDUSTRY4
	-13428,534
	40433,372
	-,014
	-,332
	,740

	
	INDUSTRY5
	13442,861
	29551,210
	,019
	,455
	,649

	
	INDUSTRY7
	44060,209
	25669,242
	,077
	1,716
	,087

	
	INDUSTRY8
	2295,145
	33186,548
	,003
	,069
	,945


[bookmark: _GoBack]Table G3.9	Coefficients and significance: Model 3 BONUS.
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