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Executive summary 

Are CEOs rewarded financially for increases in parameters which they cannot 

personally control? The last couple of year’s financial turmoil initiated by the collapse of 

Lehman Brothers in 2008 has resulted in increased public debate regarding executive 

remuneration. Large amount of the public debate has focused on the unreasonable levels of 

executive remuneration, and remuneration policies which resulted in vast corporate scandals. 

The purpose of this thesis is to identify if CEOs in European Oil companies are rewarded 

financially when the oil price increases. The thesis succeeds to identify a connection between 

increases in oil price and increase in remuneration for the CEOs in European oil companies. 

This is clearly an agency problem. The thesis identifies two separate solutions on the agency 

problem. The first solution is a financial solution. Through optimizing the remuneration 

policy, the company could remove the problem of rent extraction. The thesis presents a couple 

of measures which could be taken by the company in order to optimize the remuneration 

policy. To begin with, the thesis advice the company to compare its result to a peer group or 

index. By comparing the company`s result with a peer group or index, the company makes 

sure that the CEO is only rewarded if the company outperformance their competitors. The 

CEO will then not be rewarded financially for general market fluctuations. However the CEO 

will be rewarded through annual bonus and long- term incentives if the company exceeds the 

peer group. Further, implement index options instead of regular stock options. The problem 

with regular stock options is that they increase in value as fast as the share price increases. 

The options do not make a difference if the increase in share price is caused by company 

performance or an increase in the general market. Therefore, the company could introduce 

indexed stock options. Index stock options only increases in value if company outperforms 

the average increases in share price in the company`s peer group.  As a second solution the 

thesis identify a legislative approach. The managerial rent extraction could be reduced by 

either conventional legislation or the market is practicing self- regulation. The thesis 

recognizes that Sweden has an extensive regulation in the field of CEOs remuneration, 

consisting of both legislation and self- regulation. There are advantages with both systems. 

Legislation offers a great deal of validity and a greater extent of legal security. Advantages 

with self- regulation are that it is cost effective, has a greater flexibility and is experience a 

great acceptance by the business world. However, the thesis stress that both legislation and 

self- regulation are very important in a well governed corporate governance system. 
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1. Introduction 
 

1.1  Background 

 

 “The point is, ladies and gentleman, that greed, for 

lack of a better word, is good: Greed is right, greed works.”  

   The character Gordon Gecko in the movie Wall Street (1987)  

 

Well, the 80`s are long gone, and a lot have happened since the glory days in the 

80`s. However, as recent corporate scandals have shown, the executive greed is still as large 

as in the 80`s. Why earn less when you can earn more a lot more? Executives around the 

world still have a need of receiving larger amounts and more advantageous remuneration. The 

roles of executive remuneration and bonus have been debated for a long time. The public 

debate has in the most cases been regarding the amount of remuneration given to executives, 

and if the bonus system will lead to a more risk taking environment within a company.  

However, the purpose of this thesis is to investigate if European oil companies CEOs are 

rewarded for parameters out of their control. And therefore the CEOs have been receiving 

remuneration which is founded on parameters which a single CEO could not influence, for 

instance the oil price. An American study has shown that there is a connection between the oil 

price and increases in CEO remuneration. Perhaps the American corporate governance system 

facilitates a rent seeking and a powerful CEO? The American business society is built up 

somewhat different than the European business societies. The owners in the US are often 

large institutions, the country employs the one- tier board system and the American business 

society has a wide- width tradition of performance pay. The European continent use the two- 

tier board system, except the U.K which also uses the one- tier system in some degree. The 

aim with this thesis is to clarify and study if the connection between the oil price and CEOs 

remuneration also exists in European oil companies, even though the differences in corporate 

governance exist between the two continents. 
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1.2 Purpose and research question 

 The purpose of this thesis is to investigate if there is a connection between an 

increase in oil price, and CEO remuneration in European oil companies. Are the CEOs in 

European oil companies rewarded financially for parameters which they have no control 

over? Further, the purpose of the thesis is also to investigate which measures could be taken in 

order to reduce the rent extractions? Both financial and legislative solutions will be presented. 

Finally, how is the Swedish legislation and self- regulation designed regarding CEO 

remuneration?   

The research question is divided into two parts; Are CEOs of European oil 

companies financially rewarded when the price of oil increases? Secondly, which financial 

and legislative measures have and could be taken in Sweden to reduce the dilemma of rent 

extractions? 

1.3 Methodology 

 The methodology in my thesis could be divided into two different parts. For 

starters, for my financial part of my thesis, I have used a deductive and quantitative approach. 

I empirical analysis conducted in thesis was regression analysis. The sources I have used in 

the financial section have been annual reports and financial databases. 

 Secondly, for my legal part of the thesis I have used traditional legal dogmatic 

method. Where the sources used in my thesis are legislation, preparatory work and legal 

doctrine.  

1.4 Disposition 

 The thesis is divided into four parts. The first part of the thesis describes the 

theories. The theories explain how it is possible for CEOs to extract rents from the companies. 

This section helps the reader to understand the underlying theories behind the problem of rent 

extractions. The second part of the thesis is the empirical analysis. This part of the thesis 

investigates if actually CEOs are rewarded for parameters which are not under their control. 

The analysis tells us if rent extraction is present in European oil companies. The third part of 

the thesis investigates what could be done to reduce the rent extraction? Two solutions will be 

discussed; both in a financial and in a legislative approach will be addressed. The legal 
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approach and solution the Swedish legislation and self- regulation be discussed. Which 

measures has been taken, and which measures is to prefer? Finally, the last part of the thesis 

will discuss and analyze the findings in the thesis. What could be the effects of rent 

extractions? Are enough measures taken in order to reduce the rent extractions?     

1.5 Delimitations 

  In this thesis, the study is primary conducted upon European oil companies 

between the years 2004- 2009. Due to the vast corporate information needed for my 

regression analysis, it turned out that I could only use oil companies from Western Europe. 

From the Eastern European oil companies I could not retrieve enough information; in many 

cases the Eastern European companies did not have any financial information available at 

their websites. Regarding the CEO remuneration, in this thesis and for the regression analysis, 

I will only consider the CEO base salary and annual cash bonus. Long- term incentives will be 

described in the thesis; however long- term incentives will not be a part of the regression 

analysis. The motivation why I chose not to use the long-term incentives and pension is that it 

turned out that companies use different approaches on how they report the long- term 

incentives and pension payments. The result of this is that it would be too hard to compare the 

different companies to each other. 

Further, I have chosen to only discuss the Swedish legislation on executive 

remuneration. The motive behind this is that I am very familiar to the Swedish legal system. 

In addition, due to the dept in my discussion regarding the legislation issues, it would be too 

extensive for the scope of this thesis to apply further countries legislation on executive 

remuneration.     

If indexed options are allowed by certain countries legislation or not will not be 

discussed further in this thesis. Id est. will not be discussed in which countries it is acceptable 

to have an adjustable exercise price and where it is not acceptable by law. Consequently not 

the Swedish legislation either. 
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2.  Litterateur review 

2.1 Executive remuneration and incentives 

Executive remuneration and incentives are created for the reason to make the 

company´s executives to think or act in a certain way. A rational individual will change his 

behavior, if the result of the change in behavior is more beneficial for the individual. An 

incentive program requires two parties; first the company who act as principal and the one 

who issues the incentives, and secondly the CEO who act as the agent.  Here are some of the 

arguments presented for creating incentives in companies; in order for the executive to stay in 

the company, recruit new executives, to make the executive to work harder and more efficient 

and to make the executive to stop acting in way that is damaging the company. The last 

argument presented is to motivate the executive creating long- term share value. (Jensen & 

Murphy, 2004). 

In general, executive remuneration could be divided into four different parts; a 

base salary, an annual cash bonus, stock options and long-term incentives (Oreland, 2008). I 

have chosen to discuss stock options and long- term incentive under one single heading. How 

large fraction the different components have, and the value, vary from country to country, 

industries and from company to company. According to Murphy (1999), American executives 

are the executives who earn the most in remuneration in the world. Murphy further states that 

the American executives have a larger fraction of their remuneration in form of stock options, 

compared to their equals in other countries. According to recent studies, the European levels 

and the use of incentives and performance pay are getting closer to the American CEOs 

standard (Knopf & Teall, 2008). To get a better knowledge and an overview of the CEO 

remuneration package, I will describe the three fractions of executive remuneration in more 

detail below. 

2.1.1 Base salary 

 Base salary is the foundation in the CEO remuneration package. The base salary 

is fixed, and does not increase or decrease from year to year depending if the company has 

had a profitable year or not. Instead, the base salary is constant over time, except general 

increases in remuneration. According to Smitt et. al (2004), the base salary is determined 

according to some given parameters, just to mention a few of them; the CEO`s responsibility 

of the result, the experience of the CEO as individual and knowledge, social skills and the last 
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one is risks caused by the employment. Murphy (1999) acknowledges that a more risk- 

adverse executive will prefer one dollar increase in base salary, instead of a dollar increase in 

target bonus. 

The level of executives’ base salary is in most cases determined by a 

competitive benchmarking, based on industry salary practice and market peers (Murphy, 

1999). Smitt et. al (2004) states that there is a positive connection between the base salary 

given to the executive and the size of the company. He further stipulates that the level of base 

salary also varies between different industries and countries. According to Oreland (2008), 

executives spend much effort into negotiating the base salary, even though the base salary 

fraction of the total executive remuneration package has declined in recent years. However, 

the base salary component is still an important factor for the executives, because the 

maximum amount of annual bonus received is often a percentage of the amount given to them 

in base salary. This will lead us to the next part of an executive remuneration, the annual cash 

bonus. 

2.1.2 Annual cash Bonus   

  Smitt et. al (2004), state that the annual bonus is a short-term incentive system. 

The underlying idée behind it is to reward the CEO once or twice a year if the company has 

performed well.  As described above, the amount of annual bonus received is often a 

percentage of the amount received in base salary. The bonus is as the base salary, given to the 

CEO in monetary funds.  Further, the annual bonus is most often based on a single year’s 

performance. However, the time-span could differ somewhat. Nevertheless, the bonus is 

almost always based on a specific time frame. In order to equalize the CEOs annual bonus 

over time, companies often put the CEOs bonus amount in a pot or basket stretching over 

three years. By doing this, the CEOs are insured against bad years, when the CEOs would not 

get as much in bonus. Also the companies use the pot approach as an insurance, by putting the 

annual bonus in a pot stretching over three years the company counterwork a behavior by the 

CEO to be too much short-sighted, and take too much of a risk in order to get as high annual 

bonus as possible one year. (Smitt et. al, 2004).    

Frequently the annual bonus is divided into three mechanism; performance 

measures, performance standards and the structure of the pay- performance relation, (Murphy, 

1999).  
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2.1.2.1 Performance measures  

Generally, the performance measure is the indicator the company decides upon 

should trigger the CEO`s annual bonus. These indicators differ somewhat from industry to 

industry and country to country.  According to Murphy (1999), the most common 

performance measure is the company’s yearly earnings. Other popular performance 

measurements are EBIT
1
 and sales per year. Further, it is rather often the performance 

measure depends on profit measures per share. Example of this could be EPS
2
, or return on 

equity. Also non financial measurements are being used. Non financial measurement and soft- 

variable is individual performance by the executive. The individual performance measurement 

could include predetermined objectives for the executive to fulfill. (Murphy, 1999).  Soft 

control variables are quite common when evaluating CEO performance and remuneration. 

Soft control variables are variables that are not linked to financial parameters, examples of 

these soft control variables could be costumer benefit, employee job satisfaction and project 

launching rate. (Smitt et. al, 2004). 

2.1.2.2 Performance standard 

  When the company has established the measurement or indicator which would 

trigger the annual bonus, the time has come to set the performance standard. The performance 

standard will determined if the company/executives have performed well the relevant year, 

and if the numbers are good compared to set targets. The most frequent used performance 

standard in American companies is according to Murphy (1999), the budget standard. When 

having budget as performance standard, the company compare the result to the company`s 

business plan or budget goals. Another very common performance standard is prior year 

numbers and ratios. When using prior year, the company compare the current result to the last 

and prior year result. Murphy (1999) further acknowledges that using peer group as a 

performance standard is rather common for American companies. By using peer group as 

performance measurement, the company is benchmarking their result with some other 

companies in their industry or index.  However, Murphy`s article points out that which 

performance standard is actually used, is very shifting, depending in which industry the 

company is located in. For industrial companies, it is only 14% of the companies that uses 

peer group as a standard. In the finance and insurance industries, peer group is a lot more 

common. In the finance and insurance industry it is roughly 46%, of the companies that are 

using peer group as performance standard. (Murphy, 1999) 

                                                           
1
 Earnings before interest and taxes. 

2
 Earnings per share. 
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2.1.2.3 Pay- Performance structures 

  Murphy (1999) writes that the most common pay- performance structure and 

bonus plan is the 80/120 rule (see figure 1). The 80/120 rule states that no bonus is paid to 

executives, unless 80 % of the performance standard is met; this is called the performance 

threshold. In the 80/120 rule there is also a bonus cap, after the cap the executives could not 

earn more in annual bonus. In the case of the 80/120 rule, it is 120 % of the performance 

standard, thereof the name 80/120 rule. The space between the performance threshold and the 

bonus cap is called the incentive zone. It is only between these two values the executive could 

affect his or hers annual bonus. The CEO does not have an incentive to exceed 120% of the 

performance standard, at least not for the cash- bonus. However, he might have an incentive 

to exceed if he is rewarded trough share-incentives and long- term incentive for the value that 

exceeds 120%. 

 

 

 

Figure 1   Source: Murphy (1999) p. 80. 
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2.1.3 Stock Options and long-term incentives 

  When receiving stock option, the executives have the right to buy a share at a 

predetermined strike price (Murphy, 1999). According to Oreland (2008), there are two types 

of stock options. There are qualified and non- qualified options. Qualified options, give the 

executive stocks in the company when he or she exercises the option. Non- qualified, on the 

other hand gives the executive monetary funds that are equivalent to the spread between 

market price on the day when the option is exercised, and the exercise price. The exercise 

price is equal to a fair market value on the day the options were granted. Most of the options 

received by executives around the world are non- qualified options. (Oreland, 2008). 

An important reason for introducing long-term incentives is to link the CEO in a 

greater context financially to the company, and unite the interest of the CEO in a greater 

extent with the interest of the shareholders The idée is to give the CEO an incentive to work 

harder and put more energy into his work, in order to increase the company’s result and the 

value of its shares. If the company’s stock price increases the value of the CEO`s options also 

increases, therefore he or her have an incentive to work for an increased share price. Below 

are some of the most commonly used long- term incentives and options in Sweden. 

2.1.3.1 Convertibles 

As Smitt et. al (2004) points out, convertibles were the most frequently used 

option program in Sweden rewarded to top management up to mid 1990`s. However, recently 

convertibles are being used less and less. According to KPMG (2009), convertibles stood for 

only 3% of the total new incentive programs, in listed Swedish firms in 2009. The idée behind 

convertibles is that the employee acquires some debt from the issuing company. The debt will 

mature in the agreed upon time. According to Smitt et. al (2004), it is common that the 

convertibles contain the possibility to transform the convertible to shares for a predetermined 

price during an established time period. Further, it is common that the issuing company is 

helping the receiver to convey financing for the bond, (Smitt et. al, 2004). If the share price is 

below the predetermined price the holder of the convertible always receive the nominal value. 

2.1.3.2 Warrants 

Warrant is a long- term incentive that is rather commonly used. In 2009, 

according to KPMG`s report regarding incentive programs in Swedish listed firms, warrants 

stood for 28 % of the total new incentive programs which were launched during 2009 in 

Sweden. The last couple of years the use of warrants has experienced a tremendous increase 

in Sweden, (KPMG, 2009). According to Smitt et. al (2004), a warrant is a security that gives 
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the right, not the obligation to require new issued stock in the company on predetermined date 

and given terms. When a company is launching a warrant the company is issuing new stocks, 

this will lead to a dilution effect for the old shareholders. This might not always be 

appreciated by the existing shareholders. 

2.1.3.3 Call options 

Call options are not that commonly used in Sweden. According to KPMG 

(2009), only 4 % of the new incentive program during 2009 contained call options. A call 

option gives the holder the right, not the obligation to require shares in a company on a 

predetermined date and terms, (Smitt et. al, 2004). Contrary to warrants, a call option only 

concerns already issued stock, and do not require the company to issue some new stocks. 

Compared to warrants this is an approach which the current shareholders would appreciate 

more, since their current shares do not decrease in value due to an increase in the amount of 

shares in the market. 

2.2 Who sets the executive remuneration? 

 Some of the Swedish rules governing the CEO remuneration could be found in 

the Swedish code for corporate governance, (hereafter referred to as the code).  It is good 

practice in the stock market that the Swedish firms listed on the stock market should apply the 

code. Companies which shares are listed on either NASDAQ OMX Stockholm or NGM 

Equity should practice the Swedish code for Corporate Governance. (The Swedish Corporate 

Governance Code, 2010) 

Regarding the actual implementation of CEO remuneration the rules in the code 

are rather extensive. Nevertheless, remuneration should be designed in a manner where the 

underlying idea is that the company shall attract and retain talent within the company. The 

code paragraph 9.0 states ” Remuneration and other terms of employment of members of the 

board and the executive management are to be designed with the aim of ensuring that the 

company has access to the competence required at a cost appropriate to the company, and that 

they have the intended effects for the company's operations” 

The code states in paragraph 9.1, that the corporations should organize a 

remuneration committee. The main purpose of the committee is to prepare and come up with 

proposals and assist the board when setting guidelines concerning executive remuneration 

(Sandström, 2007). Further, the remuneration committee also has the task to monitor and 
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evaluate programs for performance pay. The chairman of the board could also be chairman of 

the remuneration committee, but the other members of the committee should be elected by the 

annual meeting, and be independent of the company and its executives (The code 9.2). This is 

also determined in the Swedish Company Act paragraph 8.51, which notes that the company 

shall establish yearly executive remuneration guidelines. 

Generally, the board decides the level of the executive remuneration 

(Sandström, 2007). However, according to the code paragraph 9.7, annual meeting shall 

decide upon on all share and share-price related incentive schemes for the executive 

management. The code 9.8 establishes that the incentive programs should be “designed with 

the aim of achieving increased alignment between the interest of the participating individual 

and the company`s shareholders”. In a report from Price Water House Coopers (2009), of all 

proposed incentive programs during 2009 in listed Swedish firms, 94% of all the proposed 

incentive programs were accepted. And only 6% of the proposed programs were rejected.   

One can really wonder if 96 % of the suggestions were great, or if the single shareholder has 

too little information to create an opinion, and therefore agrees with the board suggestion and 

not vote against the proposal? 

Further, according to OMX stock exchange in Stockholm Rule book for issuers 

(2010) paragraph 3.3.6, there are some terms that have to be fulfilled, if a listed company 

presents a stock related incentive program for their executives. The rule book establishes that 

the relevant company must publish information regarding the essential conditions and terms 

of the program. The information is important for the market to assess the factors which would 

motivate the executives, the information is also important for the market to evaluate if there is 

a dilution effect and calculate the programs potential cost. The rule book notes, in order for 

the market to evaluate the program and for the market to experience transparence, the 

company who is issuing the incentive program must publish some terms such as; “the 

program focus, who is affected by the program, schedule, the amount of shares affected, the 

motive and principles behind the program, exercise price, exercise period, the main terms and 

conditions and information regarding theoretical cost of the program”. (OMX Rule book for 

issuers, 2010 paragraph 3.3.6). However, more legislation and rules regarding executive 

remuneration will be presented and discussed later in the thesis. 
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2.3 Agency theory 

Jensen and Meckling (1976) describe the agency theory as a relationship of 

contract between the principal and the agent. In this thesis, the principal is decided to be the 

company and the CEO who act as the agent. Generally, the agency theory could be described 

as the agent is hired by the principal in order to perform a task or duty, the task or duties are 

given to the CEO together with some decision making authority. As in this case, it is to lead 

the everyday business in the company, in the role of CEO. 

Jensen and Meckling (1976) further argue, if both parties are utility maximizes, there 

is a good chance that the agent may not always act in the best interest of the principal, Id est. 

the company and shareholders. Hendriske (2003, p 91) agrees to the conclusion and describe 

it as “this has to result in managers using their power to pursue their personal interest at the 

expense of shareholders”. This dilemma is known as the agency problem. To solve the 

problem of agency problem and make the CEO to act in a way that is in the best interest for 

the principal, the principal could introduce some incentives. These efforts might work, but 

they will come with a cost. According to Jensen and Meckling (1976, p.311), these costs are 

called agency costs; Id est. costs that will come through counteracting the agency problem.  

The agency cost which the two authors’ presents are: 

1. “The monitoring expenditures by the principal”  

2. “The bonding expenditures by the agent” 

3. “The residual lost”. 

Otten (2007), have taken this discussion a bit further. He argues that if the CEO 

remuneration and incentives are not structured in an efficient way, they could be an agency 

problem by themselves, and not only the cure of an agency problem. Otten further argues that 

this could be divided into two fractions. The first fraction is the ones who believe 

remuneration and incentives are the solutions on agency problems; the optimal contract 

theory. The second fraction on the other hand, believes CEO remuneration and incentives 

could be an agency problem. This is called the managerial power theory. Both theories will be 

discussed in more detail below. 
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2.3.1 The Managerial power theory 

As written above, the managerial power theory see the CEO remuneration as an 

agency problem by itself. The theory argues that separation of control and ownership might 

cause a conflict of interests between the agent and the principal. If the agent has a very strong 

position, he might use his, or hers position to gain as much influence and power over the 

remuneration process as possible. This might have the impact or result that the CEO in fact 

sets his own remuneration. Since the CEO could have control over the remuneration process 

and he therefore might use his control to set the remuneration package in a way that would be 

beneficial for him. What is beneficial for the CEO might not be optimal or in the interest for 

the company. (Otten, 2007).  According to Bebchuk et. al (2002), the eventual costs for 

shareholders could be in excess of what the shareholders and the company pays CEO in 

remuneration. This phenomenon called rent seeking, and is deeply discussed in Bebchuk et. al 

article from 2002. To my opinion, if rent seeking were to occur in a company, it requires that 

the CEO acts somewhat moral hazard towards the company.  This will also be further 

discussed later in this thesis.    

The greater amount of influence the CEO might have in the company, the 

greater possibility that he or she might have influence to set their own remuneration. And 

therefore be able to extract rents from the company. The amount of influence the CEO might 

have could depend on several factors. According to Bebchuck et. al (2002) very important 

factors are the ownership structure and the board structure. If the ownership in a company is 

very wide spread, with many small owners and not a majority owner, the CEO`s influence 

over the company would most likely to be very strong. Further, if the CEO owns shares in the 

company his or hers position would also be a very strong. (Bebchuck et. al, 2002). Due to if 

the CEO owns shares in the company he would probably have an increased influence over the 

director election. Through having influence over the director election, the CEO can make sure 

that people who support him will get positions in the board. Additionally, if an individual 

receives a position in the board there is a great possibility that the individual will feel that he 

received the position thanks to the CEO. And he will therefore be loyal to the CEO and 

supports his or hers motions and decisions. (Bebchuck et. al, 2002) 

 If there is a majority stockholder in the board, the CEO power over the board 

would be rather insignificant since the majority shareholder would most likely counteract 

such behavior by the CEO (Bebchuck et. al, 2002). 
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2.3.2 The Optimal contract theory  

According to Bebchuk et. al (2002) there is no remuneration and incentive 

system which would perfectly link the shareholders interest with the interest of the CEO. 

However, according the Bebchuk et. al, the optimal contract approach is the theory which 

minimizes the three agency costs, which are mentioned above. In contrast to the managerial 

power theory, the optimal contract approach sees the remuneration and incentive as the 

solution on the agency problem, instead of causing the agency problem. (Otten, 2007). The 

board attempts to maximize the shareholder wealth through remuneration and incentives to 

the CEO (Bebchuk et. al, 2002). 

Bebchuk et. al (2002) further notes that the board or the remuneration committee 

whose assignment it is to design and come up with a proposal for remuneration packages has 

some concerns and issues. The first concern is to attain and retain CEO in the company; the 

second is to provide CEOs with incentives which will lead to an increase in shareholder 

wealth. The first concern does not perhaps explain the rent extraction caused by CEOs of 

companies directly, however indirect it might do. Let me elaborate; if the board in their 

interest to attain a CEO they design a remuneration system which implications would/ could 

be rent extractions, even though it is not the purpose of the remuneration package or the CEO 

will for that matter. Criticism which has been put forward against the optimal contract 

approach is that there is not a clear connection between CEO remuneration and firm 

performance, (Randøy and Nielsen, 2002). 

2.4 The Economic man 

  Christian Dahlman et. al (2004), describes the economic man as a rational 

individual who will try to maximize his own benefit or gain. When an individual is faced with 

several options, he will choose the option he believes is the most beneficial for him. Further, 

Dahlman et. al (2004), explains that the individuals benefit depends on too which extent the 

individuals preferences are met. These preferences are subjective, since they differ from an 

individual to another individual. In order for an individual to be rational, there are some 

requirements which have to be met. The first requirement which has to be met is 

completeness.  Meaning that the individual has to be faced with all the different options faced 

to him, and have the possibility to compare the options to each other. He can then rank the 

separate options, depending on which option that he feel will bring him the most benefit. The 

second requirement which has to be met for an individual to be rational is reflexivity. 
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(Dahlman et. al, 2004). Reflexivity means that an individual values has to be kept constant. 

The term has been described as; “each alternative has to be considered as good as itself” 

Dahlman et al (2004) p. 20.  The last requirement is transitivity. This requirement is also 

linked to the values has to be kept constant. Dahlman et al (2004) p. 20 explains transitivity as 

“we know how an individual values different benefits to each other, when these benefits only 

been measured to a third benefit”.    

The theory of the economic man could rather easily be applied on CEOs and the 

European oil companies’ remuneration packages for the CEOs. If the CEO is a rational 

individual who will try to maximize his or hers benefit as much as possible. And if this CEO`s 

preferences is to earn as much money as possible. He will then if he can, choose the option 

which brings him the most money. This option might not be in best interest for the company 

in the long-run. However, if the CEO`s preferences for money is strong enough, he will most 

likely not consider what is best for the company in the long-run. He will more likely do his 

best to maximize his remuneration and satisfy his own preferences.   

2.5 Moral Hazard 

“Incorrect structuring of the form of option given to executives has led to moral 

hazard issue” (Chhabra, 2008, p.21) 

Thomsen (2008) describes in his book An Introduction to Corporate 

Governance, that moral hazard behavior from the CEOs occurs after the principal have made 

a decision. This decision could for example be an employment contract, or a contract on 

remuneration package. The important thing here is that the activity by the agent which leads 

to moral hazard cannot be observed by the principal when he makes his decision. 

Chhabra (2008) argues, much of the moral hazard in companies occur after the 

CEOs are rewarded their stock options. According to Chhabra, a moral hazard CEO could 

make sure the share price increase to unhealthy and overvalued levels, when it is time for him 

to cash out his options. By acting in this manner, the CEO focuses on short-term 

measurements, and put aside the long-term measurements. This could, and mostly likely 

would lead to an unhealthy balance in the company, and the company and shareholders would 

in the long-term be punished by this kind of behavior from the CEO. Perhaps this is a bigger 

issue when dealing with American-options, which a CEO could cash out any day, until the 

options have matured. Still, with European options, which a CEO only can cash out when 
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they are matured there is a potential it would be a problem. A European CEO could act in a 

moral hazard manner and make sure to maximize the increase in share price around the date 

when his options is maturing.    

2.6 Hidden characteristics problem 

  The hidden characteristic problem take place when there is something known to 

the agent but not necessary to the principal. In contrast to moral hazard which is taken place 

after the principal takes a decision. The hidden characteristics problem take place before a 

decision has taken place. (Thomsen, 2008). The hidden characteristics theory could be 

applicable on executive and CEO remuneration. The CEO might have knowledge and does 

not present this knowledge to the principal, that his remuneration package will reward him for 

parameters out of his control, for example an increase in the oil price. Perhaps the CEO`s 

influence over the company is enough to influence the remuneration package? Hendrikse 

(2003), present it as incomplete information. Hendrikse, further argue that the agent knows 

the real motivations behind his decision, however this motivation is not known by the 

principal.  

2.7 Prior research  

In 2001, Marianne Bertrand and Sendhil Mullainathan published their article; 

“Are CEOs rewarded for luck? The ones without principal are.”  The purpose of the article 

was to investigate if the CEOs in American oil companies were rewarded for luck. If the 

CEOs were to be found to be rewarded for luck, in which extents where they rewarded? In 

their article Bertrand and Mullainathan used the 51 largest American oil companies between 

the years 1977 and 1994. The authors use log total compensation as their dependable variable 

in their regression analysis. As independent variable the authors used, firm- fixed effects, age, 

tenure quadratics and a performance measure.  

According to the authors findings; if the accounting return increases by 1% due 

to luck, then will the CEO remuneration increase by 2,15%. Further, the authors finds that a 

CEO is rewarded in the same extent for an increased caused by luck, and an increase caused 

be performance. Bertrand and Mullainathan have in American oil companies clearly find a 

connection between increase in accounting return caused by luck and increases in CEO 

remuneration. 
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As clearly stated above, Bertrand and Mullainathan article only took American 

companies into aspect. My thesis is rather focusing on European companies. There are clearly 

some differences and similarities between the two continents. As Thomsen (2008) argues, the 

American and the governance system in the United Kingdom are rather similar to another. 

This system is called the market- based governorship. Both the U.S and the U.K, uses one- 

tier boards. This is too compared to the Scandinavian countries and Germany, whom uses a 

two- tier board system. It is rather clear, the one- tier boards where the CEO both could hold 

the CEO and the position as chairman of the board, helps and facilitate the CEO to have a 

dominant position in the company. Further, the American and the U.K systems are also 

similar in the way of who is the owner of the companies. Both countries have a large 

concentration of institutions as owners. In Scandinavia, there is a high concentration of 

families who owns companies. And in France there it is rather common with cross ownership. 

(Thomsen, 2008). In the U.S it is very common for CEOs to get a large fraction of his 

remuneration as performance pay, more common than in the European countries. However, 

performance pay is getting more and more frequent in Europe and in the Scandinavian 

countries, but there is still some distance before these countries reach the U.S level of 

performance pay. (Knopf & Teall, 2008) 

  I have chosen not to copy the methodology in Bertrand and Mullainathans 

article. However, the article has been a reference point and inspiration to my thesis. I have 

chosen the same industry and the same question at issue, nevertheless a different geographical 

location. 

I have not found any article or book which investigates if European CEOs are 

rewarded for luck or not.  
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2.8 Long- term incentive 

As described in my delimitations, I have chosen not to use long-term incentives 

in my regression, due to the companies presentation of the long- term incentives varied a great 

deal. And as a result of this was it would very difficult to get comparable numbers. However, 

in this section I will describe some of the companies’ long- term incentive into more depth. 

2.8.1 Lundin Petroleum 

Country: Sweden 

Founded: 2001 

Total assets in 2009:  2 941 711 240 USD 

CEO: Ashley Heppenstall 

CEO remuneration in 2009: 1 322 060 USD 

 

In Lundin Petroleum’s annual report from 2009, the company states that Lundin 

Petroleum is using a remuneration policy which makes sure there is a connection between the 

business strategy, shareholders interest and common remuneration praxis in the industry. 

According to the annual report from the year 2009, the CEO is rewarded synthetic options. 

The options can be exercised five years after they were granted. Further, the option does not 

give the holder (the CEO) the right to buy shares in Lundin Petroleum. However, the options 

give the holder the right to a cash payment linked to the increase in share price during these 

five years. The holder is granted a payment that is equal to the average share price during the 

fifth year minus the exercise price, which he paid when he required the options. Lundin 

petroleum does not present in their annual report how the amount of synthetic options offered 

to the CEO is decided. However, we do know that according to the year 2009 remuneration 

program, the executive group of Lundin Petroleum was rewarded 4 million synthetic options. 

(Lundin Petroleum Annual Report, 2009)  

The only indexing Lundin Petroleum conduct is making sure that the CEO`s 

base salary is similar to the base salary for the CEO  in companies which are close to Lundin 

Petroleum according to industry, size and geographic location. (Lundin Petroleum Annual 

Report, 2009) 
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2.8.2 Royal Dutch Shell 

Country: Netherlands 

Founded: 1907 

Total assets in 2009: 292 181 000 000 USD 

CEO:  Peter Voser 

CEO remuneration in 2008: 8 343 719 USD
3
 

 

According to Shells annual report from 2009, the CEO long-term incentive is 

build up by two parts, Deferred Bonus Plan (DBP) and Long- term Incentive Plan (LTIP).  

According to the DBP the CEO is required to invest at least 25% of his annual bonus in 

deferred bonus shares, and he could chose to invest as much as 50% of his annual bonus. For 

every forth deferred bonus share the CEO require, he will get an additional one for free. (Shell 

Annual Report, 2009). 

The level of LTIP the CEO requires depends on the CEO`s base salary.  The 

latest numbers I have, the CEO received 300% of his base salary. However, he can get as 

much as 600% of his base salary. The LTIP is based on the numbers over three years, and the 

amount vested depends on how Shell performs according to some parameters compared to 

some of their competitors. (Shell Annual Report, 2009). Shell is one of the largest oil 

companies, if not the largest oil company in the world. Therefore Shell only compares itself to 

the largest oil companies in Europe and the U.S. 

Some of  measurement which Shell compare itself to its peers when vesting 

LTIP are; total shareholder return growth assessment of actual wealth created for 

shareholders, Earnings per share and cash from operating activities. However, there is also 

none financial measures, such as overall indicator of success in locating and developing 

reserves. Depending on how Royal Shell performs compared to their chosen peers it is 

decided how large LTIP the CEO is rewarded. If Shell positions itself first among its peers, 

the CEO is rewarded 2 times the initial LTIP and 2 times half of the deferred bonus shares. If 

Shell finish second among its peers, the CEO will be rewarded the following; 1, 5 times the 

initial LTIP reward and 1, 5 times half of the deferred bonus shares. If Shell comes on third 

place the CEO will get 0, 8 times the initial PTIP and 0, 8 times half of the deferred bonus 

                                                           
3
 Since Royal Shell change CEO the first of July 2009, and I could not find an adequate way to calculate the total 

CEO remuneration I have decided not to use that observation. 
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shares. And if Shell comes on fourth or fifth place among its peers the CEO will not receive 

anything more than except the initial LTIP. (Shell Annual Report, 2009) 

These measurements are rather new to Shell; they were introduced at Shell as 

late as 2009. Nevertheless, a very important consideration when studying these measurements 

is that they have been co- developed with some of the major shareholders of Shell. (Shell 

Annual Report, 2009) To co- develop the measurement together with major shareholders give 

the measurement and the whole long- term incentive program legitimacy and transparency. 

This is really good for the company and conflict between shareholders and managers which is 

the agency problem discussed in this thesis. 

2.8.3 Tullow oil 

Country: Great Britain 

Founded: 1985 

Total assets in 2009: 5 119 199 143 USD 

CEO:  Aidan Heavey 

CEO remuneration in 2009: 1 854 369 USD 

Tullow oils long-term incentive plan is called Performance share plan (PSP). 

According to the plan, the CEO could receive shares to a value of 200% of his base salary. In 

some special cases he could receive as much as 300% of his base salary. (Tullow Oil Annual 

Report, 2009) 

The amount of shares given to the CEO depends on how Tullow Oil position 

itself compared to two comparison groups, with 50% weight in each of the group. The first 

group consists of 19 international oil and gas companies, the second group consist of the 

FTSE 100
4
. (Tullow Oil Annual Report, 2009) 

Further, the PSP is linked to total shareholder return performance during a time 

span of three years. This total shareholder returns is linked and evaluated with the two groups 

above. Depending on where Tullow Oil positions itself in the two groups, the CEO will be 

rewarded different amount of shares. If Tullow Oil is located below median, the CEO will not 

receive anything according to the PSP program.  If Tullow Oil is around median in the two 

                                                           
4
 Financial Times Stock Exchange 100 Index. An index of the 100 most capitalized British companies on London 

Stock Exchange. 
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groups the CEO will receive 30% of the PSP. If Tullow Oil reach the upper quintile and is 

among the top 20%, the CEO will receive 100% of PSP. Under normal circumstances, this 

amount would be 200% of his base salary. Furthermore, in order for the CEO to get shares 

according to the PSP program, Tullow Oil has to perform in both groups as mentioned above 

and fulfill some other factors as well, parameters in health and safety is mentioned. (Tullow 

Oil Annual Report, 2009)   

3.  Research approach 

3.1. Deductive or Inductive approach? 

Jacobsen (2002) explains that the deductive theory point of view is when the 

student is getting an idée and expectations what the world is like, before the data collection is 

conducted. And when this is done the student compare his expectations about the world to the 

reality/ collected data and see if the two are similar. The expectation is based on prior studies 

and data collection. Criticism regarding deductive theory is according to Jacobsen (2002) that 

researcher only looks for information he finds relevant. Often only the information which the 

researcher finds relevant is the kind of information which supports his expectations he had 

when he started to collect the data. This could lead to that important information might be 

overlooked. 

The second theory or approach a student might use is inductive approach. If 

using inductive approach a researcher is approaching the world with no expectations, and 

collects all data. When the data collection is conducted the student formulates theories from 

the data he has collected. The idée with the approach is that, no data or information can on 

beforehand be considered as not relevant. (Jacobsen, 2002). 

In this thesis I have chosen to apply deductive approach. I had some expectation 

regarding if CEOs were rewarded for parameters out of their control based on the research 

done on American oil companies, done by Bertrand and Mullainathan. Further, Jacobsen 

(2002), states that deductive approach is the most commonly used when conducting research. 
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3.2 Quantitative or Qualitative approach? 

The quantitative approach measures the reality through theories which show the 

world in numbers. This is often done trough statistical theories. A very commonly used theory 

is to apply surveys with predetermined answer alternatives.  However, financial data 

collection from data bases and annual reports is also considered as quantitative approach. 

(Jacobsen, 2002), 

 The second approach is qualitative data collection.  In contrast to quantitative 

data collection, when the researcher is collecting data through numbers. A researcher who is 

conducting qualitative data collection is rather collecting data through words than numbers. 

The qualitative approach is considered to be flexible and a researcher can adapt and change 

his data collection more than a researcher using the quantitative approach can. (Jacobsen, 

2002). In this thesis I have chosen to use the quantitative approach, since it is most reasonable 

approach to measure the impact oil have on CEO remuneration. 

3.3 Primary or secondary data?  

Primary data is when the researcher goes to the primary source and collects the 

information for the first time. The researcher is adjusting the data collection for his own 

investigation. Primary data collection is most commonly conducted through gathering 

information through interviews and questionnaires. (Jacobsen, 2002). 

The second approach is to use secondary data collection. When using this 

approach, the researcher is not collecting the data from the primary source; instead he takes 

data from already collected data. Example of sources could be financial reports, annual 

reports and stock exchange data. Further, the ideal would be to use both primary and 

secondary data, and then the both methods of data collection could correct each other and 

strengthen the arguments. (Jacobsen, 2002). In this thesis the data collection is being 

conducted trough gathering data from different companies’ annual reports and various 

databases. Therefore, I would argue that the data collection method used in this thesis is 

secondary data collection. 
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4. Empirical Analysis 

4.1 Background 

As stated, I decided for the oil price and European oil companies. I chose oil and 

the oil price because the world price is mainly set by the oil producing countries, where the 

organization OPEC is the largest one. And a single CEO of an oil company does not have 

great influence over the oil price. Furthermore, the oil price fluctuates a lot. The fact that 

Bertrand and Mullainathan prior have written an article regarding American oil companies, 

and the impact the oil price have on CEO remuneration, helped me decided upon using oil 

companies in my empirical analysis. Since this thesis main focus is Europe, the study will be 

on European oil companies. The oil price I have used when calculating the oil price is Europe 

Brent Spot Price FOB (Dollars per Barrel)
5
. To come up with a fair annual price of the oil, I 

have taken the oil price four times a year, 31/3, 30/6, 30/9 and the 31/12. I added the numbers 

of each year and then divided it by four, in order to get an average oil price throughout the 

year.  

Initially, I had a short list of 30-40 European oil companies. The empirical study 

is covering the years 2004 to 2009.  During the process this list has become shorter; many of 

the eastern European oil companies did not have sufficient information available on their 

websites. Many of East European companies did not have the annual reports available on their 

web- sites or other databases. Finally, I have come up with 21 companies, wide-ranging in 

size, from really large corporations to rather small corporations. The companies are coming 

from nine different European countries, only western European countries. The countries 

represented in my study are; 

 

Austria  France  Netherlands 

Denmark  Great Britain  Norway 

Finland  Italy  Sweden

                                                           
5
 http://tonto.eia.doe.gov/dnav/pet/hist/LeafHandler.ashx?n=PET&s=RBRTE&f=D 

http://tonto.eia.doe.gov/dnav/pet/hist/LeafHandler.ashx?n=PET&s=RBRTE&f=D
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To get the information that I needed for the regression analysis, I have studied 

every company’s annual reports from 2004 till 2009. Further, I also used the database Orbis, 

in order to get comparable numbers throughout the study. The companies that I have used 

when collecting data to the regression analysis are: 

 

Alliance Oil 

BP Plc 

Cairn Energy 

Dana Petroleum Plc 

DNO 

Dong  

ENI 

JKX Oil and Gas Plc 

Lundin Petroleum 

Melrose Resources Plc 

Neste Oil 

Noreco 

Norse Energy 

OMV 

PA Resources 

Preem 

Premier Oil Plc 

Royal Shell 

Soco International Plc 

Total 

Tullow Oil 

 

In the regression analysis, I have transformed all the different numbers to US 

dollars. I used the exchange rate on the last trading day each year
6
. The reason for translating 

the values to US dollar is that I needed to be able to compare the different companies and 

their data to each other. For all the independent variable (total assets, performance, tenure and 

oil price), I used t-1 numbers, and t for the dependable variable (CEO remuneration). More 

developed, I have used 2004 years numbers for the independent variable, and compared them 

to 2005 years numbers for the dependable variable etc. Many of the companies used in this 

thesis have set up their remuneration system which subsequently results in their CEO is 

rewarded in bonus one year after year’s actual result. For example, 2005 year bonus is based 

on 2004 year numbers. After conducting a regression analysis when all the X and Y were 

derived from the same year, I found that the connection was greater when using t and t-1 

numbers. 

Initially, in my study of the European oil companies, one important conclusion 

can be made; most of the increase in remuneration is caused by fluctuations in the bonus 

                                                           
6
 See appendix. 
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payments, Id est. the variable part of the remuneration package. The base salary does not 

fluctuate in a wider extent. Therefore, I have to come to the conclusion; the increase in 

remuneration is caused by the factors that influence the CEO bonus. 

4.2 Empiric Methodology 

For my empirical study, I have chosen to apply regression analysis to analyze to 

which degree an increase in oil price affects the CEOs remuneration in European oil 

companies. Regression analysis is a very commonly used methodology to examine the impact 

and relationship between two or more variables. A regression analysis gives the answer too 

which extent does the independent variables (hereafter referred to as X), affect the dependent 

variable (hereafter referred to as Y).  The regression model which I have used in this thesis is 

composed by five different Coefficients components, , one alpha, and four betas. The last 

component (ε) is a noise term.  Since I use several X components it will be a multilinear 

regression. (Lee et. al, 2000) 

 

    

 

Whereas; 

Y= Remuneration, annual fixed salary together with annual cash bonus. 

α= the intercept coefficient. This variable is set to 0. 

β= the coefficient from; Total assets, performance, tenure and oil price. 

X= Independent variables, actual numbers from; Total assets, performance, tenure and oil 

price. 

ε= Noise term. 

 The model is an equation for the adjusted line, which in the best manner 

connects the points estimates ( Lee et al., 2000) As described above, in this thesis the 

dependent variable is the CEO compensation and the independent variables are; the total 

assets of the company, growth of the company, the tenure of the CEO and the oil price. 
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Hence, the equation estimates how the company`s total assets, growth of the company, the 

tenure of the CEO and the oil price impact the CEOs remuneration. 

 The methodology of the regression analysis is described by Lee et. al (2000). In 

order to adjust the regression line to the dots, represented by the Y- value and the different X- 

values. Lee et al. writes that the least- square method shall be used. The least- square method 

allows the regression line to be estimated in a way which will have the result that the squared 

deviations between the predicted and the actual Y- value are as low as possible. The 

difference between the predicted and the actual value of Y is called residuals. The residuals 

are the parameter ε, Id est. the noise term. The lower the value of the residuals the tighter the 

regression line is, and a larger fraction of Y does the different X`s explain. (Lee et. al, 2000). 

 In a simple regression analysis R- square, tell us too which extent does the 

independent variable (X), explain the dependent variable (Y), (Lee et. al, 2000).  Given that, I 

am in this thesis working and dealing with a multiple regression analysis, I have to look on 

the adjusted R- square in order to investigate the impact the independent variables (X) have 

on the dependent variable (Y). (Gujarati, 2006). 

Since, I have chosen to perform my regression analysis in Microsoft Excel, I 

have been given p- values for the alpha and all beta the coefficients. The p- value is a 

measurement showing if the variable is significant or not. I have in this thesis decided to use a 

significant level of 95%, hence the p- value must be lower than 0, 05, in order to be 

significant. (Balakrishnan et. al, 2007). 

Testing the null hypothesis in a simple linear regression analysis would be, H0: 

β = 0 against H1: β ≠ 0. If the p- value is below 5%, the null hypothesis should be rejected. 

And we then note that there is a significant statistical assured linear correlation between the 

two variables. (Körner & Wahlgren, 2006). When dealing with a multiple regression analysis, 

as in this case with four independent variables, the null hypothesis would be formulated; H0: 

β1=0, β2=0, β3=0 and β4=0 against H1: β ≠ 0 etc.  
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4.3 Result of the empirical analysis 

 Initially, underneath are some numbers from the data I used in my regression. 

For example, the average the annual CEO remuneration of my 83 observations was 1 677 431 

USD. And the average CEO was 52, 2 years old and has been CEO in 8, 37 years. 

CEO and Company facts   

    

Average Remuneration 1 677 431 USD 

Standard Error AR 156 049 

Standard Deviation AR 1 421 677 

Sample Variance AR 2,02117E+12 

Average Total Assets 34, 8 billion USD 

Average Performance of the company 16,99% 

Average Age of CEO 52,2 years 

Average Tenure of CEO 8,37 years 

Number of observations 83 

 

The first test I conducted was to compare the yearly oil price increase in percent, 

against the average yearly increase or decrease in compensation for the CEO of the companies 

in my study. Further, in this test I used lagged numbers for the oil price. Oil price is equal to 

(t-1), and for the column compensation I have used the year (t) numbers. The compensation 

component is made up by the yearly average increase in base salary and cash bonus.  As 

clearly shown, there is clearly a correlation between the two variables. When oil price 

increase year t-1, the remuneration in year t will increase but with less percentage, but almost 

entirely correlated. It is clear that the compensation move in the same direction as oil price 

when the oil price increases. Between the years 2008 – 2009, the oil price decreased. It will be 

very interesting to see if compensation moves in the same direction. All numbers are in 

percent, and represent the increase or decrease in price from the year before. 
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    Source: The data in the regression analysis. 

 

 

The next test I conducted was to perform the regression analysis. The tool and 

program I have chosen to use when performing my regression analysis is Microsoft Excel and 

the data analysis tool pack. As described above I used four X- values, total assets, 

performance, tenure and oil price which would explain Y, Id Est. the CEO remuneration. 
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SUMMARY OUTPUT 

     

       

Regression Statistics      

Multiple R 0,96057745      

R Square 0,92270903      

Adjusted R 

Square 

0,90711571      

Standard 

Error 

625012,933      

Observations 83      

       

ANOVA       

  df SS MS F Significance 

F 

 

Regression 4 3,68418E+14 9,2E+13 235,778 1,01456E-42  

Residual 79 3,08607E+13 3,9E+11    

Total 83 3,99279E+14        

       

  Coefficients Standard 

Error 

t Stat P-value Lower 95% Upper 95% 

Intercept 0 N/A N/A N/A N/A N/A 

Total assets 1,8152E-05 1,16492E-06 15,5819 8,3E-26 1,58329E-05 2,047E-05 

Performance 1347530,2 622556,7985 2,16451 0,03344 108361,9108 2 586 698,5 

Tenure 30116,246 11225,01192 2,68296 0,00888 7773,419047 52459,073 

Oil 8696,36022 2259,547201 3,84872 0,00024 4198,844091 13193,876 
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Above is the numbers I got from my regression analysis. The R- square value is 

above 92%, Id est. my x variables can explain 92% of Y (remuneration). Since, we are 

dealing with a regression model with many X- variables it is better and more accurate to use 

the adjusted R- square. This value is also around 90%. My equation explains 90, 7 % of the 

CEO remuneration in European oil companies. 

According to the p- value of the oil parameter, which is 0, 00024, I have found 

the oil parameter to be significant. This is due to the value is below 5%, which is the 

demanded value in order to be regarded as significant. In order to see which impact oil price 

have, I will use the coefficients given to me in the regression analysis and multiply them with 

the average X- values in my regression. Thereafter, I kept all the X values constant, except for 

the oil price, which I changed in order to see which impact an oil price increase would have 

on CEO compensation. To get appropriate X- values I have taken an average of all my 

observations, they are as follow; oil price = 65, 29747, total assets = 3, 4813E+10, 

performance 0,169985 and tenure 8,373494. To get a predicted Y- value, I multiplied the 

average X- values numbers to the coefficients given to me in the regression. Note that the 

intercept is set to zero. 

Y= Intercept+ Total asset coefficient*3, 4813E+10 +Performance 

 coefficient  *0, 169985+Tenure coefficient* 8, 373494+oil 

 coefficient  *65, 29747 

The predicted Y- value is 1680995, in US dollars. Simulate now, that I keep all 

the X- values constant, except for the oil value. I will compare the new Y- value to the old Y- 

value. If I increases the oil price with for let say 10 %, the new oil value will be 71, 82722 

I add the new oil price into to the equation above. Note; that all other X and all 

the coefficients are kept the same as in the equation above. 

Y= Intercept+ Total asset coefficient*3, 4813E+10 +Performance 

 coefficient  *0, 169985+Tenure coefficient* 8, 373494+oil 

 coefficient  *71, 82722 

The new predicted Y- value which I receive is 1737780 in US dollars. Dividing 

the new Y- value with the old Y- value I get; 17377780/1680995= 1,033781. 1,033781, 

indicates if there would be an increase in oil price by 10%, the CEO remuneration in 
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European oil companies would increase by a 3,4% in average. My regression analysis has 

proved that an increase in oil price does affect the CEO remuneration positively. CEOs in 

European oil companies are indeed rewarded for parameters which are not under their control.    

In order to test my data and regression analysis I have conducted several tests. 

The test I have chosen to conduct is check for normality, multicollinearity and 

autocorrelation. 

4.3.1 Normality test 

In order to check data and regression is normal distributed, I have decided to use 

the Jarque-Bera test.  The Jarque- Bera test is performed on the OLS residuals, and will tell us 

if the data set is normal distributed. (Gujarati, 2006).  

 Below is the equation for calculating the Jarque- Bera value. N is the number of 

observations in the regression, S is the skewness, which measure the asymmetry of the curve. 

And K is the kurtosis, which measure of tall or flat the curve is. 

 

 

                                                         

Gujarati (2006) p. 192 

 

My JB value is equal to 10, 69401. 

In order to the sample to be considered as normal distributed the sample has to 

have a skewness of 0 and a kurtosis of 3 (Gujarati, 2006). Since my sample has a skewness of 

0, 64 and a kurtosis of 1, 2, the null of normal distribution at a 95% confidence level has to be 

rejected. However, there will be some variation around the skewness and kurtosis numbers. 

Since the confidence level is 95%, with a two tailed test, it is 2, 5 % on each side. In normal 

distribution this number is equal to 1, 96. Given that my skewness number is below 1, 96, I 

cannot reject that the true skewness is zero. (Jorion, 2007).  There is second approach to 
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investigate if the data is normal distributed. If the JB- value is below the cut- off value, the 

data is to consider as normal distributed.  

The JB value shall be compared to the chi- square value distribution when 

deciding if the regression is normal distributed or not. The chi- square value depends on both 

the significance level and the degree of freedom. The Jarque- Bera test has a chi-square 

distribution with 2 degrees of freedom. (Jorion, 2007).  With a confidence level of 95%, and 2 

degrees of freedom. Give me a chi- square value of 5, 99, this is below my JB- value of 10, 

69401. Since, the JB- value is above the cut- off value, we could reject the null of normality, 

(Jorion, 2007). The two tests establish that my data set and regression is not normal 

distributed, and the tails are fatter than they would be when if normal distributed. This is 

important to remember when studying my regression analysis. The null of normality at a 95% 

confidence level would therefore be rejected. 

4.3.2 Multicollinearity 

According to Lee. et al (2000, p.701), “multicollinearity refers to the effect, on 

the precision of regression parameter estimates, of two or more of the independent variables 

being highly correlated” 

More precisely, if or when multicollinearity is present in a regression, the 

student could not only change one X- variable and keep the other X`s constant. The different 

X`s move very close together, and if the student change one of the X, cause this would lead to 

some of the other X would change as well.  If multicollinearity is present in the regression, the 

student could not use the least- squares approach, since the different X`s move very close 

together. And it would almost be impossible to investigate which impact different X would 

have on Y. (Lee, et. al, 2000). 

In order to check if there is collinearity in the multiple regression analysis there 

are some test which have to be conducted. There are two ways to analyze if collinearity is 

present (Lee et. al, 2000). The first approach is to conduct a correlation matrix and investigate 

if the variables correlate to each other. The closer it is to one, the more likely it is that 

collinearity is present. Another method is the Variance inflationary factor (VIF). When 

performing the VIF, the student have to regress the separate X to the other X`s.  I have chosen 

to perform both. 
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When dealing with more than two x- variables, which I am working with in my 

regression analysis, it is not sufficient enough to use a simple correlation between two X`s.  

When dealing with several X`s, one also have to consider the other X as a group and which 

impact they as a group have on the separate X. Therefore, by regress the separate X against 

the other X`s the student can see the impact and correlation different X have on each other. 

When doing this, I got the results: 

Total assets: Adjusted R Square: 0,384053 

Performance: Adjusted R Square:  0,685267 

Tenure: Adjusted R Square: 0,627408 

Oil: Adjusted R Square: 0,781565 

The result was that oil parameter was the one who was the most correlated to the 

others. If investigating if multicollinearity is present the student has to use the variance 

inflationary factor (VIF). (Lee et. al. 2000). 

 

                             

 

VIF= 4,578021 

 

Source: Lee et. Al (2000) p. 703 

 

According to Lee et. Al (2000), the VIF number has to be around 10, in order 

for the correlation to be too high. Therefore, with a VIF number of 4,578021 as the largest of 

my VIF numbers, I determine there is no problem with multicollinearity in my data. 

Further, I have also conducted a correlation matrix in order to see if any 

multicollinearity is present. As seen below none of the parameters are closely correlated. The 
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largest correlation between two variables is 0,458. After conducting the correlation matrix, 

my conclusion that I do not have any problem with multicollinearity in my data is still valid. 

 

  Oil Total assets Growth tenure 

Oil 1 

   

Total assets 0,035749 1 

  

Growth – 0,10791 0,458141 1 

 

tenure – 0,00526 – 0,36882 – 0,38592 1 

4.3.3 Autocorrelation 

The next test performed on the regression analysis was to investigate if 

Autocorrelation was present in the regression. When dealing with multiple regression 

analysis, it is important to analyze if there is some autocorrelation present between the 

observations, and therefore an observation one year affects the next observation the second 

year. Gujarati (2006, p. 428) define autocorrelation as “correlation between members of 

observations ordered in time or space”. The assumption is; if autocorrelation does exist the 

disturbance term from one observation is related to or in away influences a disturbing term 

from another observation (Gujarati, 2006). Some of the results of autocorrelation are; the least 

square estimators would still be linear and unbiased. Another result could be that the 

estimated variances of OLS estimators are biased, this might lead to that the true variance and 

standard errors are seriously underestimated. If this would be the case, a usual t- test in order 

to measure the significance, would not be reliable.  In order to detect autocorrelation, I have 

chosen to use the Durbin- Watson test. The equation is as below. The test is using residual 

value. The formula uses the difference between the actual value and the estimated value of the 

compensation to calculate the Durbin- Watson value. (Gujarati, 2006). 

 

                 
    

(Gujarati, 2006 p. 438)  
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In order to test if autocorrelation is present in the regression analysis, the 

Durbin- Watson test could be conducted. The test requires two critical values which has to be 

found; (d L and d U). These two values will act as boundaries and will tell us if 

autocorrelation is present or not. The values depend on how many observations there are the 

amount of X- values in regression analysis and the confidence level used in the regression. 

Below is a table explaining the boundaries and if the hypothesis should be rejected or not. 

Notice that the value d is the value that came up through performing the Durbin- Watson test. 

(Gujarati, 2006) 

 

Durbin- Watson D- test. Decision rule 

 

Null hypothesis                                         Decision                                                         If 

No positive autocorrelation                       Reject                                                   0 < d < d L   

No positive autocorrelation                       No decision                                       d L ≤  d ≤ d U 

No negative autocorrelation                      Reject                                             4- d L < d < 4 

No negative autocorrelation                       No decision                                   4- d U ≤ d ≤4- d L 

No positive or negative autocorrelation     Do not reject                                     d U < d < 4- d U 

                                                                                                                (Gujarati, 2006 p. 438) 

 
 

When performing the Durbin- Watson test, I used the residuals numbers from 

my regression analysis. From the equation above I received a p- value of -0, 04622. When 

calculating my d- value I used the formula = (2*(1-0, 04622)), which gave me a d- value of 

2,092447 ≈ 2,092. In order to see if auto correlation is present I have to compare my d- value 

to d L and d U, which are fixed depending on amount of x variables and the amount of 

observations in the regression.  According to the table in (Gujarati, 2006 p. 528), my d L is 1, 

55 and the d U value is 1,747. Adding these three numbers to the table above, I receive: 
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Null hypothesis                                         Decision                                            If 

No positive autocorrelation                       Reject                                        0 < 2,092  <   1,55 

No positive autocorrelation                       No decision                          1,55 ≤ 2,092 ≤ 1,747 

No negative autocorrelation                      Reject                               4- 1,55 < 2,092< 4 

No negative autocorrelation                       No decision                   4- 1,747 ≤ 2,092 ≤4- 1,55 

No positive or negative autocorrelation     Do not reject                      1,747 < 2,092 < 4- 1,747 

                                                                                                                (Gujarati, 2006 p. 438) 

 

It is clear that the only hypothesis that is valid is number five. There are no 

positive or negative autocorrelation present. 

After conducting the all separate test on my regression analysis I find that the 

regression is accurate with the exception of the data is not normal distributed. 

5.  Rent seeking and rent extractions 
Rent extraction is highly correlated to managerial power. The more power or 

influence the CEO might have the greater possibilities he might have to extract rents from the 

company. (Bebchuk et. al, 2002). As mentioned, the purpose with this thesis is to investigate 

if the CEOs of European oil companies are rewarded financially when the oil price increases. 

Could this be rent extractions? My answer on the question is, yes. If CEOs are aware of the 

fact they are rewarded financially on the sole reason that if the oil prices increases. Yes, I 

would characterize this as rent extractions. Even though if the CEOs are not aware of it, it 

could be considered as rent extractions. 

As I found in my empirical analysis, the CEOs of European oil companies are 

actually rewarded financially when the oil price increases. The reason of this could be many. 

In some cases it could be the remuneration committee, which is unaware of the implications 

their remuneration guidelines will actually have for the company and the shareholders, or a 

CEO who is using his great influence. Nevertheless, it could absolutely be discussed if it is in 

the best interest for the CEO to have a remuneration policy which increases when the oil price 

increases. I claim that a CEO wants in some extent to have his remuneration linked to factors 

which are not under his control. If the market is favorable the CEO wants a piece of this and 
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he then promotes an increase in his remuneration.  If a single CEO believes it would be 

favorable for him to receive more money when the oil price is high or if the market rate 

decreases. He might then use this influence to make sure the parameters chosen to trigger his 

incentives are very high when the oil price is high or the market rate is low, and he will 

therefore get paid for general market conditions. An example of this could be revenues or 

sales. I am going to illustrate this through a very basic example. In the real world, there are 

many more factors that will need to be considered. My point is that sales increase when oil 

price is high or the market rate is low. 

However, let me illustrate; if company A extracts, let say 1000 liter of oil both 

year 1 and year 2, and all cost are the same throughout these two years. In year 1, the oil price 

is 10 USD, then the company’s sales is 10 000 USD year 1. However, year 2 the oil price 

increases to 13 USD. Then will company A increase its sales to 13 000 USD. An increase on 

3000 USD in sales, caused only because of an increase in the oil price. In this case the 

increases in sales have nothing whatsoever to do with the performance of the CEO. But if he 

has a remuneration and incentive policy which is triggered by sales or by revenues compared 

to last year numbers, the CEO still will get rewarded for it.    

The purpose of creation of incentives is to motivate the CEO and make him 

think or act in special way, which in the most cases would be beneficial for the shareholders. 

However, when CEOs are rewarded financially when factors which are not under their control 

changes. It is not a single CEO`s merit that the companies sales increases due to increase in 

oil price or a the market rate decreases. Is it really in the best interest of the shareholders that 

their CEO is rewarded for generally favorable market conditions? It is rather clear here that an 

agency problem is present between the management and the CEO on one of the sides and on 

the other side the company/ shareholders.   

6. Are there any potential solutions?  

What the increases in remuneration caused by lucky general market conditions 

actually depends on, I believe differ from company to company. In some cases I believe there 

is a possibility that the CEO has such a strong position in the company. Consequently he is 

able to design his remuneration package is a way that favors him both if he has performed 

well and also if there has been a favorable shift in the general market. I further believe that 

there are also some cases where the people deciding the remuneration packages do not have 
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enough of knowledge for these kinds of challenges. Either how, if it has been caused by 

deliberate rent extraction or ignorance it is an expense for the company and the result of this is 

an agency problem. According to me there are two separate ways a company and industry 

could deal with the problem of rent extractions and the agency problem arising with the 

extractions. The first solution is a financial solution. The idea with this solution is that 

companies improve their remuneration packages/ policy; subsequently the CEOs are not 

rewarded for parameters which are out of their control. This could for example be dealt with 

through wind-fall options. The second solution is a legislative solution.  The main question 

here is, should the issue be dealt through legislation or should self- regulation advocated?  

6.1 A financial solution  

As Rappaport (1999), states in his article, the trend of tying the CEO financially 

to the company directly trough stock options are relative new. It started in the 1980`s when 

the big takeover movement gave the companies an incentive to create stock options.  Prior to 

that according to Rappaport, it was almost only base salary and some bonus that were paid out 

if and when financial targets were met. 

The problem with conventional stock options is that they reward all sort of 

increases in the share price. According to Rappaport (1999), this is a major problem, since it 

does not filter out general market conditions, and therefore reward underperforming CEOs. 

Further, he argues that the problem with conventional stock options is that the exercise price 

of the option is the market price on the day the options were granted, and usually stays fixed 

the entire period, until they are exercised. The result of this is that the bondholder will start to 

earn money, when the market price is above the exercise price. And executives are getting 

paid even though the company may present a result which is below their competitors or the 

market. According to Bebchuk and Fried (2004), a study on U.S stock prices came to the 

conclusion that only 30 % of share prices increases was caused by corporate performance. As 

much as 70 % of all share price increases in the U.S stock market according to this study was 

due to by general market conditions. Why pay CEO for general market conditions? 

As a solution on the problem Rappaport (1999), suggest index options.  With 

index options the board can increase the level of remuneration to the CEO who is performing 

really well. And make sure if the CEO who is not performing really well, should not get as 

much money in remuneration. Indexed options are constructed in a way that a CEO who is 
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performing well is neither punished if the industry is experience a decline. The CEO is only 

rewarded if the company outperforms the index, Id est. if the industry increases its share price 

by 10%, and then the company has to increase its share price with above 10% in order for the 

CEO to receive some money through his stock options. This is also valid in financial turmoil. 

When the company selects with index the company should be compared to, they have the 

possibility to either choose an industry index or a more wide market index, such as the A- list 

on Stockholm stock exchange.  However, Rappaport (1999) does warn about using a market 

index since it does not take specific industry factors in aspect. As a result of this, Rappaport 

recommends that a company use a peer group index with companies from the same industry, 

if it is possible from the same country.   

It is rather clear that the underperforming CEO will not accept an indexed 

option, instead of a conventional option. Rappaport (1999), states in his article; even the 

CEOs who is performing well, might also have some trouble accepting indexed options. Even 

though according to a study performed by L.E.K consulting
7
; two- thirds of the superior 

performing companies out of 170 companies between the years 1988- 1997, the CEO would 

have earned more in remuneration if the company would have used indexed options instead of 

conventional options. In order to get CEOs that are performing really well to accept the 

indexed options, the companies have to do two things. First, the company has to grant an 

increase amount of indexed options compared to conventional options to the CEO. Second, 

according to Rappaport the company has to decrease the exercise price of the indexed option.  

In order for executives to prefer index options in front of regular options 

Rappaport (1999) suggest that, a CEO should be given two indexed options for one 

conventional option. He further suggest that lowering the price of the indexed option shall be 

done by something he calls the “discounted indexed option”. The idea behind discounted 

indexed options is that the index which the company compares itself to should be decreased. 

Let say that the index has increased from 100 to 120 SEK one year, and the company uses 2 

% discount, and say that the share price for the company was 100 SEK when the year started. 

Then a share price for the company has to be above 117, 6 SEK, for the CEO to increase his 

remuneration. 

                                                           
7
 Found in; New thinking on how to link executive pay with performance by Alfred Rappaport (1999). 
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6.1.2 Why are not index options used in a wider range? 

6.1.2.1 The optimal contracting view 

Bebchuk et. Al (2002) states in their article even though stock options stands for the 

largest fraction of the CEO remuneration package in the U.S, it is very unusual for the 

companies to issue index options or reduced-windfall options. The companies still tend to use 

conventional options. Just to get a grip how unusual it really is, according to the authors 

knowledge there was only one publically traded company in the U.S, which was using 

reduced- windfall options when the article was written. Bebchuk et. Al (2002. p 802. ff) 

presents a couple of factors they believe is the underlying cause why not companies use 

indexed options in a wider extent. All of these factors are according to the principle of optimal 

contract approach.  

 “Design costs”, some of the criticism against indexed option has been it is too costly 

for the companies to design them. But, this explanation is rejected by the authors since 

they believe that it is very easy to receive the information needed today to set up an 

index option with internet and different databases that are available to retrieve 

financial information. 

 “Avoiding distortions in managers `decisions to enter other industries”,            

this explanation is also rejected and though by the authors not to be very believable. 

They believe that investors do not actually want the company to shift industry, if an 

investor wants to shift industry they just might invest in another company.  

  “Softening industry competition”, applying index option might make the actors in a 

competitive market softer. 

 ” Retaining CEO during market booms”, according to theory the demand for CEOs 

increases when the market is stable and this will lead to the remuneration for CEOs 

increases as well since the companies have to pay more in order to keep the CEOs 

within the company. With index options CEOs will not be rewarded for a market 

boom if not their company is performing better than their peer- group. Followers of 

the market boom theory believe that CEO might look for another job, where they get 

paid when market booms. This is something Bebchuk et al. (2002) do not believe in. 

 ”Managers` ability to undo indexing”, there is always the possibility for the CEO to 

adjust his investments to take out the effects of indexing. But this will have to be done 

with the CEO own funding and not the company`s. 
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Now I have discussed the factors according to the optimal contract approach why not 

indexed and reduced- windfall options are used in a wider degree. Therefore now I will 

present some factors according to the managerial power theory why not companies use index 

options. Bebchuk et. Al (2002) presents some factors according to the managerial power 

theory why not index options are very popular among companies. 

6.1.2.2 The managerial power theory view 

Warren Buffett ones said; “There is no question in my mind that mediocre CEOs 

are getting incredibly overpaid. And the way it`s being done is through stock options”. 

(Bebchuk & Fried, 2004.p. 143) 

In the light of this quote it is not surprising that the CEOs companies do not 

want to have index options. If a company introduces index options, the poorly performing 

CEO will have to cut some managerial slack, and will now be compared to their peers. The 

fear of being compared to other CEOs and companies and to be found to be an 

underperformer is something the underperforming CEO is strongly oppose.  As Warren 

Buffett said, mediocre CEOs are overpaid, if the company and the CEO are compared to 

others the CEO would most likely not get as much in remuneration. 

Another reason why not CEOs might not like index or reduced- windfall options 

as much is according to Bebchuk et al. (2002) that CEOs might want to keep the option 

compensation more camouflaged. If the company starts using index option then the CEO 

remuneration is brought up more into the light. This could have the impact that the market 

will start to pay more attention to the company and remuneration packages and might criticize 

the CEO and the company. 

6.1.3 Relative annual cash bonus 

Just as in index options, relative annual cash bonus uses a peer or industry index 

when comparing the company`s yearly result. Companies have to perform better than the 

average peer or industry index, in order for the CEO to receive any annual cash bonus.  The 

advantages here are the same when using index options, the CEO will not be rewarded for 

general market fluctuations. (Smitt et. al, 2004) 

Further, as written in the literature review the company can create an annual 

bonus pot stretching over three years. By doing this the company collects the CEOs annual 

bonus over three years. When doing this the company will make sure that the CEO is not 
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hunting for an extreme reward one year and does not care about the next year. It will also help 

the CEO to protect himself from bad years when he would not get any annual bonus. 

However, when companies use the relative annual cash bonus system and the 

system of interweave bonus over three years. There is the possibility that the company will 

actually pay out annual bonus a year when the company is not making money. A solution on 

this could be that the company only pays out annual bonus when the company is making a 

profit. (Smitt et. al, 2004). The idea of companies rewards their CEOs through cash bonus 

when though the company is experience a financial loss is preposterous. 

6.1.4 Soft Variables 

As written earlier in the literature review, the annual bonus do not have to be 

based only on financial parameters, the annual bonus could also be based on soft variables. 

Soft variables are often measured by yearly surveys, by customers or employees. However, 

the yearly surveys have been criticized; they have been accused to be very subjective. For 

example, if the CEO is rewarded if the employee satisfaction is very high, there might be a 

possibility that a weak CEO always will make sure that he s popular among the employees. 

As a CEO it is not always easy or most favorable to be very popular among the employees. 

There are some situations where the CEO has to take decisions that is hard and will not be 

taken very good by the employees. Nevertheless, Smitt et. al (2004) maintains that soft 

variables are a good measurement and very commonly used when setting bonus. However, it 

is not clear if the writer includes the CEO`S bonus setting in this statement. Smitt et. al (2004) 

argues, using some soft variables for annual bonus or incentives for that part gives a greater 

acceptance for the remuneration packages. Smitt et. al further argues it will give the company 

a much healthier and long- term decision making. 

Perhaps soft variables are more applicable on middle management in front of the 

top and the CEO. Nevertheless, I believe that soft variables could easily be applicable on the 

CEO annual bonus as well. For instance, I believe that customer satisfaction could be a good 

measurement for a CEO. It does not rate how well he has performed as a CEO directly. 

Indirectly I believe it is a rather good measurement on how well the CEO has performed. 
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6.1.5 Balanced Scorecard  

Is the quotation from Kaplan & Norton article valid? “Forget the financial 

measures. Improve operational measures like cycle time and defect rates; the financial results 

will follow” (Kaplan & Norton, 1992. p.71).  

If this quotation is true and companies actually earn more if they improve their 

operational measures, why do not more companies use balance scorecard in their 

remuneration strategy then? Well, according to Kaplan & Norton (1992) this quotation is only 

half true. The authors recognize that financial measures are also needed in a healthy company, 

and they would like to see both financial and operational measurements in a balance 

scorecard. The balances scorecard gives the companies a fast and vast view of the company`s 

operations. It both contains financial and operational measures. For companies that uses 

balance scorecard, the following questions are answered or are needed to be answered. 

(Kaplan & Norton, 1992, p. 71 ff) 

  “How does customer see us? (Customer perspective)” 

 “What must we excel at? (Internal perspective)” 

 “Can we continue to improve and create value? (Innovation and learning perspective)” 

 “How do we look to shareholders?  (Financial perspective)” 

These questions help the company to balance the company’s financial and 

operational targets. The scorecard is broken down into smaller targets and measurements in 

order to get a better overview. (Smitt et. al, 2004).   

If an organization has adopted the balanced score card, then could the balance 

scorecard could lie as a foundation when setting annual cash bonuses and long- term 

incentives. As discussed above regarding soft variables; using a balanced scorecard helps the 

company to implement these soft variables into the CEOs remuneration packages. By using 

balanced scorecard as foundation for the remuneration strategy this will give the company a 

healthy remuneration strategy, where both financial and operational measures are considered. 

For example, if the company uses all four measurements and perspectives stated above 

(customer, internal, innovation/learning and financial) the CEO could be rewarded more or 

less depending how well the company has perform according to these measurements and 

perspectives. 
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6.2 A legislative solution  

6.2.1 Current legislation  

According to the Swedish Company Act (2005:551), there are three groups 

which are needed to be protected. The three groups are the company itself, shareholders and 

creditors (paragraph 29.1). Creditors are listed under others in the paragraph (Sandstorm, 

2007). As this thesis concerns the CEO remuneration and incentives, I will only discuss the 

laws protecting the shareholders and the company, when the CEO or the board has acted in a 

way that is not in line with the company’s best interest. 

Sandström (2007), indicate that the question of the CEO remuneration in 

Sweden is matter for the board to decide upon. In larger listed Swedish companies there is a 

remuneration committee which will come up with recommendations to the board. According 

to the Swedish Company Act paragraph 8.51 the company and the board has to construct 

remuneration guidelines and proposals for the CEO remuneration. The guidelines should be 

presented and set by the annual meeting each year (paragraph 7.61); the guidelines are valid 

until next annual meeting. If the amount of remuneration could not be presented under 

paragraph 8.51, then paragraph 8.52 confirms that the guidelines should contain the character 

of the remuneration, and during which circumstances the remuneration should be given to the 

CEO. The collected amount given to the CEO in remuneration and pension shall be presented 

in the company`s annual report, paragraph 5.20-21 the Swedish Act of Annual Accounts 

(1995:1554). However, if there is special reason for it, according the paragraph 8.83 in the 

Swedish Company Act, the board could depart from the guidelines, which were created under 

the supervision of paragraph 8.51  

If the CEO is rewarded new issue of shares, warrants or convertible instruments 

in remuneration, some parameters have to be fulfilled. For starters, if the company has a rule 

in the provision of the article of association, that the existing shareholders shall hold a pre- 

emption right to subscribe to new shares. If the company has such a rule in their article of 

association this rule could be put aside with paragraph 16.2.1 in the Swedish Company Act. If 

the CEO is entitled to receive new shares, warrants or convertible instruments, this shall 

always be adopted and approved by the general meeting, (paragraph 16.2.2, The Swedish 

Company Act). There is a rather high barrier for the proposal to get over in order to get 

approved by the general meeting. Paragraph 16.8 in the Swedish Company Act states that in 

order for the proposal to get an approval by the general meeting, the proposal must get the 
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support from at least nine tenth of the shares voted and the shares represented at the general 

meeting. 

   Until now, I have only discussed the Swedish legislation when setting the CEO 

remuneration. Now I will also discuss the Swedish legislation on rent extractions. Here it is 

important to make the sure who it is who acted in an unlawful manner. There are separate 

rules if the board acted reckless, or if it was the CEO who acted in a way that was not in the 

best interest for the company.  I will start with the rules concerning the CEOs behavior. 

For starters, the CEO is not permitted according to paragraph 8.34 in the 

Swedish company Act to handle agreements between himself and the company. Due to the 

rules of disqualification, the CEO is not allowed to directly set his own remuneration. 

However, off course he is allowed to negotiate with the board regarding his remuneration. 

According to Sandström (2007), all actions or negligence to act, which is not motivated by the 

company`s concern of profitability, is prohibited. The CEO also has a loyalty duty against the 

company. A big concern here is what is in the best interest of the company? As Sandström 

(2007) acknowledge, this differ from case to case. But Sandström recognize, that if the CEO 

known or should have had knowledge that his action which might have harmed the company; 

his duty of loyalty towards the company has been upset. The duty of loyalty the CEO has 

against the company is closely related to the rules of disqualification in paragraph 8: 34 in the 

Swedish Company Act. If the CEO is participating in his own remuneration process, and the 

rules of disqualification are met, the decision of remuneration is invalid, due to the rules in the 

Ultra vires act in paragraph 8.42 in the Swedish Company Act.  

If the CEO has acted in an intentionally or neglecting way, which could be 

harmful for the company, as described above. The CEO could be in liability towards the 

company and shareholders, and therefore has to reimburse the company or the shareholders of 

the financial damages, paragraph 29.1 in the Swedish Company Act. The rules found in the 

29th chapter of the Swedish Company Act, only concern pure financial damages for the 

company or the shareholders. The suit could be claimed through the paragraphs 29.7- 29.9. 

Paragraph 29.7 states that such a claim has to be supported by the owners of at least 10 % of 

the total shares, in order for the motion to be raised. According paragraph 29.10, such a 

motion has to be put forward at the latest one year after the annual report was presented at the 

annual meeting.   However, Sandström (2007) acknowledge this might be a tough path to 

walk. To suit a CEO according to the 29th chapter in the Swedish Company Act are very time 
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demanding and expensive. Further, Sandström (2007) notice reluctance from the companies to 

appear in front of courts, because of the loss of goodwill caused by the negative publicity. 

Instead Sandström suggest a second approach to claim damages from the CEO if it is 

possible. 

Not only could the 29th chapter of the Swedish Company Act be used if the 

CEO might have violated any of the rules described above. A second approach is possible 

through paragraph in 10.5 the Swedish Penal Code (1962:700). The paragraph states: 

 “A person who, by reason of a position of trust has been given the task of 

 managing another's financial affairs or independently handling an assignment

  requiring qualified technical knowledge, or exercising supervision over the 

 management of such affairs or assignment, abuses his position of trust and 

 thereby injures his principal, shall be sentenced for breach of faith committed by 

 an agent against his principal to a fine or imprisonment for at most two years.”
8
 

If the crime is severe, the sentence shall be at least six months and at the most a 

sentence six years in imprisonment. When deciding if the crime is severe or not, emphasis 

should be put on if the offender used false documents or misleading documents. If a crime has 

been established, sue of damages could be done according to paragraph 2.2 in the Swedish 

damages act (1972:207). This would be more convenient, than pass trough chapter 29 in the 

Swedish Company Act. (Sandström, 2007). 

However there is yet another approach. According to paragraph 17.6 in the 

Swedish Company Act, if the CEO remuneration is considered to be too excessive it could be 

considered as unlawful value transfer. The term value transfer is defined in paragraph 17.1. If 

an unlawful value transfer has taken place and if the company can prove that the CEO knew 

or should have realized that the value transfer was a violating the Swedish Company Act, the 

CEO could be obliged to return what he has received. (Dotevall, 2008). However, this could 

be very tough road to walk. It would most definitely be very difficult to prove that an 

unlawful value transfer has occurred. 

Until now I have only discussed if the CEO has acted in way which favors his 

remuneration, and these actions may not be in the best interest for the company. Now I will 

discuss if the members of the board have done something which serves the CEO`s interest, 

                                                           
8
 Translation found in Ds 1999:36 
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and what is not in best for the company. Well, one can argue if a member of the board has 

something to earn by breaking the rules of chapter 8 in the Swedish Company Act, or if they 

are neglecting the rules. I believe both scenarios could happen; probably it is more common 

when a member of the board violates one of the rules concerning the CEO remuneration, it is 

done through negligence. But in order to attract a special CEO, the board might formulate the 

remuneration and the parameters which would trigger the remuneration in a way that is not in 

line what is in the best interest for the company. As written above, the CEO has a loyalty of 

duty towards the company; in the same way has a member or members of the board a loyalty 

duty towards the company. If the CEO is given very favorable remuneration package by the 

board, and the parameters which triggers the remuneration is set in way which clearly benefit 

the CEO, and one can argue if these parameters really are in line with the company`s profit 

aim. Perhaps it is a breach in the member of the board loyalty duty towards the company? It is 

not an easy claim to make, that the parameters which triggers the CEO`s remuneration is a 

breach of the companies aim to make a profit. The board could rather easily claim that in 

order to get a certain CEO, the board needed to formulate the remuneration package a certain 

way in order to attract the CEO, and the result of getting that special CEO they believed 

would help the company tremendous. If this is the case, the members of the board breach the 

company´s aim to make profit, and the members of the board will at the same time breach the 

duty of loyalty it has against the company. In the same way as when the CEO breaks these 

rules, the 29th chapter in the Swedish Company Act comes to play. 

Since there is a second approach of making the CEO responsible for his 

financial damages he has caused on the company trough the Swedish Penal Code paragraph 

10.2. This approach is also possible to use against a member of the board or the board as a 

single entity. 

6.2.2 Current Self- regulation and soft laws 

6.2.2.1 The Swedish Corporate Governance Code 

 The process of starting the production of unified corporate governance codes in 

the countries of Europe started in 1992, with the presentation of the Cadbury- report in Great 

Britain. The Cadbury- report was innovative in the aspect it was the first time corporate 

governance rules were put together into a single code, and the code also had the concept of 

comply or explain. In Sweden it took until 2005 before a unified code was presented; The 

Swedish Corporate Governance Code.  Until then, Sweden had some self- regulation in the 
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field of corporate governance; one of the most important was The Swedish Shareholder 

association and their ownership policy, which was presented for the first time in 1993. (Skog, 

2005).As described earlier in the text, one of the most prominent of the soft laws and self- 

regulation in Sweden is the Swedish Corporate Governance Code, which is published by the 

Swedish Corporate Governance Board. The code is applicable on those companies, who are 

listed on either the Nasdaq OMX Stockholm or NGM Equity (the code paragraph 2). The 

companies who are listed on either one of these market are to apply the code as soon as 

possible, but no later than the first general meeting after the listing on the stock exchange, 

(paragraph 6). The aim with the code was to ensure the market and investors trust for the 

listed companies. The code is not compelling, and the code applies comply or explains. If a 

company found that their manner or rule is more efficient than the code, they are granted to 

use their manner, if they explain the reason behind it. The Swedish Corporate Governance 

Board does not act as any supervising party if the companies really applies the code, and 

therefore the board does not have any adjudicatory mandate. However, the Securities Council 

can request a statement how the code shall be interpreted. Making sure companies which are 

applying the code actually follow the code is up to the actors in the capital market. 

The executive remuneration package shall according to the code be designed in 

a manner which ensure that the company will keep and have access to the competences which 

the executive possess, and these competences shall have the intended effects on the 

company`s operation. As described above, according to paragraph 9.1 in the code, the board 

of directors shall establish a remuneration committee. The main task for the committee is to 

handle and prepare proposals for the board of directors concerning the executive remuneration 

process. Further, it is also the remuneration committee’s obligation to monitor the 

remuneration process, and make sure the guidelines set by the board of directors are ensured. 

The code has rather extensive rules regarding the different components in the remuneration 

package. According to paragraph 9.4 in the code, the variable remuneration has to be linked to 

predetermined and measureable performance criteria, created for the aim to create long- term 

value for the company.  This rule is similar to the conditions in the Swedish Company Act; in 

the best interest for the company and for the purpose of the company`s aim to make profit. It 

is very hard to prove that performance criteria which the board of directors decided upon do 

not do it to create long-term value for the company. Further, when the company is paying the 

CEO in variable remuneration in cash, then the boundaries for the maximum outcome should 

be determine, paragraph 9.5 in the code. This is related to the 80/120 rule described earlier in 
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the thesis. The code further states that share and share- price related incentive program shall 

be designed for the purpose of linking together the CEO and interest of the individual 

shareholder, the code paragraph 9.8. As mentioned under the legislation section, it is the 

general meeting who decides upon share and share- price related incentives, the Code 9.7. If 

the company issues new shares for the executives and the CEO, the decision has to be 

sanctioned by further than 90% of the votes and shareholders present at the annual meeting.  

One very interesting paragraph in the code is 9.6. The paragraph concerns variable 

remuneration paid in cash to a CEO or executive. The paragraph states that the company shall 

have the possibility to revoke and recover the variable remuneration if the remuneration was 

based on information which later clearly turns out to be wrong. 

The annual meeting shall decide upon all the share and share- price related 

incentives given to the executives and the CEO. The proposal and documentation concerning 

the incentives shall be presented for the shareowners in good time before the annual meeting, 

in order for the shareowners to familiarize themselves with; the proposal, the motive behind 

it, the principal conditions, what it way cost and the possible dilution effect. (Paragraph 9.7, 

the Swedish Code of Corporate Governance, 2010).  

6.2.2.2 The NASDAQ OMX Rule Book for issuers’ 

The Nasdaq OMX rule book for issuers contains rules which the companies 

have to follow and respect concerning share- based incentive programs, (paragraph 3.3.6). 

The rules only affect share- based incentive programs. However, the definition of share- based 

programs in this paragraph is rather extensive. The different parts listed in paragraph 3.3.6 

which is included in the definition are “shares, securities carrying an entitlement to shares, 

other securities which are based on the share-price, synthetic programs which are linked to the 

stock-price and other programs with similar features”. 

The requirements which has to be fulfilled according to the Nasdaq OMX rule 

book for issuers paragraph 3.3.6 when designing and presenting a share- based incentive 

program are; “ 

• The types of share-based incentive covered by the programs; 

• The group of persons covered by the programs; 

• Timetable for the incentive program; 

• The total number of shares involved in the programs; 

• The objectives of the share-based incentive and the principles for granting; 
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• The exercise period; 

• The exercise price; 

• The main terms and conditions that must be met; and 

• The theoretical market value of the share-based incentive programs, including a 

description of how the market value has been calculated and the most important 

assumptions for the calculation.” 

Similarly to the Swedish Corporate Governance Code paragraph 9.7, the Nasdaq 

OMX rule book for issuers state that these requirements have to be presented to the market 

and the shareholders in order for them to fully understand the impact and cost such a program 

would have for the company and the shareholders. Further, if a company is launching new 

stocks, the shareholders have to be given the cost of the dilution effect, the program have on 

the shareowners own shares. 

6.2.2.3 The Swedish shareholders association Corporate Governance Policy 

The Swedish Shareholder Association was created in 1966 as an independent 

association which was to act for an increase the savings in stocks and other financial 

instruments by individuals. The association monitors companies’ annual meetings and 

conducting lobbying in the field of corporate governance and self- regulation. Further, the 

association has an active role in governmental investigations and as a respondent. 

In 1993 the Swedish Shareholder Association presented their first policy on 

Corporate Governance. Since the first of February 2010, directors’ remuneration is governed 

by the Swedish Corporate Governance Code. The Swedish corporate Governance policy agree 

with the code, but there are some things the Swedish Shareholder Association thinks should 

be included in the rules regarding directors remuneration, which is not included in the code. 

For starters, paragraph 3.3 in the Swedish Shareholder association corporate 

governance policy (2010) states that remuneration for directors should be according to the 

actual market level and a level which is found to be reasonable. The organization further 

testifies that they prefer that a company structures a total cost level for the CEO or 

management remuneration. 

The association is for that a variable remuneration is being part of the total 

remuneration overall. However, they stress that the variable remuneration should be paid out 

trough a well- made and thorough proposal which is made up by set targets and a pronounced 
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link to performance. Further, the association promotes that companies set a roof and an upper 

limit on the amount of variable remuneration which could be given to executives and the 

CEO. A section of the variable remuneration should be put aside for long-term investing. The 

association furthermore recommends that certain industries do not use variable remuneration 

as part of their total remuneration. These industries are industries with a large degree of risk, 

examples of industries are credit- market and assets management. The association further 

proposes that CEO shall not receive anything in variable remuneration. They defend this by 

arguing that since the CEO has a supervising role in the company over the employees and the 

processes and due to this variable remuneration is not to recommend. (Swedish Shareholder 

association corporate governance policy, 2010. Paragraph 3.3) 

The Shareholder Association position on incentive program is thorough in their 

Corporate Governance policy. In overall they are positive to incentive programs if the 

programs are targeting larger groups. They further realize that establishing incentive programs 

to fewer individuals sometimes is required. Nevertheless, the association stress that incentive 

programs which is targeting a smaller amount of people, let say the executive team or CEO 

must be more well- founded, than an incentive program which is targeting a larger group of 

people. All incentive programs should be linked to predetermined targets. When issuing new 

shares through the incentive program, the company should not issue more than five percent of 

the old amount of shares or votes. When presenting the proposal to the annual meeting the 

total amount what the incentive program will cost shall be presented.  The maturity of the 

incentive and option shall be rather long, at least three years. The rate on the convertible 

should also be below the market rate. Further, the exercise price on the option or convertible 

should be set to a price which is at least equal to an increase by 10% annually on the 

underlying share. And the valuation of the financial instrument used in the incentive program 

shall be conducted by an independent rating agency. (Swedish Shareholder Association 

Corporate Governance policy, 2010. Paragraph 3.4) 

In order for the shareholder to make a well informed decision the company shall 

present comprehensive information regarding the incentive program well in time before the 

annual meeting. 
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6.3   Legislation or self- regulation? 

 As described above, in the executive and CEO remuneration process in Sweden 

is governed by both legislation and some self- regulation. What are the benefits and 

disadvantages with each system, or is it to prefer to mix them both? Litterateur often states 

that the preferable system when deciding upon to use legislation or self-regulation is to use is 

the one which reduce the agency costs as much as possible. 

6.3.1 Self- regulation 

 The definition of the term self- regulation has been debated? Josefsson (2001, p 

212), has tried to put a definition on it
9
, 

 

 “Self- regulation concerns relationships where concerned parties in a larger or 

 lesser degree control the norm- creation by themselves, in interaction or 

 interface with the state institutionalization, the public legal formation” 

 

 

The purest form of self- regulation is a totally free deregulated market, where 

the actors in the market set the regulation by themselves. Hägg & Edlund (1996) writes that 

the advantage with self- regulation is that the rules are created in a quick and flexible manner. 

The authors’ further state that a consequence of this is that the rule is often very adapted to the 

reality. Self- regulation is also more cost effective, compared to legislation which takes a lot 

longer time to investigate and implement. Other advantages brought up which come with self- 

regulation are; the rules have an element of expert opinion and the self- regulated rules could 

set greater normative thresholds than normal standard legislation. Self – regulation rules also 

holds a great acceptance in the business world. Therefore the sacrifices and limitation which 

has to be made by the companies due to the new self- regulation often is greeted with respect 

and recognition (Hägg & Edlund, 1996). Self- regulation is experience a greater flexibility 

than normal legislation, and due to this exceptions could be made from the self- regulation 

rule if it is required (SOU 2009:34). 

However, self- regulation is not all good; there are some pitfalls and 

disadvantages with self- regulation. According to Hägg & Edlund (1996), the big concern 

with self- regulation is the sanctions and restrictions which shall be a part of the rules. The 

                                                           
9
 Translated from Swedish by the author of this thesis. 
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authors emphasize that it is hard to have any sanctions on optional self- regulation.  A result 

of this could be that the sanctions if a company violates one of the self- regulation rules could 

be too soft and arbitrary to have a discourage effect. In the Swedish Corporate Governance 

code this dilemma is realized, it is left to the actors on the financial market to evaluate if 

companies break the code.  Further, other criticism against self- regulation is that there tend to 

be a lack of transparency among the companies and the matters which are governed by self- 

regulation. Experience has showed that it is hard to revive self- regulation and is a struggle to 

get it to work. (Hägg & Edlund, 1996) 

6.3.2 Legislation 

 Up to the present I have discussed the pros and cons with self- regulation; 

hereby I will discuss the pros and cons with legislation in a wider sense. According to the 

inquest SOU (2009:34), since the legislation power is given to the government and the 

parliament therefore the legislative rules are given validity. The legislative rules are 

experience a greater degree of legal security and predictability, due to the fact that the 

legislative rules are governed by the courts of justice. Another advantage with legislation is 

according to the inquest, that legislative rules includes all people and companies which are 

affected by them, and since legislative rules are minimum requirements, therefore the 

legislation helps to create values in a society. (SOU, 2009:34) 

However, there are not only advantages with legislation. As mentioned in the 

self- regulation part, there are some disadvantages with legislation. The creation of legislation 

often takes a long time, costs a lot, and it is very difficult to adjust the process if some 

parameters changes. As mentioned in the advantages, regarding the security and predictability 

could also be a disadvantage according to the inquest. Since it is the courts of Justice who is 

the judiciary power, the legislative therefore require evidentiary. A consequence of this is that 

it could be hard to get a company sentenced if they have violated some of the rules. Due to the 

fact when legislating the legislative party take into concern all different scenarios with the aim 

of creating a comprehensive law, could lead to the legislation is all too burdensome  if the 

legislation was originally created for a certain situation. (SOU 2009:34).  The last 

disadvantage with legislation according to SOU 2009:34 is that since the legislation is created 

for the society as a whole, the values of the society could be set too low, and have the result 

that individual and companies are thinking, everything that is not mentioned to be prohibited, 

would ultimately be regarded as accepted. 
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6.3.3 Consulting Bodies considering proposed legislation and self- regulation 

 During 2009 were a couple of independent bodies asked to consider a proposal for 

the legislation; a simpler Company law. The proposal included a section regarding 

remuneration for senior executives. The proposal raised important issues as if to implement 

legislation or self- regulation on the matter of remuneration for senior executives. I will 

present three different bodies opinion on the matter. 

 The first body which opinion I will present among those bodies which were asked 

to leave an opinion was the Swedish Shareholder Association (2009). The Association argues 

in their referral that they are against to let go of the legislation on executive remuneration and 

only use self- regulation. However, the association acknowledges that the self- regulation is as 

a good compliment to legislation. The company legislation in Sweden is required in order for 

executives not to abuse their position, and the purpose of the legislation shall be to promote a 

more active role from the shareholders. Further, the association argues that self- regulation is 

not as good as legislation when it comes to increase the public’s faith for the corporate world. 

The association additionally added that self- regulation could also not give the shareholders 

the transparency of the process as the legislation system offers. And due to the confidence 

aspect which comes whit this it is not optimal to promote self- regulation. The Swedish 

Shareholder Association has the opinion that the current legislation concerning the executive 

remuneration, will create court rulings which will help to interpret the legislation. The court 

rulings will create better transparency and legal protection, according to the Swedish 

Shareholder Association. 

 The second referral body is the Swedish Financial Supervisory Authority (2009) 

(Finansinspektionen). The Financial Supervisory Authority has a similar opinion as the 

Swedish Shareholder Association; they do not promote only self- regulation. The Authority 

argues that a transformation to only self- regulation would send wrong signals to the 

companies and the society as a whole. The authority further state that the recent corporate 

scandals and social debate regarding executive remuneration has not created an atmosphere 

where the public is certain the corporate world have the tools to practice self- regulation. 

Transparency is the key according to the Swedish Financial Supervisory Authority, to keep a 

healthy, good relationship and keep the trust from the public. Due to the argument that the 

financial and securities market is the backbone of the economy, to keep the faith and trust 

from the public is a key point. 



  CHRISTIAN LUNDBERG OCTOBER 2010 
 
 

59 
 

 The last opinion which I will present is the one of the Swedish Companies 

Registration Office (2009), (Bolagsverket). The Companies Registration office believes that 

the requirements in the law of annual reports could decrease a bit. However, the Registration 

office acknowledges that self- regulation is not ideal at the time.   

 The concluding summary of these considerations regarding a more simple 

Company Act is rather clear, they are opposed the thought of only self- regulation. All three 

of them believe for the time being that legislation is to prefer, because of the advantage with 

transparency which come with the legislation. But also all three of them believes that self- 

regulation is a good thing and should work as a compliment to the legislation. 

7 Conclusion 
 By conducting my regression analysis and the correlation analysis between the 

oil price change and the change in remuneration, I have found that CEOs are financially 

rewarded when the oil price increases. As presented in the result of the regression analysis, if 

the oil price increase by 10%, this would cause an increase of approximately 3, 4% in CEO 

remuneration. To be able to get these numbers, I have only used the base salary and the 

annual variable remuneration, id est. the cash bonus. As mentioned earlier in the thesis I did 

not used long- term incentive such as stock options in my data collection. The reason behind 

this is that companies used different approaches on how they report their long- term 

incentives, and an effect of this was that it was too hard to compare the different numbers too 

each other. However, I studied some of the company’s long-term incentive programs. I found 

that most of the CEOs receive a lot in long- term incentives. For example in 2008, Royal 

Dutch Shells CEO received 53% of his total remuneration in long-term incentives. This is not 

a low number, since the CEO was rewarded close to 5, 7 million Euros in only fixed and 

annual variable remuneration that year. After studying the long- term incentive I found that 

they depend in a wider degree on the company performance. It is my firm view that the 

impact of an oil price increase on CEO remuneration would be even larger if I also considered 

the long- term incentives in my regression analysis. It is important to stress that my numbers 

in the regression analysis were not normal distributed. The numbers shall be examined in the 

light of knowing that they are not normal distributed.   

Now when I have established a correlation between the increase in oil price and 

an increase in CEO remuneration, it is important to identify the reason why the CEOs are 
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rewarded for oil price increases. Well, the reason behind this could be many different things; 

it would be foolish to say that only one theory could explain the remuneration increase. 

Reality is not as simple as that. However, in the thesis I have tried to explain the increase in 

remuneration when the oil price increases through a couple of theories. They might not 

explain every aspect in this very complex dilemma. Nevertheless, I think the theories might 

explain some of correlation between oil price increases and remuneration increases. 

I would like to start with the theory of the economic man. As written earlier in 

the thesis, Dahlman et. al (2004) describes the economic man as a rational individual who will 

maximize his own benefit or gain. The individuals benefit does in a great extent depend on 

too which degree his preferences are met. Could it be the case that an European oil company 

CEO`s preference is earn as much money as possible, and this is greater than the will or desire 

of perform well for the company. Definitely, the CEO preferences of earning a lot of money 

could go well in hand with what is in the best interest of the company. When these two 

interests are working together, I believe the best result is achieved. The dangerous thing is 

when the CEO`s preferences of earning money is too great. And his first concern is to satisfy 

his needs as much as possible and second comes the well being of the company. After 

studying the last couple of year’s corporate scandals, both in the US, Europe and Scandinavia 

it is my conclusion that those individuals who puts his preferences for money in front of the 

well being of the company actually exists.  With that said, it is not determined if the CEOs of 

European oil companies care more about the fulfillment or their needs and preferences instead 

of the well being of the company. In most of the cases I believe CEO`s actually care about the 

well being of the company. Nevertheless, some of them I think do not realize the impact on 

their action has and the implications thereof. Most likely, or at least what I hope is that there 

are very few of CEO`s who knowingly and expressively puts the fulfillment of their needs in 

front of the company. However, I do believe that some CEO`s are indifferent and acts in 

negligence if they have the possibility to receive a lot of money. Especially when dealing with 

an industry as the oil industry the impact and complications of having a remuneration policy 

which is linked to the oil price could be devastating. These complications will be discussed 

later in the analysis, when describing the possible effects of linking remuneration to the oil 

price. Now when I have discussed the need of fulfillment of CEO`s preferences, and some 

CEO`s first priority is to fulfill these preferences. However it is still important to remember 

that not all increases in remuneration might depend on a CEO who wants to fulfill his 

preferences. In some cases it could depend on that the CEO and the company has performed 
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well. And in some other cases it could depend on an incompetent board, which does not 

realize the implications of their actions. As the result shows, the European oil companies CEO 

are rewarded when the oil price increases. I will now therefore discuss how they are able to be 

rewarded for a parameter which is not under their control. 

If CEOs are to be rewarded for parameters out of their control, this is clearly an 

agency problem. I do not think many shareholders appreciates if the CEO is rewarded the 

company`s money for things he cannot control. There are two theories on how the CEO 

remuneration and incentives are linked to each other. The managerial power theory and the 

optimal contract approach. The first theory sees incentives as an agency problem by itself. 

And the second approach the optimal contract approach sees incentives as a solution and a 

cure on the agency problem. 

For starters, I would like to discuss the managerial power approach. The theory 

basically states that CEO remuneration could be an agency problem by itself. If the CEO has a 

very strong position in the company, he might use his influence to affect the remuneration 

process. The managerial power approach might be more widespread in countries that use the 

one- tier board system, where the CEO has the possibility to hold both chairs.  Eight of the 

companies in my analysis come from countries which are using the one- tier board system. 

The next question, if it is the case that the CEO actually has an influence over his own 

remuneration process, would he then formulate the remuneration process in a way that he was 

rewarded for luck? The answer on this question is most likely, probably not. At least, the CEO 

makes sure he is not only rewarded for luck. Most likely, the CEO who has control over the 

remuneration process and have a greater desire to fulfill his preferences would formulate a 

remuneration process which would give him a lot of money when the company performs well. 

And the remuneration process would also favor increases in the company`s result which is 

caused by other factors which are out of the CEO`s control. A way to do this would be to 

formulate the remuneration process in a way which would favor increases in oil price. This 

could be done through not comparing the company`s result to indexes and peer groups. When 

not benchmarking against market peers, it is very hard to tell what the increase in result is 

originating from. The increase could come from that the company has performed well and 

earned a lot of money. However, the increase could also originate from general market shifts, 

for example if the interest rate has decreased or the price on the underlying commodity has 

increased (oil). The second disadvantage with not using any companies or indexes to compare 
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with; is that it is very hard to identify an underperforming CEO. An underperforming CEO 

could quite easily present an increased result which is for the most part due to favorable 

factors in the general market, and get away with it. I consider the managerial power theory to 

be linked to moral hazard. If the CEO had knowledge of the impact of his doings, I believe 

the CEO has acted somewhat in moral hazard. Further, when dealing with the managerial 

power theory the hidden characteristic problem could also be present, if the CEO knew which 

impact his actions would most likely have before he signed the agreement with the board, and 

h knew we would get financially rewarded for general market shifts. 

The second approach which could be present is the optimal contract approach.  

In the optimal contract approach, the board attempts to maximize the shareholder wealth and 

in the same time give the CEO optimal incentives. These two shall be in line with each other. 

The biggest concern the board has when designing the remuneration package is first how to 

attract and retaining CEOs. The second dilemma they will face, is how to design the CEO`s 

incentive in a certain way that they are working accordingly together with the shareholders 

interest. (Bebchuk et. al, 2002). My question is; what if in the search for the right CEO and 

the desire to attract him to the company, the board focus too much on the first concern; how to 

attract and retain the CEO. In their desire to attract the right CEO, the board of directors 

formulates the remuneration package in very favorable way for the CEO. It might be 

formulated in a way and as a result he is rewarded for parameters out of his control.  Most 

likely, this is not the real intention of the board, to reward the CEO for parameters which is 

not under his control. Most certain the board believes this specific CEO will earn a lot of 

money to the company, and in order to be able to attract him, the company must pay him well. 

However, I argue that the board might not see the total affects of their actions in this case. 

Perhaps this may be beyond the scope of the optimal contract approach. 

Nevertheless, I argue since the underlying idée or thought, was to apply the optimal contract 

approach. Except, in this quest of using the optimal contract approach have gone too far. The 

CEO`s remuneration packages could be very generous for the CEO, and the board might not 

realize that the company is rewarding the CEO for factors out of his control. The CEO has 

most likely no direct influence over the remuneration process, although he might be able to 

indirectly influence the remuneration process if he is in a position where he could make 

demands. In order to not have the problem with generous remuneration system for the CEO 

the board could as when having problem with managerial power, the company could use and 
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compare the result with a peer groups. If the board believes the certain CEO who is very 

expensive will improve the company, and the company must attract him. Then it might would 

be wise to formulate the remuneration package hence the CEO is rewarded heavily if the 

company performs well in comparison to the company`s competitors and a general market 

index. And the CEO is not rewarded as generous when the company only increases its sales 

figures due to general market shifts. 

It is not ideal for the company if an agency problem is present in their 

organization. What would implications might be of an agency problem of this magnitude? 

This is closely related to the managerial power theory is the rent extraction. If the company`s 

CEO holds a position where he has the possibility to be rewarded for parameters which is not 

under his control and he is aware of his actions he is conducting rent extraction. Even though, 

he is not aware of the fact I would like to characterize it as rent extractions. Due to the fact the 

CEO is given funds which would belong to the company and which he normally would not be 

entitled to. Since, I have shown that European oil companies CEO`s are actually rewarded 

when the oil price increases, I would argue that rent extractions is present. Because it is my 

firm opinion that the increase in sales only due to oil price changes shall belong to the 

company, and shall not be given to the CEO as remuneration. This money belongs to the 

company and in the long- run it belongs to the shareholders of the company. If the CEO 

actually performs and delivers a good result, the CEO shall be reimbursed for it, but if he does 

not perform, he shall not get as much. As I see it, this is a question regarding if the 

shareholders and the market shall keep the trust and confidence for the companies and the 

companies CEOs. If the CEO`s proceeds to receive funds which they are not entitled to, I 

think there could be a confidence crises, between the one who actually owns the companies, 

the market and on the other side the ones who runs the companies, the CEOs. If an investor 

could choose to invest in two identical companies, one of them do reward their CEO for 

parameters which are not under the CEO`s control, the other company chooses to grant this 

money to the company and the company`s shareholder. Which one would the investor chose 

to invest in?    

Further, there is a possibility that CEOs get too powerful and start conducting 

empire building, and create their own domain. In the light of recent corporate scandals, the 

last thing the corporate world would like to see further separation between the company/ 
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CEO`s and the investor/public. Seeing that, the companies and corporate world are dependent 

on that the public and society invest in companies.  

Secondly, the neglected and indifferent CEO might if his remuneration is linked 

to the oil price make sure to maximize the extraction of oil when the price on oil is high. The 

CEO who is indifferent might not care if the company decreases the security measures, in 

order to be able to extract as much oil as possible. This might, and I stress it might have the 

implication that there could be an accident, just as we saw in the BP and the Deepwater 

Horizon scandal. Of course, not all accident will be in the same magnitude or even close in 

magnitude as that accident. Nevertheless, if security measures are put a side, or decrease due 

to profitability and remuneration aspects, it is enough to realize that the remuneration system 

is severely imperfect. 

When now I have identifying there might be a problem with the rent extraction 

from the company, the question is; what could be done to solve the problem with rent 

extractions? As identified and explained in the earlier in the thesis, as I see it there are two 

separate ways to solve the problem. As already stated, this could be done through a financial 

or through legislative solution. Legislation solution could be done either through legislation or 

self- regulation. 

Companies can solve the agency and the problem of rent extractions through 

financial solutions and incentives optimization. Since the problem has arisen from poorly 

fitted incentives programs, redesigning the programs could also solve the problem. As I see it 

the most logical solution would be to use and compare the results with a peer group and 

indexes. By using peer groups and indexes as comparison groups, the general increases in the 

market could be filtered out. What is left of the company`s result, is actually what the 

company has performed, and not due to the interest rate has decreased or if it has been an 

increase in the oil price. Rappaport (1999), present a solution on the problem by using 

indexed options. With indexed options the CEO is only rewarded if the company outperforms 

the index or peer group. However, there are not many companies which are using indexed 

options, and there are some criticisms against it. The criticisms against indexing are among 

other things; the design costs and the will to retain CEO during a market boom. However, 

much of the criticism which is presented I believe not to be valid. For example, the design 

costs. If the companies have a problem with rent extractions and decide to use index options, 

the money the company can save will most definitely be beyond what the design costs for the 
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index options are. There is also a rather large resistance from CEOs to use indexed options. 

The mediocre CEO will not be too happy about introducing indexed options. On the other 

hand, the CEO who is doing a very good job and creates profit for the company, he will 

definitely be heavily rewarded for it. 

Other solutions through alter the companies remuneration packages could for 

example be done through relative annual cash bonus. Relative cash bonus work in a similar 

way as indexed options. The only way CEOs could be rewarded through relative annual bonus 

is if the company actually outperforms their peer group or index. An action companies can 

take in order to prevent and protect themselves against extreme market booms and recessions, 

it to create a pool or pot to put the annual bonus in stretching over three years. CEOs annual 

bonus will instead be evaluated over three years. Further, by creating a system like this 

companies are also insured against all too speculative and risk taking behavior by the CEO. 

The CEO has to think in a more long- term manner, since it is not only the result from one 

year that is taking into concern, but three years result. 

Additional actions the boards and the companies can take when designing the 

CEOs remuneration and the parameters which would trigger the incentives, is to use non- 

financial soft variables. However, I do realize that it might be a problem using soft variables 

on the top management. Nevertheless, I do believe it could be used, for instance I believe 

customer satisfaction is something that could be used. I may not directly be an instrument 

telling us how well the CEO has performed. However, in an indirect way it may tell us how 

well the CEO has performed and how well he has managed to motivate the employees. 

An approach to implement soft variables into the remuneration process is to 

create a balanced scorecard. Balanced scorecard could contain financial and non- financial 

measurements. Further, the balance scorecard helps the company to locate and identify how 

customer and shareholders experience the company. By identifying some of the company`s 

potential problems, the company can take care and fix the problem in a more efficient manner. 

It is still important to stress that the soft variables could not easily be compared to other 

companies scores and such. On the other hand I am not sure that soft variables are in any need 

to be compared to other companies’ numbers and rates, due to the fact that soft variables are 

rather company specific. Meaning that the numbers are not that sensitive against parameters 

which are not under the company`s control. The only company which the company shall 
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compare its numbers to is their own company. An improvement in soft variables could only 

be accomplished through presenting better figures or rates than the year before. 

As deeply discussed earlier in the thesis, the agency problem of rent extractions 

could be dealt with through legislation. I will not discuss the current legislation; this has 

already been done earlier in the thesis. Instead, I will focus on arguing if the legislation is 

enough, and what shall be done. The general opinion among the organizations which were 

asked to leave an opinion regarding legislation versus self- regulation was that legislation is 

needed, and self- regulation work as a compliment to the legislation. To some extent, I do 

approve of this conclusion of the situation. However, I tend to recognize it would be very 

difficult to prove and get a CEO convicted of causing harm to the company caused by rent 

extractions through legislation. I feel it would be even more difficult to get a member of the 

board convicted of breaking the loyalty trust against the company. Therefore self- regulation 

is important as well, in order to set up some ground rules, which the companies have to follow 

and obey. The advantage with self- regulation is that if it is necessary the regulation could be 

changed and altered quickly. There is also some criticism against self- regulation, and that is 

concerning the sanctions if a company violates one of the rules. According to Hägg & Edlund 

(1996), it is very hard get an effective self- regulation and be able to get it to work smoothly. 

As stated I recognize that in reality it might turn out to be very hard to use the legislation on 

CEO`s who set their own preferences in front of the company’s, and this is causing financial 

harm for the company. It is here the self- regulation is needed, according to me it plays a vital 

role in the preservation of the public’s trust for the business world.  

If the rules governing the CEO remuneration process are enough or not I would 

like to argue both yes and no. I believe that the legislation is not very effective. However, the 

importance of having legislation on the executive remuneration process is very important. 

Even though the improvement and developing of having effective regulation on CEO 

remuneration and general corporate governance rules are progressing in the EU and Sweden it 

is still very important that the EU as organization, and the member countries take a lot of 

responsibility on leading the way on regulation. Effective legislation and self- regulation can 

decrease excessive CEO remuneration and rent extraction a lot; nevertheless shareholders 

have to start taking their responsibility as well. Some the arguments presented in Swedish 

Shareholder association corporate governance policy I think are really good in order to reduce 
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the rent extraction. I agree to the conclusion that CEOs in very risky industries perhaps should 

not get any performance pay. 

 As stated earlier in the thesis, 94 % of the suggested stock options programs 

suggested in Swedish listed companies during 2009 were accepted. It is time for the 

shareholders to stop standing on the sideline and being ignorant, shareholders have to take 

their responsibility of examine and monitor the board and CEO, and start vote against 

unhealthy remuneration policies. To have a healthy business society, where the public and 

investors are experience confidence and trust for companies, shareholders have to start using 

their right of voting against poorly designed remuneration packages. 

To finalize this thesis, I would like to end the same way I started this thesis. 

However, after writing this thesis, I would argue that Gordon Gecko was inaccurate. In the 

eyes of the shareholders, there is something very wrong how CEOs in European oil 

companies is rewarded. 

 

 “The point is, ladies and gentleman, that greed, for 

lack of a better word, is not good: Greed is not right, greed 

does not work.”   
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8.  Suggestion on further studies 
 Suggestions on further studies in the field of executive and CEO remuneration 

could be to include long-term incentive into the regression analysis. To further elaborate the 

question, one could also try to include the Russian and East European oil companies, and see 

if there is the same tendency in those companies.  At last, it is my suspicion that the 

phenomena of rent extractions are not excluded to the oil industry, I believe it might also be 

present in other industries. Therefore, it would be interesting to evaluate if such a connection 

does exist.   
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10. Appendix 
Currency rates I used when transforming all values into US Dollar. Note that the base 

currency is the Swedish kr. The bid price on the last trading day each year. Source: 

http://www.nordea.se/F%C3%B6retag/Placeringar/Priser+r%C3%A4ntor+och+kurser/Historiska+valu

takurser/1044492.html 

 

Currency 2004 2005 2006 2007 2008 2009 

EUR 8,982 9,405 9,0085 9,4248 10,8852 10,2239 

USD 6,5875 7,9275 6,8296 6,4103 7,6798 7,1381 

NOK 1,084 1,172 1,0931 1,1818 1,1031 1,2302 

DKK 1,2085 1,261 1,2076 1,2634 1,4605 1,3729 

GBP 12,68 13,7025 13,3934 12,7755 11,1263 11,3553 
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