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Bonus Caps, Corporate Governance and Pay-Performance Sensitivity 

Abstract 

This study examines the existence of pay-performance sensitivity in bonus 

compensation and the extent to which CEO compensation is affected by corporate 

governance factors. We exploit recently available Australian data on maximum 

achievable annual bonuses. The key findings are as follows: firstly, we find a 

significantly positive relationship between the size of bonuses and the existence of 

nomination committees as well as the existence of executives on nomination 

committees. Secondly, new evidence is revealed of  adjustment for  market 

performance factors in the determination of bonus compensation in Australia. 

Looking at these results together, this research provides a set of results that contribute 

to an understanding of the determinants of pay and its relationship with performance 

which are highly relevant to the current debates relating to executive compensation. 

Keywords: CEO compensation; corporate governance; disclosure. 

Data Availability: The data used in this study are publicly available from the sources 
indicated in the text. 

JEL classification: M52, J33 
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I. Introduction 

The remuneration of company executives has attracted much concern recently 

and has been cited as a contributing factor to the global financial crisis, (Financial 

Services Authority 2009, 79). The bonus component of total CEO compensation1 has 

been subject to the most public and regulatory scrutiny. In the United States, the 

government-appointed Special Master for TARP2 Executive Compensation Kenneth 

Feinberg (known in the popular press as the “Pay Czar”) determined in 2009 that no 

executive bonuses could be paid to executives of firms receiving TARP funding, 

although he left the level of base salaries unrestricted (Sonnenfeld 2009). In Australia, 

similar concerns have been expressed  in relation to both the level of CEO bonuses 

and their relationship with firm performance (e.g ACTU 2009). In 2009, the 

Australian Prudential Regulatory Authority (APRA) introduced rules which prohibit 

executive presence on remuneration committees for authorised deposit-taking 

institutions (APRA 2009).  

In a more recent development, in 2009 the Australian government requested 

that the Productivity Commission conduct an inquiry examining executive 

remuneration and included in the terms of reference a direction to “[m]ake 

recommendations as to how the existing framework governing remuneration practices 

in Australia could be strengthened.”  The Commission produced draft 

recommendations in line with APRA’s recent changes, including a proposed 

mandatory “simplification” of incentive components of executive remuneration. 

These proposed rules would apply more broadly to companies that are “disclosing 

entities” (including listed companies) regulated under the Company’s Act 2001.3 

These proposals have drawn criticism from professional bodies such as the Australian 

Institute of Company Directors (2010) who argue that markets mechanisms will 

ensure that executive remuneration arrangements are not excessively complex. They 

argue that instead, the focus should be on “.. enhancing the effectiveness of 

governenance arrangements”. 

In the US, the recently signed “Dodd-Frank Wall Street Reform and Consumer 

Protection Act” imposes new requirements with regard to the independence of all 

                                                        
1 Any reference to “compensation” or “bonus” is a reference to the CEO’s compensation, henceforth.  
2 Troubled Asset Relief Program 
3 Disclosing entities include listed companies and trusts, public borrowing companies and cetain 
entities that have issued securities under a disclosure document. 
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compensation committee members and disclosure of the relationship between 

compensation paid to the CEO (and other executives) and financial performance. In 

addition, the Act requires companies to conduct a non-binding shareholder advisory 

vote on its executive compensation program. 

The concerns of governments and regulators have been reflected in the 

popular press, (Wilson 2009) and in recent shareholder votes reflecting significant 

disapproval of corporate pay proposals (Battersby and Johnston 2009).  

Concerns have focused on the level of executive remuneration, which are 

viewed by some as “out of control” (Productivity Commission, 2010, p.xiv). Others 

argue that the more important issue is the extent to which pay reflects performance 

(e.g., Murphy 1993, 4), as the efficacy of incentive schemes has been found to have a 

significant impact on subsequent company performance4 (Kay and Van Putten 2007, 

168; Core et al. 1999). According to Hall and Leibman (1998, 654) “[i]f there is no 

meaningful link between CEO pay and company performance, it is doubtful that the 

trillions of dollars of assets in public corporations are being managed efficiently.” 

The recent global financial crisis sparked renewed interest in the economic 

role of CEO bonuses. Prior remuneration research which focuses on the determinants 

of total cash compensation exhibit a tangential focus on bonuses, (base salary and 

annual cash bonus). Perhaps as a result, prior studies have not examined the 

constraints imposed on the remuneration committee and bonuses payments as a 

percentage of what could have been awarded (the maximum bonus or “bonus cap”) 

disclosed in Australian annual reports5, a uniquely Australian legal requirement.6   

                                                        
4 Compensation 40% in excess of that which would be expected from pay in companies with 

comparable economic characteristics such as size and complexity, results in subsequent reductions in 
“ROA of 1.36%, 3.56%, and 4.85% for one-year, three-year, and five-year holding periods” (Core et 
al. 1999, 394). However, this could be criticised as being resultant of the mean reversion effects of 
earnings that follow out-performance (resulting in high pay), as found in other literature (Fama and 
French 2000), (Sloan 1996). 

5 The reporting of this information appears to be a uniquely Australian requirement.  
6 Similar to the ASX’s “Corporate Governance Guidelines” the London Stock Exchange in the UK has 

a “Combined Code” which similarly operates on a “comply or explain” basis. Unlike Australia’s 
guidelines however, this code has a specific requirement for bonus “upper limits to be set and 
disclosed”.  

Contrary to Australia however, the UK has no legislative requirements in relation to bonus limits. 
Australia has, in The Corporations Act (2001) a provision which prescribes “estimates of the 
maximum and minimum possible total value of the bonus or grant (other than option grants) for 
financial years after the financial year to which the report relates” (Corporations Act 2001, (Cwth) 
Reg 2M.3.03) to be disclosed in the director’s report of listed companies. However, in the UK; “Most 
UK listed companies outside the financial sector operate a bonus policy that includes a maximum 
bonus prescribed in terms of a percentage of base salary“ (Roz Crawford – PwC – Human Resource 
Services UK) with institutional investors requiring more details to be disclosed. 
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Using an Australian sample (the “ASX300”) over the 4 years from 2005 to 

2008 inclusive and information disclosed in relation to the parameters of individual 

firm’s bonus plans, this study examines the pay-performance sensitivity of bonus 

payments. In addition, it examines whether board structural characteristics have an 

effect on this new specification to determine relationships with corporate governance. 

Further analysis is conducted to determine the factors that influence the decision to 

increase the bonus cap in the sample to gain an understanding of this determinant of 

CEO compensation. 

The main findings of this paper are as follows. firstly, we find a significantly 

positive relationship between the size of bonuses and the existence of nomination 

committees as well as the existence of executives on nomination committees. 

Secondly, new evidence is revealed of an adjustment for broader market performance 

factors in the determination of bonus compensation in Australia. Thirdly, we examine 

factors influencing increases in maximum bonuses; we find that where bonus 

payments are closer to their maximum threshold in a given period, they are more 

likely to be increased in the following period. Looking at these results together, this 

research provides a set of results that contribute to an understanding of the 

determinants of pay and its relationship with performance which are highly relevant to 

the current debates relating to executive compensation. 

This paper is structured as follows: Section II synthesises theory and existing 

evidence and develops the research hypotheses. The models proposed to test the 

research hypotheses, the data sources and the methods by which data was collected 

are outlined in Section III. Descriptive statistics and the results of regression models 

are discussed in Section IV. Finally, Section V discusses the implications of the 

findings and potential areas for future research. 

II. Prior Research on CEO Pay-Performance Sensitivity and Research 
Hypotheses 

Research on CEO compensation has been most often conducted using either 

the framework provided by agency theory or more recently, the managerial power 

thesis (Brennan and Solomon 2008; Fattorusso 2006).  Related research has examined 

corporate governance mechanisms that are designed to mitigate the problem of 

managers (as agents) not acting in shareholder interests (Eisenhardt 1989). This 

includes increasing goal alignment though the use of incentive based remuneration 

and effective monitoring of managerial actions. 
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While both agency theory and the managerial power thesis acknowledge that a 

properly functioning board can ensure efficient remuneration outcomes, the 

managerial power thesis emphasises that board members are highly susceptible to 

influence by the CEO given existing corporate governance practices. Due to this 

factor, the managerial power thesis predicts (or explains) the lack of pay performance 

relationships found in the literature as being the result of the power CEOs have over 

boards (Bebchuk and Fried 2004).  

An early study of pay-performance sensitivity, (Jensen and Murphy (1990)) 

found an increase of $3.25 in CEO compensation for every $1,000 change in 

shareholder wealth. This relationship, generally described as “pay-performance 

sensitivity”, was later found to be stronger at $6 (for every $1,000) by Hall and 

Liebman (1998). A number of other studies7, report what has been claimed to be 

similarly “economically insignificant”8 relationships. It seems that the pay-

performance relationship has increased over time, but is still arguably economically 

insignificant. Tosi et al. 2000 in a meta-analysis of pay-performance studies found 

that firm performance accounted for only 5% of the variation in total CEO pay, whilst 

firm size explained 40% of this variance. 

Australian evidence with respect to the relationship between CEO pay and 

performance is mixed. Variation in these results may base based on a number of 

factors including sample size, sample period, the choice of control variables and 

statistical modelling. Izan et al. (1998), O'Neill and Iob (1999) and Fleming and 

Stellios (2002) find no relationship between total CEO cash compensation and 

performance. In contrast, Merhebi et al. (2006) found a significant pay performance 

relationship when performance is measured based on total shareholder return9. 

Clarkson et al. (2006a) found a relationship between salary and lagged ROA from 

years 2002-200410, indicating an increase in pay performance sensitivity over time, 

yet they do not control for market performance.  

Capezio et al. (2009) using a more recent sample period (1999-2006), found 

no pay-performance relationship. This may be due, in part, to using a larger sample 
                                                        
7 Conyon and Murphy (2000), Veliyath (1999), Conyon and Leech (1994), Aggarwal and Samwick 

(1999) 
8 “Economically insignificant” relationships refer to situations where the coefficient is viewed as being 

too small to have meaningful incentive (or other) effects. This is distinct from statistical significance, 
which refers to situations in which there is a statistical association between given variables. 

9 They report an elasticity of 0.116 between CEO compensation and total shareholder return. The 
sample is taken from the top 500 firms from 1990-1999.  

10 In a pooled regression study of only 48 companies over the years 1999-2004.  
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size (the ASX 500) which necessarily includes smaller companies that may not use 

short-term incentive based payments or formal bonus plans. A further possible 

explanation for the result is that Capezio et al (2009) do not remove firm-year 

observations in which there is a change in CEO.11 In summary, most overseas studies 

have found pay performance relationships, whilst the results of Australian studies are 

mixed. As yet, Merhebi et al. (2006) is the only comprehensive12 study to find a pay 

performance relationship. 

There are several issues relating to model specification in prior research that 

effect the interpretation of the results. First, many studies,14 use pooled OLS 

regression which is inferior to panel data analysis in this context as the regression 

coefficients may be biased as well as inconsistent (Hannan and Young 1977)15. 

Further, studies such as Chalmers et al. (2006) include lagged, but not 

contemporaneous performance variables. This creates a bias against finding a pay-

performance relationship as most bonuses are determined from current year 

performance (Stapledon 2004, p.19).  

Further, where bonuses are examined, little consideration is given to the 

preponderance of zero values (e.g. Capezio (2008), Bruce et al. (2007), Fattorusso 

(2006), and Matsunaga and Park (2001))16.  The high frequency of zero bonuses is 

associated with a bi-modal distribution for the bonus variable.  This issue is discussed 

in more detail in section IV. 

Given the aforementioned complexities, it is difficult to determine the 

existence of a pay performance relationship and corporate governance’s influence 

thereon using total compensation as the dependent variable. This approach cannot 

determine whether pay performance insensitivities are a result of performance based 

pay’s composition in total compensation (the bonus) being too small, or whether this 

lack of association is a result of poor execution in the assessment of performance 

                                                        
11 Instead of deleting firm-year observations with more than one CEO, Capezio adds a dummy variable 

to controls for CEO change which is a less ideal approach. This is discussed in more detail in the 
methodology section. 

12 Other studies such as Clarkson et al. (2006a) which do find a relationship, have small sample sizes 
and other methodological limitations. 

14 These include Chalmers et al. (2006); Clarkson et al. (2006a); Daily et al. (1998); Izan et al. (1998); 
Gibbons and Murphy (1990), and Matolcsy (2000). 

15 The assumption of independent observations is violated resulting in bias from multiple independent 
firm characteristics (Hannan and Young 1977) which would be otherwise considered in panel 
regressions.  

16 Zero values are included in Bruce et al. (2007) and Fattorusso 92006) but not Capezio (2008). 
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itself. We explore this relationship by examining pay’s largest performance 

component; bonuses. 

Previous studies of bonuses payments, especially in the Australian context, 

have previously been impeded by an inability to measure bonuses as a percentage of 

what could have been awarded (Productivity Commission 2009, 67). This is more 

effective as the specification of bonus compensation in previous studies, as a 

percentage of salary (eg. Bruce et al. (2007)), is largely driven by the levels at which 

companies are predisposed to pay bonuses, rather than any measure of performance. 

We utilise relatively recent disclosure requirements of the maximum bonus 

attainable under short-term performance incentive schemes for individual companies 

in a given year. This allows additional insights into both the setting of bonus plan caps 

and the existence of pay performance relationships. In addition, adjustment of 

maximum bonuses over time and their disclosure can be examined as determine 

evidence for claims of “camouflage’ made in the literature by proponents of the 

managerial power thesis. 

Pay-Performance Sensitivity  

As discussed above, prior studies determining the relationship between total 

pay and performance have produced mixed results, particularly in Australia. This may 

be attributed to the use of pooled samples, failure to make logarithmic transformations 

of variables that are not normally distributed and mismatching of pay and 

performance variables. 

Despite mixed evidence, we expect to find a relationship between 

compensation and performance. This study recognises the subjectivity inherent with 

evaluating performance measures, as discussed in Baker et al. (1988).  Multiple 

performance measures are therefore used in the models developed below in Section 

IV. 

Although we examine total cash compensation, the main focus of this study is 

an examination of bonuses. While Capezio (2008) examines bonuses in Australia as 

part of a broader study on total compensation, no pay performance relationships are 

found. This may be explained by the exclusion of zero bonuses in the study17. This 

would bias against the finding of a pay performance relationship if observations with 

                                                        
17 This issue is not discussed in either paper. Thus, they are assumed to be excluded in (Capezio 2008) 

as she logarithmic transforms cash bonuses. Only in Bruce et al. (2007), a UK study, is this crucial 
important consideration discussed.  



 9

zero bonuses reflect an accurate assessment of poor performance by the board18, this 

is discussed further in Section IV.  

As discussed in Section I, studies assessing the pay performance relationship 

of bonus contracts have been impacted by an inability to measure bonuses as a 

proportion of what could have been achieved. Previously, the dependent variable has 

thus been specified as a percentage of salary, or in absolute bonus terms, which is 

highly dependent on the size of bonuses a particular firm (or industry) is accustomed 

to pay. For example, the finance industry generally pays higher bonuses as a 

proportion of salary, (see Table 2). 

Therefore, “excellent performance” for a firm that has a maximum bonus of 

50% of salary would be considered poor performance when compared with 

companies that have a maximum of 100%, in a regression that only examines dollar 

values of bonuses or bonuses as a proportion of salaries (e.g. Bruce et al. (2007), 

Capezio (2008), Jensen and Murphy (1990)). Bonuses examined in dollar terms, or as 

a proportion of salary are largely determined by the amount a specific company views 

as a “reasonable” bonus; that is, the bonus as a proportion of salary. Therefore, the 

dollar value of bonuses between firms will largely be influenced by the extent to 

which a given is generally inclined to pay rather than being reflective of firm 

performance19. An examination of bonuses as a proportion of their respective 

maximums is thus more of a measure of achievement and should consequently be 

more reflective of performance. The limitations in examining dollar values of bonuses 

is acknowledged in the Productivity Commission (2009, 67) draft report as a 

constraint in the ability to accurately assess the pay performance relationships of 

executive bonuses.  

Specifying the dependent variable as a proportion of what could have been 

achieved, thus effectively proxies the board’s assessment of CEO performance, as it 

ensures that performance is measured specific to that firm’s own standards of 

performance. As such, variations in bonuses between companies when specified as a 

                                                        
18This is assuming the company awards bonuses. This is discussed in further detail Section 4.  
19 A detailed example is provided: Two CEOs, in companies A and B, who both earn $1 million base 

salary per annum.  The CEO in company A achieves the maximum bonus possible (50% of base 
salary) through an accurate assessment of high performance by the board, but will receive less than 
CEO B who achieved only 60% of the maximum (bonus is 100% of base salary) for his firm’s 
performance which was merely average. CEO B is paid $600,000 while CEO A is paid $500,000.  
Therefore, despite the board’s accurate assessment of performance as “better” in Company A than B, 
in a regression of the dollar value of bonuses, or bonuses as a proportion of salary; Company A will 
be assessed as paying less compensation for a given level of performance than Company B.  
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proportion of what could have been achieved should explain performance more than 

variations in the dollar value of bonuses awarded as measured in Capezio (2008), and 

bonus scaled by salary Bruce et al. (2007).  

This study’s model assuages the aforementioned problems and furthers the 

literature with what is a more informative measure of bonus achievement; bonus as a 

proportion of the maximum achievable bonus. It is expected that this new 

methodology will uncover a relationship between reward and performance: 

H1.1 There is a positive relationship between short-term compensation and short 
term levels of performance 

As discussed in the literature review, international studies determined the 

existence of relative performance evaluation (RPE) implicitly, by testing whether it 

has an effect on compensation. Little to weak evidence for its existence was found 

internationally.  However, this has yet to be tested in Australia20. Explicit research 

discussed above provides, albeit limited, evidence for RPE’s existence within 

Australia. Therefore the existence of RPE has yet to be examined, implicitly or 

explicitly in performance evaluation in Australia.  

As discussed above, an approach similar to Jensen and Murphy (1990) is used 

to resolve issues of multicollinearity. Consistent with Janakiraman et al. (1992), we 

expect a positive relationship between bonus compensation and short-term measures 

of firm performance net of the industry mean and a negative relationship with 

industry mean performance; which is used to test for the existence of relative 

performance evaluation (RPE). Thus, we expect there will be an element of RPE in 

Australian bonus contracts: 

H1.2 There is a positive relationship between short-term compensation and 
short-term industry relative performance. 

Impact of Board Structure on the remuneration  

A number of models are used to assess the effects of variations in board 

characteristics on the size of CEO pay given a firm’s size, risk, and performance. The 

existence of remuneration and nomination committees is seen as a mechanism for 

controlling CEO power (Bebchuk and Fried 2005), and inhibiting growth in 

remuneration (Jensen et al. 2004, 7). The use of these committees is recommended in 

                                                        
20 Capezio et al. (2008) examines industry mean market and accounting performance for exogeneity 

and overidentification but does not attempt to test the existence of RPE. This is because the study 
does not regress industry means mean adjusted performance alongside firm performance in any 
regression. 



 11

the ASX’s Principles of Good Corporate Governance (ASX 2003)21.  

Nomination and remuneration committees have become so widely adopted  

that regulatory proposals have shifted in focus to mandating that committees do not 

include any executives as proposed by  APRA (2009), and argued by Bebchuk and 

Fried (2005, 33). Thus, it is now stressed that the remuneration committees 

themselves must be sufficiently independent and effective in their duties as mandated 

in the recent “Dodd-Frank Wall Street Reform and Consumer Protection Act”. .  

Consistent with the proposition that the existence of a nomination or 

remuneration committee is not, in itself, sufficient to ensure that reward systems link 

pay and performance. Daily et al. (1998) finds no relationship between compensation 

and the existence of a remuneration or nomination committee, but Conyon and Peck 

(1998) find a relationship for the remuneration committee, but only with OLS 

regressions before performing fixed effects panel regressions. Capezio et al. (2010) 

examined this in Australia and find no relationship with the existence of either 

subcommittees. Thus, the lack of evidence in the prior literature suggests that there 

will be no relationship, but this evidence has limitations and is surprisingly relatively 

limited.  

Therefore, consistent with regulatory corporate governance guidelines, and the 

managerial power thesis, we predict: 

H2.1 The existence of remuneration and nomination committees is negatively 
associated with compensation. 

As noted above, it has been is argued that the composition of the board 

subcommittees, more effectively proxies the extent of managerial influence than does 

the existence of these subcommittees (Bebchuk and Fried 2005, 33).  

Extant research provides stronger evidence of a relationship between the 

structure of the nomination and remuneration committees and size of CEO 

remuneration than with the existence of nomination and remuneration committees. 

Specifically, weak evidence of a positive relationship with compensation size and the 

existence of executives on remuneration committees was found by Daily et al. (1998) 

and Conyon and Peck (1998). No relationship was found by Capezio‘s (2008) 

measure which examines the consequences of non-executive “dominated 

committees”; (instances where there is a majority of non-executive directors on a 

                                                        
21 Recommendations 2.4 and 9.2 
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committee),  This approach has the limitation of assuming that executives do not have 

an impact as long as they do not have a majority presence on a committee. This is at 

odds with recently proposed recommendations that no executive should be present on 

a committee. Looking at the prior research we believe that the findings may be 

attributed to the use of proportionate measures of non-executives on these 

committees, ignoring evidence that the presence of only one executive (the CEO) is 

enough for CEO influence in the pay setting process (Newman and Mozes 1999).  

We propose an alternative approach that tests for the impact of the presence of 

an executive on nomination and remuneration committees on compensation. This 

methodology is expected to be more accurate as the presence of any executive in pay 

determination discussions within the remuneration committee, could result in 

increased CEO influence, regardless of how many executives are present in the 

committee. Thus, the following relationship is predicted: 

H2.2 The presence of an executive on the remuneration or nomination committee 
will be positively related with compensation size. 

The managerial power thesis and organisational theories themselves predict 

that when boards become too large they are easily influenced by the CEO and less 

effective at decision-making (Jensen 1993, 865). Core et al. (1999) finds consistent 

evidence where larger board size is associated with higher pay. The only Australian 

study to comprehensively examine this issue, Capezio (2008), did not find a 

relationship, though is limited for the same reasons outlined previously. Previous 

international studies specify board size as a continuous variable, which is an 

inaccurate way of testing the theory’s predictions. This is because boards are expected 

to become ineffective only when they are large (Jensen 1993, 865). Thus, a more 

effective dummy variable is proposed that tests the effects of only abnormally large 

boards. We test the following hypothesis: 

H2.3 The existence of large boards is positively related to compensation size. 

IV. Methodology 

This study examines the ASX300 over 2004-2008 in contrast to the ASX500 

in these studies. In order to test the predictions discussed in Section III, we employ 

multiple independent variables.  

 
The independent variables include: 

1. Performance variables consisting of: 
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a. Change in or absolute values of ratios 
b. Relative (industry adjusted) performance measures 

2. Corporate Governance variables consisting of: 
a. Existence of board subcommittees and their composition 
b. Ratio of executive to non-executive directors 

3. Control Variables consisting of: 
a. Company (group) Size 
b. Risk 
c. Corporate Governance variables not hypothesised to have a 

relationship with the dependent variable. 
These independent variables are tested in separate models to mitigate multicollinearity 
problems. The models are summarised in the table 1 below: 



 14

 
Table 1: Model Summary    

  Model Number   
 1 2 3 4 

Model Name 
Performance 
Levels 

Performance 
Changes 

Industry Relative 
Performance Levels 

Industry Relative 
Performance 
Changes 

Dependents All All All All 

ROE ∆ ROE 
Industry Mean 
Adjusted ROE 

∆ in Industry Mean 
Adjusted ROE 

Performance 
Variables ∆ shareholder 

wealth 
∆ shareholder 
wealth 

∆ Industry mean 
adjusted 
shareholder wealth 

∆ Industry mean 
adjusted 
shareholder wealth 

Corporate 
Governance 
Variables 

1a: All  
1b: Existence of 
subcommittees 
replaced with their 
composition 

All All All 

Size, Risk 
(Leverage) 

Size, Risk 
(Leverage) 

Size, Risk 
(Leverage) 

Size, Risk 
(Leverage) 

Controls 
    

Industry median 
ROE, median ∆ in 
shareholder wealth 

Industry median 
ROE, median ∆ in 
shareholder wealth 

 
In addition, there are 4 dependent variables regressed for each model. These are 
discussed in more detail below: 
 

Compensation Parameters  

The four different dependent variables used to specify compensation and 

bonus compensation are specified below. 

Total Cash Compensation (ln_TCC) 

The components of total cash compensation are set out below. 

ln_TCC = ln[salary + bonus + super + dirfee + consulting + allowance + 

motor] 

This measure includes the CEO’s fixed salary benefits, bonus or STI 

payments, superannuation payments, director’s fees22, consulting fees, plus 

allowances (such as travel allowances and motor vehicle allowances). The first two 

components comprise the majority of this measure23 (refer Table 4). While the focus 

                                                        
22 Care was taken to ensure director’s fees and consulting fees were included in this specification as 

their exclusion would result in zero values for compensation for companies that disclose CEO 
compensation as director’s fees rather than salary due to its legal distinction.   

23 While some studies, such as Hall and Liebman (1998), Jensen and Murphy  
(1990) attempt to include share based compensation, particularly due to problems in measuring options 

and long-term remuneration as discussed, most studies examine a “total cash compensation” measure 
that is consistent with our calculation such as Merhebi et al. (2006) and Capezio (2008). 
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of this study is on bonuses, total cash compensation is included for comparability due 

to the common use of this measure of compensation in the pay-performance 

sensitivity literature. 

Existence of Bonus (d_Bonus) 

This is a dummy variable which signifies that a bonus has been paid to the 

CEO in the financial year. This is included as a dependent variable, as will be 

discussed below, to utilise the information inherent within a company’s decision to 

award a bonus.  

In employing this variable, it must be considered that that zero bonus 

observations may merely reflect the inexistence of any structured bonus plans. To 

ensure that this variable is representative of a company’s assessment of performance, 

companies which have not paid bonuses in the last four years are removed from the 

sample, thus removing companies which do not have bonus schemes.  

Bonus (Ln_Bonus) 

Taking the natural log of the bonus  removes zero bonus values to avoid the 

presence of a non-normal distribution. However, this may remove the information 

conveyed by boards in relation to CEO performance when zero bonuses are awarded. 

This is  discussed in further detail below.  

Ln_Bonus= ln(bonust) 

Bonus Paid as a Proportion of its Maximum (Ln_BonM) 

This specification of reward divides the bonus paid as a proportion of salary 

by the disclosed maximum bonus (usually a proportion of salary).  

Ln_BonM = (bonus / max) 

Treatment of Zero Bonus Values 

A zero bonus value may exist because the CEO has not met minimum 

performance thresholds, as illustrated in Figure 1. As 21% of firm-year observations 

contain zero bonuses, if these obervations were excluded  (as in Capezio (2008)24), 

there would be a bias against finding a pay-performance relationship25. 

However, as is the case with this study’s bonus dependent variables, zero 

values must be removed to ensure the distribution is normal and not segmented, to 

                                                        
24 Studies that examine total compensation generally treat the lack of bonuses as “no data” without 

considering that this lack of bonus is information in itself.  
25 observations with zero bonuses may reflect an accurate assessment of poor performance by the 

board. 
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allow a statistical regression to be relied upon. But in contrast to previous studies, this 

study utilises the information inherent in zero bonus data in the variable “d_Bonus”. 

The decision to remove observations of zero bonuses during logarithmic 

transformation is an important consideration. Despite this, there is little discussion of 

this issue in the extant literature, Capezio (2008), Bruce et al. (2007), Fattorusso 

(2006), and Matsunaga and Park (2001).  

 
Figure 1 26 

Statistical Methodology 
Panel regressions 

are used to control for firm 

and time effects in 

regressions. This is 

preferable to pooled 

regressions as it removes 

bias from multiple 

independent firm 

observations (Hannan and Young 1977). Robust regressions were also performed to 

diminish the effects of outliers. Hausman tests27 were used to determine the validity of 

fixed versus random effects in panel regressions.  The Stata 11 statistical software 

package was used to perform all regressions. 

Performance Measures 

Market and accounting performance measures have been used in numerous 

studies to measure performance, while some have focused entirely on market 

performance, commonly measured as total shareholder return, (Merhebi et al. 2006).  

Most other studies use both, (Jensen and Murphy 1990), (Leone et al. 2006), (Izan et 

al. 1998), (Capezio 2008).  

Some research has examined the pay performance relationship explicitly by 

examining the bonus contracts to determine the performance measures expected to, or 

claimed to relate to performance. Murphy (1998, 12) finds that at least one measure of 

accounting profit is used in 92% of their sample. Ittner et al. (1997) found similar 

                                                        
26 Adapted from (Murphy 1998, 81) 
27 Where Hausman tests indicated that the results of fixed and random regressions were statistically 

significantly non-different, the results of random panel regressions are reported and disclosed in 
Section 6.  
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results and also reported that  market return measures were used in only 5% of cases. 

Kim and Yang (2009) more recently find that 95% of firms with more than one 

measure use accounting information. Similarly, in Australia, Hay Group (2009) finds 

that accounting measures are used by 64% of firms. 

Given this evidence, and consistent with Capezio (2008), Leone et al. (2006) 

and Izan et al. (1998) this study uses ROE28 as a primary accounting performance 

measure, whilst the results will be sensitised using  ROA29. Total Investment Return30, 

is used as a market performance measure. One year lagged effects are included in 

addition to contemporaneous performance measures in all regressions to capture any 

lagged assessment of performance in determining CEO pay; as found by Jensen and 

Murphy (1990), Merhebi et al. (2006) and others. Further lagged variables are likely 

to be ineffectual , as Joskow and Rose (1994) have found. 

Time Comparative Performance Measures 

To ascertain appropriate performance measures to assess the extent to which 

compensation reflects performance, we acknowledge that “performance” is inherently 

subjective (Baker et al. (1988)). To ensure that these different methods of measuring 

performance are considered “time comparative performance” measured as the change 

in return on equity, is added as an independent variable in models 2 and 4 as in Leone 

et al. (2006). 

Murphy finds support for this method of measurement in bonus incentive 

contracts in 1998. It was found that performance standards compared to prior year 

performance were used in 66% of contracts with multiple measures. Budgets were 

used in 70% of measures; which are set with reference to prior year standards.  

Calculation of Industry Means for RPE 

As discussed in section II, industry-relative performance is used as a proxy for 

performance in some models to determine the existence of RPE. Industry mean 

accounting performance and market performance measures are calculated on a per 

year basis. Median adjusted (“demedian”) accounting and market performance 

measures are calculated for each firm year by subtracting a firm’s respective industry 

                                                        
28 ROE = (Income before preferred Dividends- Preferred Dividends / Total Common Equity ) x 100 
29 ROA= (Net Income Before Preferred Dividends + (( Interest Expense on Debt-Interest Captialised) x 

(1-Tax Rate))) / Last Year’s Total Assets x 100 
30Total Investment Return=  [(Market Price at FYE t + Dividends Per Share + All Special Dividends) / 

Market Price at FYE t-1) -1] x 100 
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median31 performance from its own performance during that year, divided by the 

absolute value of the median performance32. These measures are used in models 3 and 

4. Firm actual and industry performance variables are not included in the same 

regressions, as in Capezio (2008) and Janakiraman et al. (1992) to avoid problems of 

multicollinearity. 

Evidence to support the adjustment for industry performance is provided in 

Table 2 below. There is a significant difference in industry average bonus levels, even 

when measured as a proportion of maximum bonus levels33. However, bonuses scaled 

by maximum, being more of a proxy of “achievement” rather than pay, thus exhibit 

much less variation34. 

 
Table 2  
Industry Averages of Bonuses as a Proportion of Salary and Maximum 
 
Industry Bonus/Salary Bonus/Maximum

Energy 42% 82%
Materials 41% 62%
Industrials 54% 66%
Consumer Discretionary 49% 68%
Consumer Staples 63% 80%
Health Care 40% 75%
Information Technology 37% 78%
Telecommunications Services 88% 76%
Utilities 24% 46%
A-REIT 57% 58%
Financial-x-A-REIT 539% 72%

Winsorisation was performed at 95% on the performance variables, which had 
extreme outliers heavily influencing the results. 

 

Corporate Governance Variables 

Board Size 

Board size has been used in previous literature as a proxy for the existence of 

CEO power. However, to the best of the authors’ knowledge, this has been specified 

                                                        
31 Medians were selected in favour of means to diminish the effect of outliers. 
32 This further enhances to “relativity” of performance measures by expressing it as a proportionate 

change.  
demedianroe = (roe-medianroe) / abs(medianroe)  
There were zero cases where the median roe was zero. 
33 This data is provided without controlling for differences in performance between industries which 

may explain variances. 
34 This is to be expected if companies are effectively using performance targets by resetting 

performance benchmarks year-to year to achieve appropriate levels of incentivisation. Weak 
evidence of this is found in Indjejikian and Nanda (2002). 
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in this extant literature as a continuous variable. This is a weaker test of CEO power 

as boards are predicted to become ineffective and susceptible to influence at larger 

levels (Jensen 1993, ASX, 2007). This study instead uses a dummy variable coded as 

1 for boards which are inclusive and larger than 10, and zero for less than 1035. This 

represents the top 10% of board size in the ASX300. 

The Ratio of Executive to Non Executive Directors 

Higher proportions of non-executive directors on the board are predicted to 

enhance CEO monitoring, as in agency theory (Jensen and Meckling 1976), and thus 

a high proportion of executive directors on the board should be associated with higher 

compensation for a given firm’s size and level of performance. As discussed in the 

literature review, international and Australian evidence on the association with the 

ratio of non-executive directors has been mixed. Therefore, this relationship is 

controlled for as in previous studies, but as a result of mixed evidence and diverging 

theoretical predictions no prediction was formed.  

Non-Executive Chairman 

International studies, such as Core et al. (1999), have found a positive 

relationship with compensation size and the presence of CEO chairman role duality. 

In Australia, Chalmers et al. (2006) found CEO compensation is lower when the CEO 

is also chairman of the board. A recent Australian study, Capezio (2008), found no 

relationship. This is perhaps owing to the rarity of COE chairman duality in Australia 

by comparison to the USA. This variable is added as a control, as there is no 

prediction to the existence or sign of the relationship.  

Choice of Lagged Board Structure Variables 

The selection of contemporaneous or lagged corporate governance variables is 

varied in the literature. Core et al. (1999) uses contemporaneous board variables, 

whilst Capezio (2008) uses one year lagged variables. There are inherent assumptions 

in both wherein board structure is assumed to be unchanged over the year prior. 

Considering that the focus of this study is on bonuses, which are largely determined at 

or near financial year end, it uses board structure at this point in time for all corporate 

governance variables. 

                                                        
35 This was later sensititised to 12 and above consistent with (Jensen 1993, 865) 
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Controls 

Size 

Firm size is expected to be significantly positively related to compensation. 

Rosen (1992) makes an economic argument for this relationship where larger firms 

are willing to pay more for more talented executives. Much pay-performance 

literature has found a positive relationship between firm size and the level of 

compensation36. Opening financial year market capitalisation37 is used in the primary 

regressions as a control for firm size, as in Jensen and Murphy (1990).  

Risk 

This study uses firm leverage and sensitises the weighted average cost of 

capital38 to control for firm risk.39 The use of 5 year stock return variances as a 

measure of risk as in previous literature40 would reduce the sample size significantly 

and bias it towards companies have been in existence for this 5 year period.  

Adjustments to Data 

CEO Turnover 

Firm-year observations in which CEOs have commenced in their roles are 

removed, as there is not a full year of performance to assess and consequently they 

often do not receive bonuses that are related to performance. If they do receive 

bonuses they can be guaranteed. Outgoing CEO data also has similar problems; 

bonuses may be guaranteed or forfeited on departure and performance reference 

periods will be incomplete years. This approach is consistent with most other studies 

(Merhebi et al. 2006). 

Bonuses Awarded in Excess of Their Maximums 

Despite disclosing “maximum” STIs, some firms paid bonuses in excess of 

maximums in a limited number of cases (7% of total firm-year observations). Some of 

these observations were dropped in all analysis of bonuses paid as a proportion of 

maximum. This can occur where Connect 4 does not differentiate between bonuses 

                                                        
36 This was first found by Roberts (1956), later Lambert et al. (1991) and in Australian Studies, 

(Capezio 2008), (Merhebi et al. 2006) 
37 This is calculated as the lagged financial year end market capitalization as Worldscope does not store 

figures for the beginning of the year 
38 A detailed disclosure of the calculation methodology used for WACC is not disclosed by 

Worldscope.  
39 The results are also sensitised with the addition of leverage as a proxy for risk. 
40 With this approach (Aggarwal and Samwick 1999) and Merhebi et al. (2006) find a negative 

relationship with pay performance sensitivity and risk. Capezio (2008) alternatively, finds no 
relationship with pay performance sensitivity.  
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awarded as part of STI schemes and special purpose bonuses41 or boards exercise 

their discretion and ignore maximums42. However, this may also occur when boards 

specify maximum STIs as a proportion of salary and superannuation as discussed 

above. To cater for the presence of superannuation in the calculation of maximums 

observations with bonuses in excess of 120% are dropped before estimating 

regressions. 

III Sample Data and Variable Measurement 

The sample is drawn from firms listed on the Australian Stock Exchange 

(ASX). Australian data is used as, to the best of our knowledge, it uniquely requires 

the disclosure of the maximum amount of short-term performance incentives (STIs) 

payable for each year.44 The ASX 300 was selected as the sub-sample, as it is 

comprised primarily of the larger of the listed companies45. A larger sample would 

contain a larger proportion of companies that do not have bonus plans in place. The 

addition of smaller companies to the sample would thus have constrained the ability 

to assess the existence of, or impacts of managerial power. This is because smaller 

companies are constrained in their compliance with ideal corporate governance 

practice largely by financial concerns (Clarke 2006) rather than the influence of 

powerful executives. In addition, it was ascertained from a pilot sample46 that 

compliance with the Maximum STI disclosure requirement was found to be less 

prevalent amongst smaller companies. 

The sample of companies was the “ASX 300” at the 1st of April 2005. This 

index covers approximately 81% of Australian equity market capitalisation (Standards 

and Poors, 2010). Companies that dropped out of the ASX300 due to diminished 

market capitalisation were retained in the sample in order to avoid bias in the sample 

that would result from the removal of firms with negative market returns. This date 

                                                        
41 eg. “Globe International Limited” (GLB)’s 2007 special bonus for “successful 

acquisitions/divestments and the achievement of major business transformation programs.” 
42eg. Orica 2008 Annual Report, p.29 “Executives may achieve greater than 100% of maximum STI 

where there is uncapped STI for selected significant critical performance items such as EBIT 
performance.” 

 
44 This is a London Stock Exchange listing recommendation but not a legal requirement in the UK, as 

explained in section 1. 
45 The ASX 300 comprises 81% of Australian equity market capitalisation versus 80% in the ASX200 

(S&P 2010). 
46 This pilot sample was a selection of 20 companies taken from the ASX 300 reflecting diverse market 

capitalisations. 
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was chosen for two principle reasons. First, the CLERP reforms laws mandating 

disclosure of maximum STIs came into effect for annual reports with financial years 

beginning after 6 July 2004. Secondly, the ASX 300 is re-balanced every 6 months 

(March and September) and this is the rebalanced ASX 300 group closest to the date 

that the disclosure requirements first became effective. 

Although using this date results in the inclusion of some firm-years that do not 

require disclosure, this start date allows the adoption process to be examined. The list 

of ASX 300 firms was sourced from Standard and Poors and included 302 firms.47  

Performance data was collected for financial years ending 2003 to 2008. 

Salary data and corporate governance data was collected from financial years ending 

2004-200848. Maximum STIs were hand-collected from annual reports from financial 

years ending 2005-2008 and in 2009 in special cases where bonuses are determined 

after the financial year.  

In the overwhelming majority of cases we examined, it was explicitly stated 

that bonuses were reported in the remuneration report as having a performance 

reference period of the current year’s financial year performance. 

In 30 firm-year observations, bonuses were reported as relating to the current 

financial year’s remuneration, but determined with reference to the previous financial 

year’s performance. For these cases adjustments were made to ensure consistency and 

the appropriate matching of bonus and the performance base.  

In the case of deferred bonuses, usually in shares, bonuses were 

retrospectively allocated to the financial year that their performance relates to; the 

year in which they were awarded in.49 This is consistent with Boschen and Smith 

(1995, 587). Where bonuses were paid in the form of shares, care was taken to ensure 

that these were included in the calculation of bonuses. Despite this, in the 

overwhelming majority of cases bonuses are awarded in the form of cash, and shares 

are not awarded at a discount.  

Data is collected from two databases. Accounting and market performance 

data and firm financial data are collected from Thomson Financial’s Worldscope. 

                                                        
47 The ASX300 oscillates around 300 companies in size due to the S&P policy of trying limit turnover 

such that rebalancing occurs only every 6 months. (Standard & Poor’s 2007, p. 13). 
48 As explained in the methodology, as lagged performance measures are used in the regression models 

data from 2003 is required.  
49 This was the case with Commonwealth Bank (CBA) for example, with deferred shares relating to the 

previous year’s performance, paid and manifesting in the following year’s remuneration report. This 
was reported by Connect4 as relating to the following year. These were adjusted retrospectively. 
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Corporate governance variables and salary data is provided by Connect4’s 

“Boardroom” database. 

Share price data is adjusted by the database for stock splits (Thomson 

Financial, Worldscope Database: Datatype Definitions Guide 2007, 18) and other 

capital changes. Market data is padded into holiday dates and accounting data is pro-

rata adjusted for change of financial year dates and abnormal financial year days. 

Worldscope replaces accounting data with restated amounts due to accounting 

changes. The 2005 accounting data was restated to reflect the restated figures for the 

previous year as required by IFRS for its Australian adoption in 2006, (AASB 1, par. 

36). 

The Worldscope database did not include 58 companies from the original 

sample of 302. This is likely resulting from Worldscope’s handling of mergers and 

acquisitions. Repeated enquiries, citing specific companies, were made of Thomson 

Financial employees who were ultimately unable to provide an explanation. Our 

investigations suggest that this is the likely result of companies subjected to 

acquisitions being removed from the Worldscope database.  

Remuneration and Corporate governance data is provided by Connect4. The 

“CEO” was determined as the executive with the highest wage, which in all but 3 

cases in 2005, had the title of CEO. This is consistent with approaches in other studies 

such as Capezio (2008). Cases of Joint-CEOs, numbering 3 in 2005, were coded and 

removed from the sample. 

Zero bonus values can be a consequence of no formal bonus plans in place or 

poor assessed performance. To identify companies that do not have formal bonus 

plans, companies that have never awarded a bonus in the five year period 2004-2008 

were removed from the analysis of bonuses.  This resulted in the loss of 120 firm-year 

observations. 

Governance Variables 

There are two potential methods of defining an executive chairman. The first 

method is calculated by determining whether the CEO is also a chairman (sometimes 

referred to as “CEO duality”). The second method, a more inclusive measure, 

determines whether there is a chairman who is also an executive on the board. Given 

the rarity of either case in Australia, the second, more inclusive definition was chosen 

do minimise the impact of individual firms. 
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Connect4 provides information on the names and classification of directors 

who were present on the board at any period in time during a company’s financial 

year and information on changes in a company’s board. Based on this data, 

adjustments were made to obtain board size and composition as at the end of the 

financial year. 

Executive to non-executive director ratios were calculated after classifying 

directors based on position title name. 

Nomination and Remuneration Committees 

Data on the existence and composition of nomination and remuneration 

committees was also sourced from Connect 4. Using this information, the number of 

non executive and executive directors in each committee was determined. Dummy 

variables were generated determining the existence of a committee, and the presence 

of an executive on the committee 

CEO Turnover Data 

Data detailing the dates on which CEOs ceased and commenced in their roles 

was obtained from Connect4. Using this data, dummy variables are generated for 

instances of CEOs ceasing and commencing during a financial year. Data on financial 

year ends are obtained from Worldscope. 

Connect4’s data on CEO changes is limited to the period from the 1st of 

January 2004. This misses CEO turnover events for part of a company’s financial 

year, depending on its financial year end. This affects companies which do not have 

31st of December year ends, which is the majority of the sample. To resolve this, an 

alternative methodology is used here. CEO turnover events are determined by the 

existence of multiple CEOs listed Connect4’s remuneration data during the 2004 

financial year, excluding dual-CEOs. The results of this process are comparable to the 

following years.  

 
Table 3 : Summary of CEO Turnover  
 2004 2005 2006 2007 2008 
Cease 32 37 36 52 
Commence 

29 
26 24 27 33 

 
After CEO cessation observations are dropped, 164 firm-year observations are 

lost (after removing companies with no Worldscope data). An additional 23 firm-year 

observations are lost after CEO commencement years are removed. 
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Treatment of Salaries Presented in Foreign Currency 

A limited number of companies present remuneration data in foreign currency 

units. These observations could be adjusted by taking the historical exchange rate at 

the company’s respective financial year end as in (Capezio 2008) and others. 

However, it was considered preferable not to adjust salary information for exchange 

rates because this would add noise to the relationship between pay and performance. 

This is because exchange rate movements could add variances to remuneration data 

whilst performance would remain unaffected. To resolve this issue it was decided to 

drop these companies, as in (Matolcsy and Wright 2007).  As a result, 27 firm-year 

observations were lost. 

Financial Year Ends 

Financial year end (FYE) dates are obtained from Worldscope for year 2005. 

To limit the complexity of the data transformations required in this study, 2005 alone 

is taken and the seven companies, with FYE changes from 2004-2008 are dropped 

from the sample. 

Listed Trusts 

As listed trusts have poor remuneration disclosure; owing to the lack of 

executive style management, they were removed from the sample. This is consistent 

with (Merhebi et al. 2006). This resulted in the removal of 85 firm year observations.  

Maximum Bonus Data Collection 

244 companies x 4 years, = 976 firm-year observations of short-term incentive 

maximums were collected by obtaining annual reports from Connect4, and where 

unavailable; Aspect Huntley’s “FinAnalysis”. In addition, during collection the 

remuneration report was examined to determine the type of disclosure employed for 

the maximum, organising it into one of the following three different disclosure or 

calculation methods and coding the data. 

(i) Maximum as a Proportion of Salary Disclosure Method (MS) 

Maximum bonuses are most commonly disclosed as a proportion of salary. 

This means that there is a statement in the remuneration report, usually before the 

tables reporting remuneration payments are disclosed, setting out the maximum STI a 

CEO can achieve for the current year. Sometimes this is disclosed as within a detailed 

discussion of the CEO’s employment contract, along with any termination benefits for 
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example50. This was coded as an (MS) disclosure type while maximums were 

collected to allow sensitivity analyses to be conducted in the regressions.  

(ii) Maximum as Fixed Dollar Amount Method (DA)  

This disclosure method discloses the maximum bonus that can be achieved by 

the CEO as a fixed dollar amount.  

(iii) Maximum Disclosed as a Percentage Achieved (PA) 

This disclosure method specifies maximum bonuses as a proportion of what 

could have been achieved. Therefore, the maximum bonus is not actually directly 

disclosed, only the proportion of the maximum that was paid. To calculate the 

maximum bonus, the dollar value of bonuses paid was divided by the percentage 

achieved. However, this was problematic in cases where 0% of maximums were 

achieved, thus rendering the maximum incapable of being calculated. In these cases, 

if there was a percentage achieved above zero in the years prior and following the 0% 

year, the maximum bonus was assumed to be the same as the previous years.  

The next section presents descriptive statistics and the results of regression 

analyses. 

IV. Descriptive Statistics, Empirical Tests and Results 

Results 
(i) Introduction 
This section provides descriptive statistics relating to data used in regressions, 

in addition to analysing the results of the regression models in relation to the predicted 

hypotheses. Sub-section (ii) provides descriptive statistics in relation to compensation 

and maximum bonuses, whilst sub-section (iii) sets out the regression results for pay 

performance sensitivity and hypotheses 1-2. Sub-section (iv) sets out descriptive 

statistics for occurrences of a change in maximum bonuses, and sub-section (v) 

presents the regression results relating to hypotheses 3.   

(ii) Descriptive Statistics – Pay Performance Sensitivity 

Table 4 presents the annual means of respective components of CEO 

remuneration for years 2004-2008. “Other” is comprised of director’s fees, consulting 

fees, allowances, and motor vehicle allowances. As calculated from below, salary 

increases at an average annually51 rate of 11%, bonuses at 22%, and total cash 

                                                        
50 An example of this disclosure is situated in Woolworths Limited’s 2008 annual report on page 52 

which reports a maximum bonus of “130% of fixed remuneration”. 
51 This is calculated as the average of each annual increase over years 2004-2008.  
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compensation (TCC) at 14%. 

Table 5 shows the descriptive statistics for the components of salary and 

maximum bonuses as a proportion of salary (maxsti). As the kurtosis values are larger 

than 3, the distribution is peaked in the middle. All compensation values are also 

positively skewed, with maximum bonuses marginally skewed. In creating the 

dependent variables, non-normal characteristics are alleviated but not entirely 

removed by logarithmic transformation. The dependent variables are set out in Table 

6.3. 

 
Table 5 Aggregate Compensation Summary Statistics 
Variable Obs 

# 
Mean 

$ 
Std. Dev. 

$ 
Min 

$ 
Max 

$ 
Skewness Kurtosis 

salary 787 838,233  777,119  0 8,000,000  4.4 38.0
bonus 787 592,050  1,211,506  0 18,700,000  7.2 84.7
tcc 787 1,529,738  1,742,807  0 19,200,000  4.0 29.7
maxsti 354 .87 .50 .02 3.54 1.14 5.31

 
As discussed in Section III, firms employ different methods of disclosing 

maximum bonuses, these are set out in Table 6. They are therefore decomposed as a 

sensitivity test in all regressions that contain maximum data. As set out in the table, 

the maximum as a proportion of salary method, is the dominant method of disclosure 

representing 65% of all maximum disclosure. Disclosure of maximum bonuses 

increases over time as is expected.52 There is a marked increase in 2006 as the 

disclosures become legally required where companies have financial years beginning 

after the 6th of July 2005. Therefore, the significant disclosure amounts in 2005 

indicate that firms are complying in anticipation of the introduction of the 

requirement53.  

Table 6  Maximum Bonuses by Disclosure Type  
Year Firms54 Max 

Obs. 
MS 

Method
DA 

Method 
PA 

Method 

2005 267 112 75 8 29 
   (42%) (67%) (7%) (26%) 

                                                        
52 Disclosure appears to diminish over time in absolute amounts, however, this is a result of firm 

numbers decreasing from firms being taken over, or becoming insolvent and dropping out of the 
sample.   

53 This is because roughly half of the sample have July 31st year ends which means they do not have to 
comply until 2006.  

54 Note: These figures do not reconcile to totals in table 8 as to ensure accuracy of disclosure rates; they 
are taken from before companies are dropped for not having worldscope data etc.  
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2006 251 117 76 9 32 
   (47%) (65%) (8%) (27%) 

2007 223 106 68 9 29 
   (48%) (64%) (8%) (27%) 

2008 196 99 64 8 27 
  (51%) (65%) (8%) (27%) 
MS: Maximum as a Proportion of Salary Disclosure Method 
DA: Maximum as Fixed Dollar Amount Method  
PA: Maximum Disclosed as a Percentage Achieved  
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Table 7 contains a variable dictionary for all variables used in subsequent tables and 

discussions. 

 

Table 7 Variable Dictionary 
Variable Description 

Dependent Variables  
ln_TCC The log of total cash compensation 
d_Bonus A dummy variable for the existence of a bonus 
Ln_bonus The log of the dollar value of bonuses with zero values excluded 

Ln_BonM 
The value of bonuses divided by maximums with zero values 
excluded 

Performance Variables  
tiret Total investment return, or total shareholder return 
roe Current year return on equity 
roe1L Previous year return on equity 
tiret1L Previous year total shareholder  return 
d_roe The change in return on equity (roe t - roe t-1) 
d_roe1L The lagged change in return on equity (roe t-1 - roe t-2) 
demeanroe Firm roe net of 2 digit GICS industry average roe (roe t - meanroe t) 

demeantiret 
Firm total shareholder return net of 2 digit GICS industry average 
tiret (tiret t - meantiret t) 

d_demeanroe 
The change in demeaned return on equity (demeanroe t - demeanroe 
t-1) 

demeanroe1L 
Previous year firm roe net of 2 digit GICS industry average roe (roe 
t-1 - meanroe t-1) 

demeantiret1L 
Previous year firm tiret net of 2 digit GICS industry average tiret (roe 
t-1 - meanroe t-1) 

meanroe 
The average return on equity in a given firm's respective 2 digit 
GICS industry 

meanroe1L 
Previous year average return on equity in a given firm's respective 2 
digit GICS industry 

d_meanroe The change in industry return on equity (meanroe t - meanroe t-1) 

meantiret 
The average total shareholder return in a given firm's respective 2 
digit GICS industry 

meantiret1L 
Previous year total shareholder return in a given firm's respective 2 
digit GICS industry 

Governance Variables   

execchair 
A dummy variable indicating the existence of an executive chairman 
of the board of directors 

ifnomcom 
A dummy variable indicating the existence of a nomination 
committee 

remcom 
A dummy variable indicating the existence of a remuneration 
committee 

ed2ned The ratio of executive directors to non-executive directors 

lrgboard 
A dummy variable indicating the presence of a large board (>10 
directors) 
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anyexeconnom 
A dummy variable indicating the existence of an executive on the 
nomination committee 

anyexeconrem 
A dummy variable indicating the existence of an executive on the 
remuneration committee 

Control Variables   
chinsalary The dollar value of the change in salary relative to previous year 

dtoa1L 
The ratio of debt to assets, calculated as the end of previous year 
(beginning of current year) 

yemktcpln1L 
Firm market capitalisation, calculated as the end of previous year 
(beginning of current year) 

 
Table 8 details the summary statistics for each dependent and independent 

variable used in the regression models.  
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Table 8 Aggregate Regression Variable Summary Statistics  

Variable Obs Mean Std. 
Dev. 

Min Max 

Dependent Variables          
ln_TCC 760 13.83 0.95 10.13 16.77 
ln_Bonus 568 12.85 1.33 8.29 16.75 
Ln_BonM 328 0.47 0.25 0 0.79 
Performance Variables           
tiret 100855 28.47 75.35 -92.02 1127.27 
roe 1032 11.08 48.83 -662.75 629.55 
Governance Variables           
execchair 82656 0.17 0.37 0 1 
ifnomcom 806 0.70 0.46 0 1 
remcom 806 0.88 0.32 0 1 
ed2ned 760 0.34 0.30 0 3.5 
lrgboard 760 0.17 0.38 0 1 
anyexeconnom 564 0.26 0.44 0 1 
anyexeconrem 713 0.23 0.42 0 1 
Control Variables           
dtoa1L 845 23.33 18.48 0.00 147.91 
yemktcpln1L 760 20.51 1.70 13.59 24.99 

 
 

                                                        
55 This number is larger than compensation data because they are collected for years 2003-2008 for lags 

and changes. 
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Regression Results – Pay Performance Sensitivity 

Exhibits 1-6 contain the results of regression analyses for all four dependent variables. 

For each dependent variable there are the four models described representing the four 

methods of measuring performance (the four columns in each table).  

H1.1: Pay-Performance Sensitivity Results 

Exhibit 1 contains the results of a regression of total cash compensation to 

replicate the formative and dominant focus of the pay-performance sensitivity 

literature. This table reveals a statistically significant relationship between total cash 

compensation and all four measures of market performance. This is in contrast with 

Merhebi et al. (2006) which finds this relationship with lagged as well as 

contemporaneous market performance and Capezio et al. (2008) which finds no 

relationship.  

Similar to Merhebi et al. (2006) no relationship is found with accounting 

performance measures using any of the four dependent variable specifications57.  

 

H1.2: Relative Performance Evaluation Results 

This study finds a significant relationship with compensation and industry 

median adjusted total shareholder return measures which illustrates the existence of 

relative performance evaluation in determining compensation levels.  This was found 

in models 3-4 of all dependent variables except “d_bonus” (the existence of a bonus) 

as shown in exhibit 2.  

The lack of any relationship with industry median performance in regression 

models 2-4 further illustrates that compensation is only related to firm-specific 

performance. This finding is consistent with the results found by Janakiraman et al. 

(1992) using US data.  

H2.1-2.3: Corporate Governance Results 

In contrast to Capezio et al. (2008) this study finds, a statistically significant, 

negative relationship with the existence of nomination committees and a positive 

relationship with the presence of an executive on these committees. This is specific 

only to the bonus as a proportion of the maximum attainable bonus regression, yet is 

significant at less than 0.001% supporting hypothesis H2.1. The difference in this 

                                                        
57 The results were unchanged when ROA was used as a proxy for accounting returns.  
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study’s sample58 to the Capezio et al. (2008) study may partially account for the 

different result. 

Further, this study finds a statistically significant relationship with the 

existence of at least one executive on a remuneration committee, in contrast to 

previous Australian research, (Lawrence and Stapledon 1999), (Capezio et al. 2008) 

and consistent with international research59 (Newman and Mozes 1999). This is 

illustrated in exhibit 6.12-6.13 and confirms hypothesis H2.2. It is likely that Capezio 

et al (2008)’s lack of any finding is a likely result of the study’s specification of “non-

executive dominated” committees. This assumes that where there is only a minority of 

executives present on a committee they have no influence.committee. Given the rarity 

of even one executive on a nomination committee60, this is highly problematic.  

The findings relating to the presence of nomination committees and the 

existence of executives on these committees are useful in informing new regulations 

currently being proposed. APRA has recently proposed  (APRA 2009) the 

introduction of mandatory standards for financial for the remuneration committees of 

financial institutions to consist entirely of non-executive directors ( (APRA 2009). 

The ASX’s Corporate Governance Guidelines (ASX 2007), currently only require 

remuneration and nomination committees to have a majority of independent 

directors61. This contrasts with existing recommendations in the USA and UK which 

mandate that no executives must be present on these committees (Financial Reporting 

Council 2008), (NYSE 2009). Although the Productivity Commission (2009) has 

recommended the ASX guidelines be amended to be in line with APRA’s standards 

for remuneration committees this study reveals strong evidence for the ability of 

executives to influence pay practices through their presence also on nomination 

committees. This influence is derived from the motivation for directors to approve 

CEO pay arrangements when executives have influence in their presence on the board 

through the nomination committee. The regulatory focus on remuneration committees 

                                                        
58 The existence of nomination committees increased significantly from 18-21% in 1999-2002 to 43% 

in 2004. This can be attributed to the CLERP 9 reforms in 2004 and the introduction of the ASX’s 
Principles of Good Corporate Governance in 2003 (ASX 2003) in addition to Listing Rule 4 10.3. As 
Capezio et al. (2008) examines 1996-2006, there are differences in samples as well as potential noise 
from regulatory changes. 

59 Daily et al. (1998) finds a relationship with only one of three years but models the variable as the 
proportion of executives on the committee, biasing against a result. Further, pooled regressions are 
used in this study which is a less accurate methodology.  

60The presence of executives averaged 30% of nomination committees and 25% of remuneration 
committees in this study’s sample across 2004-2008. 

61 Recommendation 8.1 for remuneration committees and 2.4 for nomination committees (ASX 2007). 
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is thus naïve to the broader relationships at play between the board and executives. 

The regulatory fixation on this committee seems to reflect an assumption that 

directors on a remuneration committee are somehow isolated from all other influences 

as long as no executive is present within the committee itself.  

The two corporate governance findings above are specific only to the “BonM” 

regressions. This may also account for the reason that this has not yet been soundly 

empirically proven. As the bonus on maximum measure is more of a measure of the 

extent to which a board will award a bonus given the limits of their discretion, it more 

closely examines the decisions of remuneration committees. This is because the bonus 

on maximum approach compares firms against their own specific measures of 

achievement (the maximum) rather than the bonus amount which is commensurate for 

a similarly performing and sized company, as in previous research.   

As shown in exhibit 2, there is a negative relationship between the existence of 

a bonus and the presence of a “large board” (greater than or equal to 10 members). 

This suggests that large boards are less likely to award the CEO a bonus for a given 

level of performance62. This relationship is the inverse of the positive relationship 

predicted in H2.3. Therefore, this shows that large boards are dysfunctional claimed 

by Jensen (1993) but not in the direction found and predicted by Core et al. (1999).  

Control Variables 

Across all dependent variables except the bonus scaled by its maximum 

regressions there is a relationship between compensation and firm size, consistent 

with extensive prior research. The bonus on maximum regressions in exhibit 4  reveal 

that there is no propensity for larger firms to award a higher amount of the available 

bonus remuneration, as would be expected. Similarly, Bruce et al. (2007) found no 

relationship between firm size and the amount of bonuses scaled by salary in the UK.  

The existence of an executive chairman and the ratio of executive to non-

executive directors produces no statistically significant relationships in any regression 

model. This finding is consistent with the mixed findings in previous research such as 

Core et al. (1999). 

Sensitivity Tests 

When ROA was substituted for ROE, all regression results were unchanged 

                                                        
62 This relationship was also found to be consistent when a “large board” was measured as greater than 

or equal to 12 members. When a continuous variable measure of board size was used, the 
relationship disappeared.  
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except for regressions relating the dependent variable “ln_TCC” (total cash 

compensation). The positive relationship with total shareholder return that existed 

with ROE disappeared in models 1-2 while the same positive relationship with 

industry median adjusted total shareholder returns remained. This may be the case as 

the original total shareholder return numbers were originally quite weak, (significant 

at only less than 5%).  

V Conclusion  

This study examines the existence of pay-performance sensitivity in bonus 

compensation and the extent to which the size of compensation is affected by 

corporate governance by taking a sample of the ASX300 from 2004-2008 and 

regressing compensation against accounting and market performance measures and 

measures of corporate governance. This study furthers the compensation literature by 

examining new data (the proportion of the maximum bonus achieved) and 

methodologies (including those used to scale bonuses) in the examination of 

determinants of bonuses. Using this measure, new Australian findings linking bonus 

size and the existence of executives on nomination and remuneration committees are 

uncovered. Further, this measure also uncovers a relationship between lower pay and 

the existence of a nomination committee, which is to the best of our knowledge, 

unprecedented internationally. 

These results provide strong evidence for the Productivity Commission’s 

recently proposed recommendations to be extended from prohibiting executives on 

remuneration committees to nomination committees. Further, the importance of 

nomination committees in facilitating good corporate governance practices, which 

often receives less attention than remuneration committees, is supported by these 

findings. 

New Australian evidence of pay-performance relationships in total cash 

compensation and bonuses are also uncovered. This study, along with Merhebi 

(2006), represents only the second comprehensive study of CEO remuneration in 

Australia to find evidence of pay-performance sensitivity.  

A second key finding is evidence of boards adjusting for exogenous industry 

performance factors in assessing performance, which has until now not been 

examined in Australia. Thus, consistent with international literature this study 

provides new evidence of relative performance evaluation in the determination of 
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compensation in Australia. 

In summary, this study finds some evidence consistent with the claims of the 

managerial power thesis, wherein maximum bonuses are used to camouflage pay-

performance insensitivity, and higher compensation is associated with the presence of 

executives on nomination committees. 

 

A limitation of this study is that it does not include the value of options 

remuneration and thus cannot ascertain any interactions between options and total 

cash compensation or bonuses.  

The exclusion of options based remuneration is likely to create a bias against 

finding a pay-performance relationship. Therefore, it is expected that if options were 

included, and appropriately valued, the pay-performance relationship may be stronger. 

This study finds there is a relationship between compensation only with 

market performance measures and not accounting performance measures. This is at 

odds with explicit research which finds that accounting performance measures are 

prevalent as performance measures in bonus contracts. Further research could 

ascertain whether the share price, as a strong determinant of investor outrage, drives a 

discretionary intervention in bonus determination.  

Lastly, an increased understanding on the use and behaviour of maximum 

bonuses could be gained from an examination of instances where maximums bonuses 

have decreased. These were not examined due to time constraints.  

Further studies could also examine factors that influence the disclosure of 

maximum bonuses to ascertain the cause of fairly weak compliance amongst the ASX 

300 with what is a legal requirement in the Corporations Act.64 Thus, the extent of pay 

performance sensitivity could be compared between firms that disclose maximum 

bonuses and those that do not.  

                                                        
64 Corporations Act 2001, (Cwth) Reg 2M.3.03 
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Regression Results: Exhibits 1-8 
 

Exhibit 1: Regression of Total Cash Compensation     
Fixed Effects      
      
Observations:  607 458 607 607 
adj. R2:  0.307 0.311 0.302 0.293 

ln_TCC Predicted Model 1 Model 2^ Model 3 Model 4 

Performance Variables     
roe + 0.000417     
  (0.22)     
tiret + 0.00162 0.00151    
  (2.31)* (2.35)*    
roe1L + -0.00137     
  (-0.87)     
tiret1L + -0.000643 -0.00074    
  (-1.38) (-1.62)    
d_roe +  0.00114    
   (0.73)    
d_roe1L +  -0.0002    
   (-0.16)    
demedianroe +   0.00204   
    (0.31)   
demediantiret +   0.00215 0.00198 
    (3.69)*** (3.11)** 
d_demedianroe +    0.00184 
     (0.41) 
demedianroe1L +   -0.00276   
    (-0.38)   
demediantiret1L +   -5.4E-05 -0.00037 
    (-0.13) (-0.95)   
medianroe -   0.00805   
    (2.03)*   
medianroe1L -   0.0125   
    (1.63)   
mediantiret -   -0.00164 -0.00117 
    (-1.45) (-1.06)   
mediantiret1L -   -0.00183 -0.0017 
    (-1.78) (-1.58)   
d_medianroe -    -0.00882 
     (-1.06)   

Governance Variables     
execchair ? -0.00504 0.28 0.00756 0.0104 
  (-0.06) (1.22) (0.08) (0.11) 
ifnomcom - -0.0452 0.00926 -0.0204 -0.0142 
  (-0.62) (0.12) (-0.33) (-0.22)   
remcom - 0.111 -0.024 0.111 0.085 
  (0.78) (-0.42) (0.75) (0.59) 
ed2ned ? 0.0562 0.249 0.1 0.089 
  (0.49) (1.55) (0.86) (0.77) 
lrgboard + -0.00768 0.0529 -0.00142 -0.0105 
  (-0.16) (0.85) (-0.03) (-0.21)   

Control Variables 
 

    
dtoa1L ? 0.00225 0.000763 0.0036 0.00409 
  (0.66) (0.31) (1.01) (1.14) 
yemktcpln1L + 0.385 0.387 0.279 0.289 
  (4.35)*** (4.48)*** (3.17)** (3.33)** 
_cons  5.788 5.809 7.732 7.778 
  (3.10)** (3.22)** (4.22)*** (4.21)*** 
*= p<0.05, **=p<0.01, ***=p<0.001 ( ) = t-values       

^Model 2 loses 24% of observations due to the inclusion of lagged change in roe   
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Exhibit 2: Logit Regression of the Existence of a Bonus   
Random Effects      
      
Observations:  579 439 579 579 
adj. R2:  0.0957 0.1117 0.103 0.1012 

d_Bonus Predicted Model 1 Model 2^ Model 3 Model 4 

Performance Variables     
roe + 0.00834     
         (0.94)     
tiret + 0.00241 0.00312    
         (0.95)        (1.02)    
roe1L + -0.00394     
   (-0.42)     
tiret1L + 0.00259 0.00204    
         (0.99)        (0.63)    
d_roe +  0.00977    
          (0.85)    
d_roe1L +  0.00503    
          (0.49)    
demedianroe +   -0.015   
     (-0.32)    
demediantiret +   0.0172 0.0173 
           (1.53)        (1.51) 
d_demedianroe +    -0.0124 
      (-0.32)   
demedianroe1L +   0.00199   
           (0.05)   
demediantiret1L +   0.0208 0.021 
           (1.43)        (1.40) 
medianroe -   0.0299   
           (0.87)   
medianroe1L -   0.000449   
           (0.01)   
mediantiret -   0.001 0.00232 
           (0.19)        (0.43) 
mediantiret1L -   -0.00816 -0.00831 
     (-0.92)   (-0.89)   
d_medianroe -    -0.031 
      (-0.39)   

Governance Variables     
execchair ? -0.473 -1.267 -0.44 -0.427 
   (-1.57)  (-3.33)***  (-1.42)   (-1.39)   
ifnomcom - -0.158 -0.472 -0.165 -0.141 
   (-0.55)  (-1.41)  (-0.55)   (-0.48)   
remcom - 0.153 -0.684 0.134 0.0745 
         (0.36)  (-0.97)        (0.31)        (0.18) 
ed2ned ? -0.455 -0.0358 -0.446 -0.473 
   (-1.43)  (-0.06)  (-1.35)   (-1.48)   
lrgboard + -0.782 -0.233 -0.823 -0.807 
   (-2.52)*  (-0.59)  (-2.61)**   (-2.58)**  

Control Variables 
 

    
dtoa1L ? 0.00509 0.000214 0.00332 0.00275 
         (0.74)        (0.02)        (0.50)        (0.41) 
yemktcpln1L + 0.47 0.484 0.446 0.447 
   (4.72)***  (4.29)***  (4.79)***   (4.94)*** 
_cons  -8.136 -7.36 -7.653 -7.237 
   (-4.13)***  (-3.10)**  (-4.02)***   (-3.89)*** 
*= p<0.05, **=p<0.01, ***=p<0.001 ( ) = t-values       
^Model 2 loses 24% of observations due to the inclusion of lagged change in roe   
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Exhibit 3: Regression of Bonus Magnitude       
Random Effects      
      
Observations:  467 362 467 467 
adj. R2:  0.576 0.558 0.586 0.58 

ln_Bonus Predicted Model 1 Model 2^ Model 3 Model 4 

Performance Variables      
roe + 0.00495     
         (1.53)     
tiret + 0.00259 0.00264    
   (3.27)**  (3.33)***    
roe1L + -0.0028     
   (-1.43)     
tiret1L + -0.00061 -0.00143    
   (-0.84)  (-1.79)    
d_roe +  0.00486    
          (1.37)    
d_roe1L +  0.00331    
          (0.99)    
demedianroe +   0.0021   
           (0.10)   
demediantiret +   0.00482 0.00456 
     (3.02)**   (2.73)**  
d_demedianroe +    -5.4E-05 
      (-0.00)   
demedianroe1L +   0.000254   
           (0.01)   
demediantiret1L +   -1.5E-05 -0.00037 
     (-0.02)   (-0.51)   
medianroe -   0.00348   
           (0.29)   
medianroe1L -   0.0195   
           (1.05)   
mediantiret -   -0.00087 -0.00017 
     (-0.57)   (-0.10)   
mediantiret1L -   -0.00277 -0.00263 
     (-1.06)   (-0.94)   
d_medianroe -    -0.0185 
      (-0.52)   

Governance Variables 
 

    
execchair ? 0.0348 0.176 0.0989 0.101 
         (0.26)        (0.61)        (0.74)        (0.76) 
ifnomcom - -0.0163 0.0204 0.0462 0.0503 
   (-0.15)        (0.15)        (0.39)        (0.43) 
remcom - 0.0281 -0.00796 -0.024 -0.0371 
         (0.22)  (-0.06)  (-0.18)   (-0.28)   
ed2ned ? 0.11 0.148 0.111 0.108 
         (0.63)        (0.62)        (0.58)        (0.60) 
lrgboard + 0.078 0.0132 0.0861 0.0889 
         (0.82)        (0.11)        (0.83)        (0.88) 

Control Variables 
 

    
dtoa1L ? 0.003 0.00399 0.00417 0.00412 
         (0.78)        (1.17)        (1.08)        (1.07) 
yemktcpln1L + 0.586 0.583 0.523 0.538 
   (17.75)***  (16.98)***  (14.63)***   (15.42)*** 
_cons  0.387 0.513 1.51 1.48 
         (0.56)        (0.70)  (2.03)*         (1.94) 
*= p<0.05, **=p<0.01, ***=p<0.001 ( ) = t-values         
^Model 2 loses 24% of observations due to the inclusion of lagged change in roe     
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Exhibit 4: Regression of Bonus divide by its Maximum    
Random Effects     
      
Observations:  227 227 227 227 
adj. R2:  0.198 0.197 0.207 0.208 

BonM 
Predicted 

Sign Model 1 Model 2^ Model 3 Model 4 

Performance Variables     
roe + 0.00229     
             (1.54)     
tiret + 0.00161 0.00162    
   (3.16)**  (3.31)***    
roe1L + -0.00143     
   (-0.94)     
tiret1L + 0.0000257 7.04E-06    
             (0.05)          (0.01)    
d_roe +  0.00212    
            (1.52)    
d_roe1L +  0.000694    
            (0.47)    
demedianroe +   -0.00889   
     (-0.84)    
demediantiret +   0.00439 0.00387 
     (3.12)**   (3.03)**  
d_demedianroe +    -0.00595 
      (-0.91)   
demedianroe1L +   0.00183   
             (0.23)   
demediantiret1L +   0.000319 0.000096 
             (0.76)          (0.24) 
medianroe -   0.00482   
             (0.86)   
medianroe1L -   0.00207   
             (0.28)   
mediantiret -   0.0015 0.00203 
             (1.64)  (2.14)*   
mediantiret1L -   -0.00151 -0.00191 
     (-0.98)   (-1.17)   
d_medianroe -    -0.00821 
      (-0.69)   

Governance Variables     
execchair ? -0.0389 0.00238 -0.0334 -0.0428 
   (-0.32)          (0.02)  (-0.26)   (-0.33)   
ifnomcom - -0.19 -0.18 -0.187 -0.187 
   (-3.35)***  (-3.23)**  (-3.05)**   (-3.05)**  
remcom - 0.064 0.0542 0.0436 0.0393 
             (0.82)          (0.71)          (0.55)          (0.50) 
ed2ned ? -0.153 -0.146 -0.13 -0.139 
   (-1.40)  (-1.35)  (-1.11)   (-1.23)   
lrgboard + 0.0121 0.012 -0.00176 0.002 
             (0.19)          (0.19)  (-0.03)           (0.03) 

Control Variables     
dtoa1L ? -0.00257 -0.00255 -0.00254 -0.00278 
   (-1.77)  (-1.77)  (-1.67)   (-1.85)   
yemktcpln1L + 0.0379 0.0405 0.0329 0.0354 
   (2.10)*  (2.40)*          (1.86)  (2.20)*   
_cons  0.00843 -0.0377 0.0897 0.143 
             (0.02)  (-0.10)          (0.23)          (0.39) 
 
*= p<0.05, **=p<0.01, ***=p<0.001 ( ) = t-values 
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Exhibit 5: Existence of an Executive on the Remuneration Committee  

Observations:  543 527 426 208 

adj. R2:  0.263 .0934 0.587 0.200 

      

Panel Type:  Fixed Random Random Random 

Dependent:  ln_tcc d_Bonus ln_Bonus BonM 

  Predicted Model 1 Model 2 Model 3 Model 4 

Performance Variables     

roe + 0.000918 0.00658 0.00579  0.00201 

  (0.52) (0.73) (1.70)       (1.52) 

tiret + 0.00127 0.00521 0.00305  0.00192 

  (1.88) (1.67) (3.76)***  (4.31)*** 

roe1L + -0.000671 -0.00571 -0.00157  -0.00182 

  (-0.45) (-0.59) (-0.80)  (-1.22) 

tiret1L + -0.000912 0.00513 -0.000594  0.000332 

  (-1.88) (1.67) (-0.68)       (0.75) 

Governance Variables     

execchair ? -0.0285 -0.536 0.0364  0.158 

  (-0.31) (-1.78) (0.27)       (1.29) 

anyexeconrem + 0.0223 -0.272 0.0696  0.125 

  (0.26) (-0.97) (0.52)       (1.84) 

ed2ned ? 0.191 -0.463 0.180  -0.0533 

  (1.72) (-1.42) (1.06)  (-0.40) 

lrgboard + 0.0323 -0.734 0.0942  -0.0130 

  (0.66) (-2.25)* (0.95)  (-0.27) 

Control Variables     

dtoa1L ? 0.00318 0.00722 0.00303  -0.000540 

  (0.82) (1.00) (0.78)  (-0.44) 

yemktcpln1L + 0.339 0.425 0.590  0.0249 

  (3.90)*** (4.18)*** (16.07)***       (1.61) 

_cons  6.745 -7.279 0.238  0.168 

  (3.66)*** (-3.62)*** (0.31)       (0.50) 

*= p<0.05, **=p<0.01, ***=p<0.001 ( ) = t-values   
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Exhibit 6: Existence of an Executive on the Nomination Committee 

Observations:  439 431 354 179 

adj. R2:  0.257 .0652 0.594 0.192 

      

Panel Type  Fixed Random Random Random 

Dependent  ln_tcc d_Bonus ln_Bonus BonM 

  Predicted Model 1 Model 2 Model 3 Model 4 

Performance Variables     

roe + -0.000281 0.0110 0.00655  0.00195 

  (-0.11) (1.02) (1.59)           (1.14) 

tiret + 0.00226 0.00302 0.00296  0.00247 

  (3.11)** (0.84) (2.92)**  (4.76)*** 

roe1L + -0.0000262 -0.00861 -0.000949  -0.000529 

  (-0.01) (-0.75) (-0.42)  (-0.33) 

tiret1L + -0.000768 0.000477 -0.00103  -0.0000199 

  (-1.42) (0.14) (-0.98)  (-0.04) 

Governance Variables     

execchair ? -0.112 -0.434 0.0709  -0.299 

  (-1.03) (-1.18) (0.49)  (-3.48)*** 

anyexeconnom + -0.0223 0.127 -0.0175  0.164 

  (-0.24) (0.42) (-0.14)  (2.69)** 

ed2ned ? 0.243 -0.425 0.185  -0.154 

  (1.79) (-1.18) (1.10)  (-1.06) 

lrgboard + 0.0215 -0.523 0.0708  0.00638 

  (0.33) (-1.52) (0.65)           (0.12) 

Control Variables     

dtoa1L ? 0.00453 0.00345 0.00851  0.000243 

  (1.11) (0.43) (2.60)**           (0.17) 

yemktcpln1L + 0.429 0.418 0.559  0.0324 

  (4.87)*** (3.77)*** (14.64)***           (1.91) 

_cons  4.852 -7.072 0.795  -0.0422 

  (2.65)** (-3.18)** (0.96)  (-0.12) 

*= p<0.05, **=p<0.01, ***=p<0.001 ( ) = t-values       

 
 
 
 


