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Abstract 
The focus on sustainability has become more noticeable during recent years. This is 

especially evident in the Nordics, were Sweden, Norway, Denmark and Finland tops the 

sustainability rankings. Moreover, several studies have been conducted surrounding the 

topic of the sustainability measuring ESG-scores and their relation to financial 

performance. Simultaneously, researchers have come up with controversial findings 

regarding the relationship between financial performance and executive compensation. 

This study aims to find out the relationship between sustainability and senior executive 

compensation in the Nordics, as well as how they are both connected to financial 

performance. In order to fulfill this, eight multiple regression models were created on a 

sample of 101 Nordic companies. The chosen dependent and independent variables 

comprised various ESG-scores, as well as a ratio of senior executive compensation 

divided by total revenue. This resulted in 895 different observations during the years 2008 

to 2017.  

 

This is a quantitative study following the positivist paradigm. Moreover, a deductive 

approach is taken in regard to how theory is used. Theories used to make conclusions 

include the stakeholder theory, the shareholder theory, the legitimacy theory, the agency 

theory and the stewardship theory. The regression models of choice were the OLS model 

and the OLS robust model, depending whether the models fulfilled the assumption 

regarding heteroscedasticity.  

 

The findings showed no significant relationship between the ESG combined score and 

the senior executive compensation ratio in the Nordics. However, a significant negative 

relationship between the compensation and the social and environmental scores could be 

found. Moreover, the governance-score was the only ESG-score to indicate a positive 

relationship with senior executive compensation. Conclusions could be made that there 

is a negative relationship between senior executive compensation and sustainability 

factors such as emission reduction and employment quality. This finding is in favor for 

the shareholders, but not the stakeholders. Additionally, there is a positive relationship 

between senior executive compensation and good governance. This includes factors such 

as a high score regarding board structure, shareholder rights and CSR strategy. It could 

also be concluded that good governance has an indirect positive impact on financial 

performance. Furthermore, the findings question previous arguments that executive 

compensation is an agency cost, rather than a solution of the agency problem. 
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1. Introduction 
This chapter will contain general background information of the chosen research topic. 

Consequently, the research problem will be defined as well as the model explaining the 

current research gap. Thereafter the purpose and the research question will be stated, 

followed by the research contributions and delimitations. 

 

1.1 Problem Background 
 

1.1.1 Sustainability 
Sustainability is simultaneously profitable and risky. The concept of sustainability is 

commonly interchangeable with ESG (Nordea, n.d. a). According to RobecoSAM. 

(2018a, p. 1), the level of risk and return in regard to ESG is measured by an ESG score. 

The Thomson Reuters ESG scores is a measurement of the degree of ESG performance, 

engagement and effectiveness within a firm. This is measured on different categories 

related to each ESG factor, including the degree of emissions, social responsibility and 

how well the firm is governed (Refinitiv, 2019, p. 3). In the 2018 update of the country 

sustainability ranking update from RobecoSAM as seen in figure 1, ESG scores are very 

distinctive in the Sweden, Denmark, Norway and Finland. It is clear that Nordic 

companies are putting more emphasis on the incorporation of ESG and sustainability than 

other regions (RobecoSAM, 2018a, p. 6). It could be seen that although the economy 

declined to some degree during the year of 2018, ESG related investing factors remained 

stable. The demand for sustainable solutions is also increasing (RobecoSAM, 2018b). 

This could be a result of executives and investors getting more aware of sustainability 

issue such as climate change. Environmental risks such as floods and storms have seen 

an increase during recent years. Natural disasters and severe weather events alone led to 

a loss of $2.9 trillion USD between the years 1998 and 2017 (RobecoSAM 2018a, p. 14). 

Corporations who use Environmental, Social and Governance (ESG) factors as a strategy 

supports a good cause and might attracts investors who care for the global society. MSCI, 

who has a leading role in ESG research and indexes also found that ESG incorporation 

leads to an increased business performance (Msci, n.d. b). The switch of strategy towards 

sustainable activities is certainly a good compensation for the increased sustainability 

related events.  

 

 
Figure 1 Rankings of the top 10 ESG-score countries. 

Source: (RobecoSAM. 2018a, p. 6) 

Governments also implement goals in order to counter sustainability issues. Taking 

Sweden for example, the government has decided that by 2045, Sweden will have carbon 

neutrality. This is achieved by not releasing any greenhouse gas that could pollute the 

environment. The general goal set by the EU was to achieve this by 2050, meaning that 
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Sweden is one step before when it comes to sustainability issues (Government Offices of 

Sweden, n.d. a). Sweden is also working towards having an optimal climate of innovation 

(Government offices of Sweden, n.d. b. p. 5). Among other nations, Sweden has to adapt 

sustainability innovations in order to face the global challenges that are emerging 

(Government offices of Sweden, n.d. b. p. 7). These new innovations and sustainable 

solutions can affect the society in a positive way, for example the innovation of smarter 

transport solutions (Government offices of Sweden, n.d. b. p. 9).  

 

1.1.2 Senior executive compensation 
Senior executive compensation is an important tool when it comes to compensating and 

motivating the executives of a company (Ataay, 2018, p. 1152). Compensation of 

executives in the form of executive payment should be in accordance with financial 

performance of a company (PRI, n.d, p. 4). However, studies have been mixed regarding 

the impact of executive compensation and financial performance. Some studies argue that 

executive compensation have a positive impact on financial performance, for example the 

study conducted by Ataay, A. (2018). On the other hand, studies also point out that there 

is an indication of a negative relationship between executive compensation set by the 

board and financial performance. The CEO influences the board to some extent, which 

result in the compensation set by the board being more focused on the interest of the CEO. 

By following his or her own interests, the CEO does not necessarily maximize the 

shareholder value. This loss of potential shareholder return can be seen as a loss of 

financial performance (Core et al., 1999, p. 372). This is seen in the study by Depken, 

Nguyen & Sarkar (2005), which found that executive compensation had a negative 

relation with agency costs. Relating to the study by Core et al., (1999) this increase of 

agency cost caused by executive compensation would lead to a worse financial 

performance.  

 

1.1.3 Governance and the link between sustainability and senior executive 
compensation 
It would be of benefit to link sustainability and financial performance in order for the 

executives to act sustainable in their decisions. The problem with the business strategies 

of many current companies is that they do not link executive compensation and 

sustainability. This works against creating sustainable value, which in practice should be 

beneficial for both the firm and its investors when it comes to creating value (PRI, n.d, p. 

4). There are recent examples where companies have faced negative effects on financial 

performance as a result of badly managed ESG issues, for example the Volkswagen 

scandal (PRI, n.d, p. 7). In this case they fitted cars with devices that made the cars cheat 

on emission measuring tests. As a result of this mismanagement of ESG issues, the car 

manufacturer had to spend billions of USD to cover the expenses (Dee, 2015). The 

dieselgate scandal resulted in Volkswagen setting up new guidelines with executive 

payment more dependent on financial performance. A limit was also set on how much 

the executives are allowed to be payed (Johnston, 2017). 

 

When asked, a majority of companies admitted that ESG was very important for financial 

performance. Financial performance by itself is linked to shareholder return, which is part 

of the pay plan for many executives. This explains that ESG and executive pay as a part 

of executive compensation is connected to financial performance (PRI, n.d, p. 7). 

 

Governance is an important factor regarding the degree of sustainability actions and 

decisions regarding financial performance. Good governance is defined as “the manner 



 

3 
 

in which power is exercised in the management of a country’s economic and social 

resources for development” (FHI 360, 2015, p. 1). The implications of good governance 

also apply for corporations (Gaggi & Sessa, 2012, p 42), and can be related to 

sustainability and financial performance through the implementation of policies relating 

to environmental, financial and social aspects (Gaggi & Sessa, 2012, p 39). Sustainability 

and the implementation of ESG in a firm's decision making can therefore be seen as an 

element of good governance. Executive compensation is also connected to governance 

and can defined as a “corporate governance mechanism” (Neokleous, 2015, p. 33). 

Nonetheless, what is considered as good governance when it comes to senior executive 

compensation is controversial, since its impact on firm performance is mixed and the link 

with sustainability is relatively unknown. 

 

1.2 Problematization 
 

1.2.1 Sustainability and its effect on financial performance 
The link between sustainability and financial performance is a challenging research topic. 

It has been a topic in the area of business administration for a long time and the field is 

still relevant to this day. One reason is the two contradictory theories regarding corporate 

social responsibility, the shareholder theory by Friedman and the stakeholder theory by 

Freeman (Rönnegard & Smith, 2013, p. 184). In his book “Capitalism and freedom”, 

Milton Friedman explains that the social responsibility for a company in a free economy 

is to “use its resources and engage in activities designed to increase its profits so long as 

it stays within the rules of the game” (Friedman, 1962, p. 133). On the other hand, the 

stakeholder theory argues that the main goal of a company is to operate according to the 

interest of the stakeholders, while still having the profit in mind (Rönnegard & Smith, 

2013, p. 184). This means that the decisions made within the company also take the 

stakeholders interest into account. This includes the employees, communities and the 

environment among others. According to the stakeholder theory, profit maximization is 

simply impossible without caring for all stakeholders (Jensen, 2001, p. 6).  

 

As previously mentioned, ESG is a term that is often interchanged with sustainability. 

When broken down, ESG comprises of the three factors “Environmental, Social and 

Governance”. The environmental factor touches on topics that is related to the 

environment, such as climate change, carbon emission, raw materials and energy. The 

social factor includes encompass topics surrounding human rights, safety, health, labor 

rights and equality. Governance includes subjects relating to the governing of an 

organization. Examples include transparency on reporting, board, accounting risk and 

structure as well as corruption and bribery (Nordea, n.d. b). 

 

The subject of ESG and financial performance has been notably studied in recent years. 

On one side, have shown that ESG factors have a positive impact on financial 

performance (Sila & Cek, 2017, p. 802; Velte, 2017, p. 176). Meaning that Firms who 

incorporate ESG factors in their firms could see an increased financial performance. This 

means that if executive compensation has an impact on ESG score, it will also be 

impacting financial performance in the end. These results are aligned with the stakeholder 

theory, which the authors used as a framework for their study (Sila & Cek, 2017, p. 797). 

Moreover, it was found that the most important ESG factor affecting financial 

performance was the social factor. The environmental factor also had some evidence 

pointing at having a positive impact on financial performance. Governance on the other 
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hand proved to have no significant relationship with financial performance (Sila & Cek, 

2017, p. 802). 

 

1.2.2 Senior executive compensation and agency theory 
On the other side, studies show a link between senior executive compensation and 

financial performance. Senior executive as a definition according to Pepper (2006, cited 

in Pepper, A. 2010, p. xiv), is those within a company who are responsible for affecting 

the performance through defining and executing the strategy of the company. The 

compensation or reward for the executives can be described as both financial and non-

financial benefits tied to the responsibility they have within the company. The financial 

reward encompasses the salary as well as the bonus which is received on an annual basis. 

There is also some sort of long-term incentive agreement and retirement compensation 

included (Murphy, 1999, p. 5). 

 

Agency cost is just as authentic as any other cost within a company (Jensen & Meckling, 

1976, p. 357). However, in order to understand agency costs, one should know about the 

theory of agency relationships. This relationship is explained as when two parties, namely 

the principal and the agent, have the will to maximize their own benefit. While doing so 

they are seldom working towards each other’s goals as much as they work towards their 

own. In order restrict one party from deviating from the interests of the other, the principal 

spends resources on monitoring the agent. Concurrently, the agent is receiving 

compensation to ensure that his or her actions not deviate from the principal's interests. 

The difference between the decisions made by the agent and the decisions that would be 

of best interest of the principal is called residual loss. Agency costs is explained as the 

sum of the costs of monitoring the agent, the bonding costs from the agent, as well as the 

residual loss. (Jensen & Meckling, 1976, p. 308). The idea of this research is that 

executive compensation therefore counts as an agency cost, since it is maximizing the 

utility for one party, precisely the executives within the corporations. 

 

The adaptation of the stakeholder theory has been criticized by the fact that firms who 

adapt it lose to competing firms whose goal is to maximize firm value. This is mainly due 

to the lack of criteria for performance. It might raise the question why executives would 

follow such a framework. One explanation is that the executives are able to follow their 

own interests such as social issues, without being held accountable for their expenditure 

of the firm's resources. This results in an increasing agency cost (Jensen, 2001, p. 14). 

This is in line with the agency-principal relationship explained by (Jensen & Meckling, 

1976, p. 308). Because the executives can be seen as the agents within a company while 

the principals are the shareholders (Renneboog & Geiler, 2015, p. 101).  

 

When it comes to understanding executive compensation and its relation to agency cost 

and the agency relationship problem, there are two perspectives of looking at the 

executive compensation. The classical approach to executive compensation, explains it 

as a way of solving the agency problem by giving the executives motivation to follow the 

principal’s interests (Renneboog & Geiler, 2015, p. 101). This is also in line with the 

study conducted by Zajac & Westphal (1994, mentioned in Panda & Leepsa 2017, p. 85-

86), which explains executive compensation as a solution to the agency problem. A 

properly compensated executive will be motivated to perform well and maximize 

performance of the organization. However, more recent literature describes executive 

compensation from a managerial self-dealing perspective. According to this perspective, 

executive compensation is not only seen as a tool for fixing the agency problem as in the 
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classical perspective, but also by itself part of the agency problem. The reason being that 

executives have control of the board and consequently influence their own payment 

(Renneboog & Geiler, 2015, p. 101). The study conducted by Barber et al., (2006), 

explains that executive compensation has a positive impact on several factors of financial 

performance (Barber et al., 2006, p. 69) This is accurate according to the classical 

perspective of the agency problem in regard to executive compensation, since the 

compensation helps the executives to follow the interests of the shareholders. 

 

1.2.3 Research gap and the governance controversy 
ESG factors and executive compensation are studied separately and independently 

impacts the financial performance. Studies have pointed out that ESG have a positive 

relationship with financial performance. Executive compensation is also shown to have 

an impact on financial performance. However, whether this impact is positive, or negative 

is somewhat controversial. Nonetheless, there is a lack of research regarding the 

relationship between ESG factors and executive compensation. This is highlighted in the 

ESG and financial performance study by Velte. (2017, p. 176). The same controversiality 

exists for how the governance factor of ESG affects financial performance.  

 

Sila & Cek. (2017, p. 802) concluded that governance had no impact on financial 

performance. On the other hand, Kassim & Noordin. (2015, p. 20) found that there was a 

relation between financial performance and the proportion of independent board 

directors. According to Sila & Cek. (2017, p. 801), this might be attributed to factors such 

as different cultures and countries within the samples. As can be seen in figure 2, whether 

or not there is a direct relation between governance and financial performance, 

governance has an impact on executive compensation (Neokleous, 2015, p. 33). 

Governance is also one of the ESG criteria and is thus affecting the sustainability 

considerations of a firm. Even though there are some mixed conclusions regarding the 

direct impact of governance on financial performance, it is possible that it might affect a 

firm’s performance through its separate impact on sustainability and executive 

compensation. Based on arguments above, it is possible to build the following model, 

which is going to serve as the red thread of this research. 

 

 
Figure 2. Research gap and governance controversy. 
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1.3 Research purpose and research question 
The research question of this thesis is the following: “What is the relationship between 

sustainability and senior executive compensation for firms in the Nordic Countries?”  

 

The research purpose is to see if there is a-causation between the two notions 

“sustainability and senior executive compensation”. The direction of this causation is of 

interest, since sustainability could have an impact on senior executive compensation, but 

it could also be the other way around. In this study, the three ESG factors will also be 

separated in order to find out if there is a causation between any of the specific factors 

and if they have a special causation with executive compensation. This in the end would 

fill the research gap and find out if ESG score and senior executive compensation together 

impacts financial performance in the Nordics. 

 

1.4 Delimitations 
This study will be limited to the Nordic countries, since the Nordic countries put a great 

emphasis on sustainability. Nordic corporations are leading within the field of ESG so it 

would be interesting to see if Nordic corporations give higher executive bonuses in 

relation to their ESG-scores. There are great differences between regions when it comes 

to ESG incorporation (RobecoSAM, 2018a). As a result, this study will not necessarily 

explain the relationship between sustainability and senior executive compensation in a 

global perspective. Further research would therefore be suggested within a different 

geographical region. Moreover, the study will focus on Sweden, Norway, Denmark and 

Finland. Iceland is therefore excluded from the study, since it is not a top 10 ESG country 

as seen in figure 1. 

 

The research will focus on senior executive compensation as a variable of agency cost to 

see the causation with ESG score. The reason for picking this variable is because it can 

be seen by many as something negative and costly for the shareholders. But if senior 

executive compensation benefits the shareholders in the end through an increased ESG-

score, which in turn increases financial performance, a conclusion can be drawn that it 

does not necessarily has to be something negative. Perhaps it does not need to be seen as 

an agency cost at all and instead seen as a solution for the agency problem as explained 

by Zajac & Westphal (1994, mentioned in Panda & Leepsa 2017, p. 85-86). For further 

research, different variables within the agency cost theory and the creation of a proxy 

variable could be used in comparison with ESG-score. In addition, the use of senior 

executive compensation data limits the study to the top executives within the companies.  

 

1.5 Contributions 
 

1.5.1 Theoretical contributions 
This thesis will contribute to the theoretical field of financial performance, sustainability 

and executive compensation. It will provide a better understanding of the causation 

between agency theory and executive compensation together with sustainability factors 

such as the ESG-score and its components. It is known that the ESG-score and executive 

compensation have a relationship with financial performance. This study will however 

explore the relationship between the ESG-score and senior executive compensation, thus 

closing the research gap. Financial performance would increase if it turns out that senior 

executive compensation positively affects the ESG-score. However, if it for example 

turns out that the compensation has a negative impact on ESG, it would have a negative 
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impact on financial performance. The same can be said if ESG affects senior executive 

compensation negatively. However, this might not be the case because studies have 

shown mixed results regarding the impact of financial performance and executive 

compensation. 

  

1.5.2 Practical contributions 
This research will provide firms with a better understanding of how the compensation of 

senior executives affects the emphasis on sustainability and financial performance. As 

have been seen, ESG-scores has a positive relationship with financial performance. If it 

is shown that the compensation leads to a higher ESG-score, it would motivate firms to 

compensate their executives. The senior executives would also have a drive to apply ESG 

to a higher degree in their organization. The reason for this is that it could both increase 

performance, as well as having a positive impact on society in general. Investors would 

also be more positive to provide senior executives with compensation, since it would be 

in their own best interest. Senior executive compensation is not often linked to ESG 

factors, which is negative considering the benefits of sustainability. This study will 

hopefully give firms an incentive to link ESG and senior executive compensation in their 

business strategy. Research has also shown that it is uncommon for firms to have an 

established ESG performance and compensation strategy. If our study shows a positive 

relation, firms in the Nordics should be motivated to reward the senior executives in 

relation to their ESG performance (PRI, n.d, p. 8). A senior executive who is performing 

well and prevent ESG related problems should be compensated accordingly. Similarly, a 

badly performing senior executive should receive decreased compensation as a 

consequence. A negative relation between ESG and senior executive compensation in the 

Nordics would give firms an incentive to decrease senior executive compensation or ESG 

actions. This is because the notions combined would have a negative effect on financial 

performance. 

 

This research might also show that highly compensated senior executives have a more 

innovative thinking. A senior executive who can think out of the box and come up with 

sustainable solutions might be very rewarding for a firm. An example of this could be a 

firm who comes up with a solution to turn a byproduct into renewable energy. This would 

care for the environment and possibly decrease energy costs at the same time.  
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2. Theoretical framework 
A variety of studies and theories will be used in order to explain the current knowledge 

of sustainability and financial performance versus executive compensation and financial 

performance. As seen in figure 2, the relationship between ESG-factors and financial 

performance is known to be positive. In addition to current studies, this relationship can 

also be explained by theories such as the legitimacy theory and the results of legitimizing 

sustainable actions. The stakeholder theory will also be used to explain how sustainability 

might provide value to the firm and society. Studies also exists regarding executive 

compensation and its impact on financial performance. As previously mentioned, this 

relationship can be both positive and negative. This depends on many factors and can be 

explained by the agency theory, the concept of agency cost and the contradicting 

shareholder and stakeholder theories. In addition, the theory of stewardship will also be 

explored regarding executive compensation, since it according to Cossin et al. (2015, p. 

4) opposes the idea of an agent-principal problem. These studies and theories will provide 

a background in order to better understand the relatively unknown relationship between 

sustainability and executive compensation, as well as the indirect impact of governance 

on a firm's financial performance. Additionally, this chapter will give an insight of ESG-

scores, its respective variables, as well as what constitutes as senior executive 

compensation. 

 

2.1 Stakeholder and Shareholder theory 
The shareholder and stakeholder theories are two opposing theories that can be used when 

explaining the concept of corporate social responsibility. The argument between the 

theories is whether the executives should focus on the shareholders or stakeholders when 

making corporate decisions regarding value creation (Rönnegard & Smith, 2013, p. 184).  

 

2.1.1 Shareholder theory 
The idea of a shareholder theory origins from Milton Friedman (Rönnegard & Smith, 

2013, p. 184). Friedman explained in his book “Capitalism and Freedom”, that the main 

goal of a corporation is to maximize shareholder value. This in turn is the way of being 

socially responsible in a free economy (Friedman, 1962, p. 133). Moreover, Friedman. 

(1970, p. 1) contradicts the statement that firms would have a conscience with social and 

moral values. By spending the firm's resources on what the executive believes is the social 

responsibility of the firm, it can be said that he or she is spending the shareholders money 

on something they might not necessarily agree upon. This is because social responsibility 

is very individual. What the executives believe is their social responsibility might not be 

in the interest of the firm and its shareholders. Moreover, the firm should be run with 

maximum profitability in mind and environmental aspects such as reducing pollution 

should not exceed what is compulsory according to regulations (Friedman, 1970, p. 

2).  Following the shareholder theory as a framework, executives should use the resources 

obtained from shareholders and use it in a way that maximize shareholder value. This is 

often done by maximizing the future cash flow value (Tse, 2011, p. 52).  

 

The shareholder theory can be beneficial as a framework for a firm. It is very clear for 

the management on which recipients to focus on regarding the value creation and 

maximization of shareholder value. This benefit can clearly be seen when comparing to 

the stakeholder theory, since it requires more objectives as a result of more recipients to 

take into account. Another benefit is that there are already several existing tools and 

strategies to use in order to maximizing shareholder value (Tse, 2011, p. 59). 
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2.1.2 Stakeholder theory 
Freeman laid grounds for the stakeholder theory by opposing Friedman and his idea of 

shareholder value maximization in regard to corporate responsibility. Freeman saw not 

only value maximization for shareholders as the main objective of a corporation. He 

meant that the main corporate goal should be to follow the interest of all stakeholders 

(Rönnegard & Smith, 2013, p. 184).  

 

The stakeholders of a firm are explained by Tarmuji et al. (2016, p. 70) as anyone who is 

able to impact the success of a firm. Apart from the shareholders, this also includes 

investors, employees, customers and the society in general (Tarmuji et al., 2016, p. 68). 

In contrast to the shareholder theory, this means that the corporation has a social 

responsibility to meet the interest of the society as a whole and not only the shareholders 

(Rönnegard & Smith, 2013, p. 184).  

 

A firm’s stakeholders can be divided between the two categories, primary and secondary 

stakeholders (Freeman et al. (2010, p. 24), as seen in figure 3. These categories are 

connected to the firm to a different degree. The primary stakeholders are the most 

important group, which the firm cannot survive without cooperating with. This group 

includes essential groups such as employees and customers (Benn et al., 2016, p. 2) The 

secondary stakeholders are less important regarding a firm's survival, although they are 

still important for influencing the firm's decisions (Benn et al., 2016, p. 3) 

 

According to Freeman et al. (2010, p. 24), value is created through cooperation between 

the firm and the primary and secondary stakeholders. Moreover, it is the firm managers 

responsibility to achieve maximum value creation and to work around conflicts regarding 

the firms and stakeholders’ interests. If interest conflicts do happen, the managers must 

make a plan of how to create even more value in addition to finding a trade-off to satisfy 

the interests of both parties (Freeman et al. 2010, p. 28). 

 

 
Figure 3. Categorization of stakeholders. 

Source: Freeman et al. (2010, p. 24) 

 

2.2 Sustainability policies and financial performance 
 

2.2.1 Environmental, social and governance score (ESG-score) 
As previously seen, sustainability is becoming increasingly popular. This is especially 

seen in the Nordics by looking at the ESG-scores. The Thomson Reuters ESG-score is 

combining the environmental, social and governance variables and its respective 

categories. Some of these categories can be seen in figure 4. This score will provide some 
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insight regarding the how much emphasis a firm puts on sustainability, how effective they 

are at it, as well as the firm’s ESG performance (Refinitiv, 2019, p. 8). When calculating 

the ESG-score, these categories are applied different weight related to the level of 

disclosure of each category. A higher degree of disclosure results in a higher applied 

weight. For example, categories such as management and workforce are having a higher 

percentage of weight compared to CSR strategy. This weight distribution is not entirely 

equal between the factors, meaning that the governance has a somewhat less overall 

weight compared to the social and the environmental factors (Refinitiv, 2019, p. 8). 

 
Figure 4. ESG-score factors and categories. 

Source: Refinitiv. (2019, p. 3) 

 

2.2.1.1 The Environmental factor 
The environmental factor covers topics related to the environment, such as those shown 

in figure 5. The resource usage concerns the firm’s ability to efficiently decrease the usage 

of materials, energy and water (Refinitiv, 2019, p. 16). It also incorporates how the firm 

make use of renewable energy sources such as solar energy (Sultana & Zainal, 2017, p. 

164). Using solar energy is a great way of being environmentally friendly, since compared 

to fossil fuel, it is infinite and does not cause green gas emissions (Gunerhan et al., 2009, 

p. 131). This is also related to the second topic, emission reduction, since it focuses on 

the ability to decrease the emissions caused by the firm. The last topic is innovation is 

regarding how a firm can positively impact the environment by innovating environment 

friendly products or technologies (Refinitiv, 2019, p. 16). 

 

 
Figure 5. Environmental categories and its respective topics. 

Source: Refinitiv. (2019, p. 18) 

 

2.2.1.2 The Social factor 
The social factor is concerning the categories and topics shown in figure 6. The workforce 

category is referring to how well a firm is working towards being a great workplace for 

the employees. This includes the employees perceived quality of working there, as well 

as how healthy and safe the workplace is. It also concerns the degree of equality and 

diversification, as well as the ability to advance in the firm and receive proper training. 

Human rights within the workforce is regarding how well the firm is respecting employee 

equality and rights in the firm. The community category reflects the firm's moral and 

ethical values and its ability of acting socially responsible in the community. Lastly, the 

product responsibility explains how responsible the firm is regarding their produced 
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goods. This is reflected by the quality and how sincerely the products emphasize the 

safety of the customers in regard to health, data privacy and integrity (Refinitiv, 2019, p. 

16).  

 

 
Figure 6. Social categories and its respective topics. 

Source: Refinitiv. (2019, p. 18) 

 

2.2.1.3 The Governance factor 
The governance factor covers the topics shown in figure 7. A large part of corporate 

governance is how the firm is managed. This includes board structure, compensation 

policy and the functions of the board. Regarding ESG performance, this is measured by 

how well the firm follows the corporate guidelines. Shareholders and their respective 

rights are also of importance regarding the corporate governance. This category regards 

how the firm value their shareholders by treating them equally. Lastly, the CSR strategy 

reflects how well the executives incorporate corporate social responsibility in the 

everyday decision making (Refinitiv, 2019, p. 16). 

 

 
Figure 7. Governance categories and its respective topics. 

Source: Refinitiv. (2019, p. 18) 

 

2.2.1.4 ESG controversy and ESGC-score 
The ESG Combined score is made up of an ESG controversy score in addition to the 

regular ESG-score. It enhances the original ESG-score by also including controversies 

the selected companies have been involved in regarding the 10 ESG categories seen in 

the figures above (Refinitiv, 2019, p. 16). An example could be a company who is 

irresponsible of their products, thus creating a social controversy involving product 

responsibility. The controversy score is computed by measuring contemporary 

controversies reflected by 23 different topics. Moreover, the ESGC-score is equal to the 

original ESG-score except for situations when the controversy score is both lower than 

50 and lower than the ESG-score. In that case, the ESGC score is calculated as the average 

of the controversy and ESG (Refinitiv, 2019, p. 14-15) 

 

2.2.2 Previous research regarding sustainability and financial performance 
Several studies have been conducted in the area of sustainability and financial 

performance. Studies show a similar result, explaining that there is a positive relation 

between ESG and financial performance. However, a difference between the governance 
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factor and its impact on financial performance can be seen between different samples. 

Sila & Cek. (2017), looked at the concept of corporate social responsibility, its effect on 

stakeholders as well as the impact it has on financial performance within Australian 

organizations. In general, it could be seen that there was a positive relation between some 

ESG factors and financial performance. However, the environmental factor had a less 

significant effect than the social factor. The governance factor within ESG saw only a 

significant impact on financial performance for one year (Sila & Cek, 2017, p. 797). 

Interestingly, the previous literature used for the research had proved that only 

governance had a positive relationship with financial performance. According to the 

author, this might have been attributed to factors such as different cultures and countries 

within the sample (Sila & Cek, 2017, p. 801). Kassim & Noordin. (2015, p. 20) conducted 

a study on corporate governance structures in Malaysia to see the relationship with 

financial performance. They found that there was indeed a relation between financial 

performance and the proportion of independent board directors. This might confirm the 

statement from Sila & Cek. (2017), explaining that the governance factor of ESG and its 

relation to financial performance could potentially depend on national differences. This 

controversiality could also be seen in a study conducted on German firms, which showed 

that the governance factor of ESG had an especially strong relationship with financial 

performance. The author explains that this phenomenon might be because of the long 

tradition of German corporate governance (Velte, 2017, p. 176). Therefore, it would be 

reasonable to assume that studies conducted on firms in nations with a lesser tradition of 

corporate governance might show a less significant relation between governance and 

financial performance. It would also be reasonable to assume that other factors who 

affects governance differs between the nations, for example the degree of corruption. This 

is confirmed in the study by Wijayati et al. (2016, p. 287) in which a connection was 

found between a weak governance framework and corruption. 

 

The studies found during researching used secondary data. Sila & Cek. (2017, p. 801) 

collected data on ESG and economic scores on Australian firms between the years 2010 

to 2016, which later was used for a regression analysis. Velte. (2017, p. 172) used ROA 

and Tobin's Q as measurements for financial performance instead of economic scores. 

This was analyzed together with ESG scores on German firms between 2010 and 2014. 

It was observed that each ESG factor had a positive relationship with the return on assets, 

meaning the accounting financial performance. However, ESG proved to have no relation 

with market financial performance measured by Tobin's Q (Velte, 2017, p. 176). The 

different types of financial performance were not be measured by the Australian study, 

since they used economic score as the sole variable for financial performance. The use of 

economic scores instead of ROA could also be a reason for the different impact of the 

governance performance. However, the Malaysian study by Kassim & Noordin. (2015, 

p. 20) used Tobin’s Q as the performance measure and found that there was a relation 

between governance and Tobin’s Q. The fact that the German study did not find any 

relation between governance and Tobin’s Q might be because of different variables used 

in the proxy for measuring governance performance.  

 

2.2.3 Legitimacy theory  
The legitimacy theory can be used as a framework in order to understand the benefits of 

incorporating and disclosing ESG factors in firms’ decision making. In the study made 

by Campbell et al., (2003, mentioned in Guthrie et al., 2009, p. 4) Legitimacy theory is 

defined as a theory for explaining the environmental and social disclosures of firms. Firms 

are using environmental and social disclosure as a means to keep up with current societal 
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demands. If firms acknowledge that they care for environmental and social factors, they 

will be perceived positively in the eyes of society. However, firms who do not show that 

they care for these factors might face consequences such as a reduced demand for their 

products or services (Guthrie et al., 2009, p. 4).  

 

Regarding the level of disclosure of sustainability information, studies found that it was 

dependent on whether the firms were high- or low- profile firms. High profile firms were 

found to apply more acknowledgement of sustainability actions in order to alter the 

society’s perception of the firm. This could be based on the fact that those firms have it 

more difficult to change their behavior and image, thus making them take every 

possibility given to legitimate their business to improve reputation (Guthrie et al., 2009, 

p. 29). In the study made by Campbell et al., (2003, mentioned in Guthrie et al., 2009, p. 

6) it was found that firms involved in less socially accepted activities could limit the 

negative reputation by disclosing sustainable actions. In relation to ESG and financial 

performance, legitimization of sustainable actions and ESG factors might be as giving the 

firms a better reputation in society. At the very least it can to some extent help firms to 

avoid bad reputation. A good reputation might in turn give them a competitive advantage, 

resulting in a higher financial performance.  

 

As seen before, ESG and financial performance has a positive correlation. If combining 

ESG factors in addition to the public disclosure of utilizing ESG, this should give an even 

better boost in financial performance. Legitimacy behavior proves to the society that the 

firm care about social values. Regardless if they actually do care about it or if they just 

want the general public to have a good perception of the firm, it certainly protects them 

from being punished by bad reputation. Guthrie et al., (2009, p. 2) also mentions that 

companies can utilize legitimacy to avoid attention. This could mean that firms who are 

disclosing ESG incorporation might be able to avoid attention to other business decisions 

that is lacking in regard to moral and social values but is providing a good financial 

performance. It is not a secret that bad reputation can hurt a firm. One recent example is 

the money laundering scandal within Danske Bank. The head of the banking regulation 

organization of Estonia demanded the bank to close its operations in the country 

following the scandal. This was due to the bad reputation it had on the financial market 

of Estonia (Cnbc, 2019). One can also assume that people would be more wary of doing 

business with a bank that got decreased reputation as a result of a money laundering 

scandal.  

 

2.2.4 The stakeholder and shareholder debate regarding sustainability 
The shareholder theory is commonly criticized due to its emphasis on shareholders and 

their benefits. It is important to remember that the general stakeholders are at least as 

important as the shareholders when running a successful business. The stakeholders of a 

company consist of the whole society (Tsu, 2015, p. 53). This means that a firm must act 

socially responsible, not only for creating value for shareholders, but also to serve the 

society. ESG implementation should therefore be a goal for corporations according to the 

stakeholder theory, because it benefits all stakeholders. 

 

It has been shown lately that stakeholders are becoming more interested in the 

environmental aspects of firm performance. Employees might have bad working 

conditions, while the customers are getting more aware of environmental pollution in 

general (Tarmuji et al., 2016, p. 67). It can therefore be beneficial for a firm’s executives 

to focus on ESG, since it focuses on decreasing environmental issues such as emissions 
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and improving labor conditions for the employees. Another benefit of following the 

stakeholders’ interests is the resulting positive reputation among the society (Tarmuji et 

al., 2016, p. 67). It was seen that the disclosure of ESG incorporation had an influence on 

the reputation among stakeholders, which can be linked to the previously mentioned 

legitimacy theory. This in turn resulted in boosted investor courage and increased 

competitiveness (Tarmuji et al., 2016, p. 72). Moreover, the study by Tarmuji et al. (2016, 

p. 72) which took a stakeholder approach to measuring the ESG and financial 

performance relationship, could conclude that there was a link between the variables. 

Similar results were found by Choi & Wang (2009, mentioned in Tsu, 2015, p. 57), where 

it could be seen that positive stakeholder relations are a contributing factor to a better 

financial performance. 

 

2.2.5 Summarizing ESG and financial performance 
In general, studies point towards a positive relation between ESG factors and financial 

performance. However, some factors seem to be more influential than others and there is 

some controversy regarding the governance factor. How the governance factor affects 

financial performance seem to depend on cultural and traditional differences. It could also 

be seen that ESG incorporation have a different impact on performance depending if 

measured on accounting or market performance. The legitimization of acting sustainable 

is also proven to have a positive link to financial performance by increasing a firm’s 

reputation among the society. With the respect to the opposing theories of shareholders 

and stakeholders, a link can be seen between ESG implementation and value creation for 

stakeholders. As mentioned, the stakeholders of a company can be the general society 

which would benefit from corporations focusing on sustainability factors. It is therefore 

logical to relate to the stakeholder theory when explaining the connection between ESG 

factors and financial performance. A connection could also be seen between the 

stakeholder approach and the legitimacy theory. This is explained by the increased 

reputation caused by having a positive relation with a firm’s stakeholders. 

 

2.3 Senior executive compensation 
Pepper (2006, cited in Pepper, A. 2010, p. xiv) explains senior executives in a company 

as the top managers, who have the ability to impact the firm’s performance through their 

business strategy and way of running the business. They impact both the financial aspects, 

such as share value and profits, as well as the reputation of the firm. According to Murphy. 

(1999, p. 5), executive compensation consists of both financial and non-financial benefits 

and is divided in four different components including the base salary, annual bonus, stock 

options and other long-term incentive plans, such as restricted stocks.  

 

The base salary is the main component in the executive compensation package, consisting 

of most of the total package structure. It contains the regular salary, plus additional 

payments made on a regular basis (Murphy. 1999, p. 79). In Sweden, the base salary 

consists of approximately half of the total executive compensation (EY, n.d. a, p. 5). 

Furthermore, in Norway and Denmark, the base salary is larger than the other 

components, with an exception for the Norwegian energy industry (EY, 2018, p. 13; 

Deloitte, n.d, p. 15). In Finland, the base salary consisted of less than half of the total 

compensation package for large firms. However, in small and medium size companies, 

the base salary amounted to as much as 85 percent of the total compensation (EY, n.d. b, 

p. 23). Salaries are settled in the employment contract and generally increases 

successively (Murphy. 1999, p. 9). In addition to its size, it can also be seen as the most 

important factor due to the other compensation components relying on the salary level 
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(Murphy. 1999, p. 10). A positive relationship between company size and executive base 

salary can clearly be seen in a Nordic country such as Sweden (EY, n.d. a, p. 13). 

 

Companies generally offer the executives some kind of annual bonus plan in addition to 

the base salary. The annual bonus is paid annually and is based on the performance of the 

executive during the year (Murphy. 1999, p. 10). It is not fixed as the base salary (Murphy. 

1999, p. 9), meaning that doing a great job is rewarded with a higher bonus. However, 

according to Murphy. (1999, p. 11), the amount of weighted executive performance in 

comparison to annual bonus only amounts to around twenty-five percent. This indicates 

that the annual bonus is not significantly higher between an average and a great 

performing executive. 

 

Stock options gives the executives the opportunity of purchasing firm shares for a 

predetermined price (Murphy. 1999, p. 16). As a result, the executive would become 

motivated to perform well, since an increase in the firm value and shares would provide 

a profit when exercising the stock options (Murphy. 1999, p. 17). Moreover, it is worth 

noting that the incentives from being an options holder does not equal those of regular 

shareholders. This is due to the lack of dividend payouts regarding the stock options. The 

executives who hold options are also more eager to take on risks, as well as losing their 

motivation in case of the share price decreasing enough to make the option worthless 

(Murphy. 1999, p. 18). 

 

The long-term incentive plans are constructed in order to motivate the executives to reach 

specific performance goals and staying in the company for a certain number of years 

(Pepper, A., 2010, p. 13). This can be in the form of restricted stocks (Murphy, 1999, p. 

23), pension, cash payments and financial or non-financial benefits (Pepper, A., 2010, p. 

13). The restricted stocks are conditional grants, meaning that the executives have to meet 

certain requirements in order to receive the stocks in the company (Tai, 2018, p. 138). 

The restricted stocks were found to amount to almost four times more of the CEO’s total 

compensation compared to the average total compensation (Murphy, 1999, p. 23). This 

indicates that the senior executives might receive more restricted stocks compared to the 

average executive. Moreover, restricted stocks are far less common in Sweden than other 

types of long-term incentive plans, such as a matching shares programs (EY, n.d. a, p. 

17).   

 

The research area of long-term incentive plans is somewhat controversial. Pepper, A. 

(2010, p. 223) found that long-term incentive plans might be questionable as a 

motivational factor. This is mainly due to the conclusion of them being more expensive 

for the firm than its perceived value for the senior executives.  

 

2.3.1 Studies linking executive compensation and financial performance 
The topic of executive compensation and financial performance is very controversial. On 

one hand, studies point out that there is a positive relationship between executive 

compensation and financial performance. Barber et al., (2006, p. 65-66), built on the 

existing awareness that there might be a relation between a firm's financial performance 

and the compensation of CEO’s. The study concluded that there was in fact a positive 

relationship between CEO compensation and financial performance factors such as price 

of stock and profits. They also found that price of stock can be a forecaster of the 

compensation itself. On the other hand, Core et al., (1999, p. 404) identified a negative 

relationship with board compensation and both operating performance and stock return. 
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It could be seen that firms who compensate their executives to a higher degree in general 

have problems with the Agency-principal relationship. Results also indicated that these 

firms had more fragile governance. It is therefore of great importance to understand the 

agency-principal relationship and agency cost in order to fully understand the impact 

executive compensation has on financial performance. 

 

2.3.2 Agency theory 
Agency theory explains the concept of an agent-principal relationship were the agent is 

supposed to act in account of the principal (Jensen & Meckling, 1976, p. 308). The agents 

are those who manages the firm in account for the principal’s, who are the owners of the 

firm (Panda & Leepsa, 2017, p. 79). In relation to this study, the agents can therefore be 

seen as the senior executives while the principals are the shareholders. In an optimal 

scenario, these parties do not have conflicting interests. When the agent’s actions conflicts 

with the interests of the principal, an agency-principal conflict arises. It is believed that if 

both parties have the goal of maximizing their own value, the agent might act according 

his or her own interests. In order to counteract this, the principal is encouraged to pay 

monitor costs to make sure that the agent in following the principal’s interests. There is 

also bonding costs for the agent’s expenditures to assure that he or she does not take 

actions that would harm the principal. Nonetheless, it is rare that the agency-principal 

relationship is optimal for both parties. The difference in monetary value between the 

actions taken by the agent and those which ultimately would be of most benefit to the 

principal is called residual loss. Agency cost is then illustrated as the sum of the 

monitoring cost, bonding cost and the residual loss (Jensen & Meckling, 1976, p. 308). 

Moreover, the authors mention that the manager and shareholder relationship is an 

example of a pure agent-principal relationship. In the case of our research, the managers 

could be switched out with senior executives. However, Jensen & Meckling. (1976) limit 

their study to focus mainly on the agency cost aspect of contractual agreement between 

the owners and the top executives in a firm (Jensen & Meckling, 1976, p. 309). 

 

Panda & Leepsa (2017), had the intention to analyze the existing theory and empirical 

evidence regarding agency theory. They refer to Jensen & Meckling about how agency 

theory is explained by the agency-principal problem. However, what is mentioned is that 

there is more than one type of agency problems. The first type is the classical agent-

principal problem explained by Jensen & Meckling. (1976). The second one is the 

principal-principal problem, which explains the issue of an interest conflict between 

minor and major owners of a firm. The minor owners are the small shareholders and the 

major owners have a significant proportion of shares giving them the benefit of a having 

a much larger impact on decision making. The third agency problem is the principal-

creditor problem, explained as the conflict between the shareholders and the creditors 

when it comes to the financing decisions. It is said that the shareholders get a much higher 

profit from a rewarding project, while the creditors do not and they still have to face some 

of the losses when a project fails (Panda & Leepsa, 2017, p. 80-81). The first type of 

agency problem, the one separating ownership and control, is believed to be most relevant 

to this research. The reason being is that we focus on the relation between executives 

(agents) and financial performance, which can be measured by for example shareholders 

(principals) return. 

 

There are solutions to the agency problem, and these are still ongoing topics among 

researchers. Eisenhardt (1989, mentioned in Panda & Leepsa 2017, p. 83) Explains how 

the agency problem can be counteracted by the use of a good governance system. There 
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need to be an information transparency to make sure the principals are informed about 

the actions made by the agents. The agents must also be able to be checked by the 

principals (Panda & Leepsa, 2017, p. 82). This points out the importance of good 

governance which has previously been discussed in relation to ESG and financial 

performance. Existing literature also mentions how executive compensation can be seen 

as a solution to the agency problem, by motivating the agent to act according to the 

interests of the principal (Jensen & Meckling, 1976, p. 309-310). On the other hand, the 

study conducted by Core et al., (1999) concluded about the role of executive 

compensation and how firms with a higher degree of agency problems issue more 

compensation to the executives. It also turned out that these firms had a worse financial 

performance. Moreover, it was pointed out that governance structure is associated with 

the degree of CEO compensation (Core et al., 1999, p. 371). This is also an indication to 

the importance of the governance factor on executive compensation and financial 

performance. Renneboog & Geiler. (2015, p. 100) explains that there are two different 

perspectives to look at when linking executive compensation to the agency problem. The 

classical approach agrees with previous literature that the compensation is a way to 

motivate the agent to follow the interest of the principal. On the other hand, there is the 

more recent perspective of managerial self-dealing. This approach describes how 

executive compensation is not only a motivational factor for the agent, but also a part of 

the agency problem. Executives have control of the board, which leads to them having 

influence of their own payment and compensation (Renneboog & Geiler, P, 2015, p. 101). 

 

Alshimmiri, T. (2004, p. 104) found a negative correlation between executive 

compensation paid in cash and the financial performance of firms. Following the 

managerial self-dealing approach of executive compensation, this could be the result of 

an agency problem. The executives could influence their own payment which would 

cause an agency problem. The agency problem would then cause a decrease in financial 

performance as could be seen in the study conducted by Core et al., (1999). Depken et 

al., (2005, p. 2) talks about the first type of the agency problem, explaining the agent-

principal conflict as caused by separating a firm’s management and ownership. Similarly 

to Core et al., (1999), their study showed that there was a negative relation between 

executive compensation and agency cost. It was also realized that different types of 

compensation have a different impact on agency cost (Depken et al., 2005, p. 30-31). As 

could be found in the study by Alshimmiri, T. (2004), Depken et al., (2005, p. 31) also 

found a negative relation between cash compensation and net agency cost. However, they 

also found out that compensation through restricted stocks and stock options had the 

complete opposite relationship. These findings might explain that executive 

compensation paid in cash is the culprit factor leading to higher agency costs and a worse 

financial performance. On the other hand, elements within executive compensation such 

as restricted stocks would lead to a lower agency cost and a higher financial performance. 

 

Regarding the agency-principal conflict, the stakeholder theory has seen some criticism 

based on the fact that it lacks in performance criteria. If the executives are able to follow 

their own interests, such as creating value for the general stakeholders or society, it will 

eventually end up as an agency cost (Jensen, 2001, p. 14). Maximum stakeholder value 

creation is not necessarily equal to value maximization for the shareholders. In the 

agency-principal relation as explained by Jensen & Meckling (1976, p. 308), it becomes 

a conflict when the interests of the agents and the principals do not match. One can then 

assume that the shareholder theory can be related to the agency theory and the agent-
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principal conflict, since it put emphasis on the conflict between executives and 

shareholders regarding value maximization for both parties.  

 

Aligning the interests of shareholders and executives and thus decreasing the agency cost 

can be done by focusing on creating shareholder value. An example is the issuing of stock 

options to the executives, since it motivates them to focus on maximizing shareholder 

value and the firm’s financial performance (Tsu, 2011, p. 52). In theory, the agent-

principal conflict would therefore cease to exist by using the shareholder approach to 

value maximization. 

 

However, the stakeholder and agency theory can also be related to some degree in the 

case of an interest conflict between stakeholders and the management of a firm. This is 

similar to the agent-principal conflict, whereas the stakeholders can be seen as the 

principals. In such conflict, the agent or management must make a trade-off in order to 

meet the interest of both parties. In addition, the agent must start planning how even more 

stakeholder value can be created after the trade-off (Freeman et al., 2010, p. 28). Such 

actions could therefore be a solution to the agency problem according to the stakeholder 

theory. 

 

2.3.3 The Stewardship theory 
The stewardship theory is an alternative to the agency theory regarding how executives 

will act within an organization. While the agency theory assumes that there is an agency 

conflict were managers act according to their own interests, the stewardship theory 

assumes that executives act responsible as stewards in account of the owners. The basis 

of the stewardship theory is that the managers or agents want to achieve maximum 

performance and therefore share the same interests as the principals (Cossin et al., 2015, 

p. 4-5). The stewardship theory explains that executive compensation does not need to be 

related to financial performance of a company. Instead it sees executives as trustworthy 

individuals, who follows the owners’ interests without the need of being motivated by 

compensation (Otten, J., A. 2008, p. 16). This might therefore explain the stewardship 

theory as irrelevant when trying to explain executive compensation and its impact on 

financial performance. The same conclusion was made by Maseko, N. (2015, p. 6). He 

concluded in his study that the stewardship theory was lacking in regard of viewing 

executive compensation as an incentive for managers. However, when it comes to factors 

affecting stewardship behavior within a corporation, motivation is stated to be one of the 

influential factors according to Cossin et al (2015, p. 5). Executive compensation can be 

seen as a motivational factor and might therefore determine to what degree executives act 

as stewards. Furthermore, there are studies showing a relation between competitive 

advantage and stewardship. It was found that family owned corporations had a higher 

financial performance than those who were non-family owned. This might be an 

indication that stewardship is linked to better financial performance, by the fact that 

executives in family owned firms are often linked to the habit of acting as stewards. 

However, this area is still a bit lacking and needs more research (Cossin et al., 2015, p. 

29). 

 

2.3.4 Summarizing senior executive compensation and financial performance 
The relationship between executive compensation and financial performance is indeed a 

controversial subject within the theoretical field. It can be said that higher agency costs 

cause worse financial performance. However, if executive compensation can be seen as 

an agency cost or a solution for the agency problem highly depends on the chosen 
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perspective of the agency theory. If seen as an agency cost, it can also be decreased by 

the use of a transparent governance structure. Executive compensation seems to have 

alternate effects on agency costs, depending on the different components of the 

compensation package. Studies clearly points towards a negative relationship between 

executive compensation paid in cash and the financial performance of the firm. It seems 

as executive compensation in theory can be seen as a solution to the agency problem. 

However, in reality it seems to be a negative factor, especially if paid in cash. This is with 

the exception of compensation in the form of restricted stock and stock options, which 

seems to lower the agency cost. The total senior executive compensation and its impact 

on Nordic firm’s performance might therefore be an interesting case, since the restricted 

stocks are fairly uncommon in Sweden. There is also some evidence pointing out a 

positive relation between stewardship behavior and motivational factors such as 

executive compensation. Nonetheless, there is a research gap when it comes to linking 

stewardship behavior and financial performance. 

 

Connecting to the stakeholder and shareholder theory, as opposed to sustainability and 

financial performance, it seems as if the shareholder theory is better explaining the agent-

principal relationship. Mainly because the agency-principal conflict is when there is a 

difference between the shareholders’ and the executives’ interests concerning value 

creation. The executives could have an interest of creating value for the stakeholders, 

which would create a conflict between the executives and the shareholders. This leads to 

increased agency costs and a decreasing financial performance of the firm.  

 

It can also be said that the agent-principal conflict might be countered by using the 

shareholder approach to value maximization. The issuing of stock options to managers 

might make their interests align with those of the shareholders, since they will be 

motivated to increase the share value. This is also confirmed by the findings indicating 

that executive compensation in the form of stock options have a positive relation to 

financial performance. 

 

2.4 Theoretical framework summary and hypotheses 
As seen from the existing theories and studies, there are some theoretical connections 

between senior executive compensation and sustainability. This is mainly due to both 

variables affecting financial performance as seen in figure 2. Sustainability is generally 

shown to have a positive impact on financial performance, while the impact of senior 

executive compensation depends whether it is considered an agency cost.  

 

The relative effect of the two variables on financial performance can be explained by both 

the shareholder theory and the stakeholder theory. The stakeholder theory as a framework 

lacks performance criteria, thus making executive compensation an agency cost which 

eventually leads to a worse financial performance. However, the stakeholder theory also 

explains how the interests of the executives and stakeholders can be aligned by doing 

trade-offs. If stakeholders are seen as principals in a similar way as shareholders, the 

trade-offs could be seen as a way of decreasing agency costs.  Following the shareholder 

approach, executive compensation might be a way of diminishing the agent-principal 

conflict and thus decreasing agency cost. A decrease in agency costs ultimately results in 

a higher financial performance.  

 

When looking at sustainability and financial performance, the stakeholder theory is 

commonly referred to due to stakeholders consisting of not only the shareholders but also 
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the society as a whole. As previously seen, there are studies with a stakeholder’s approach 

which could link ESG factors to financial performance. Following the stakeholders’ 

interests, a firm will get a good reputation which eventually might result in increased 

financial performance. This is also connected to the legitimacy theory and the disclosure 

of actions related to corporate social responsibility. Using the shareholder theory as a 

framework, ESG should only be incorporated in firms’ operations if that leads to 

shareholder value maximization. 

 

In order to fulfil the purpose of the thesis and explain the relationship between 

sustainability and total senior executive compensation, the following hypothesis will be 

used: 

 

H1: High total senior executive compensation is positively related with a high emphasis 

on sustainability. 

 

As previously discussed, these factors separately impact a firm’s financial performance. 

By finding out the relationship between these, the impact of governance on financial 

performance will also become clearer. ESG-score and executive compensation is affected 

by governance, however their combined impact on financial performance is relatively 

unknown, especially in the Nordics. 
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3. Scientific method 
This chapter will be discussing the process seen in figure 8 and the different approaches 

to conducting research, as well as the chosen approach for this thesis. Firstly, the research 

philosophy will be explained along with the chosen ontological and epistemological 

assumptions for the research. The next step involves choosing the research design and the 

appropriate research method for gathering the data. After going through the research 

design and method, the different strategies related to research will be explained. This will 

be followed by describing the chosen time horizon. Lastly, the chosen research approach 

will be discussed (inductive vs. deductive).  

 

A section regarding how existing literature have been found will follow the research 

process. In addition, the criticism regarding the chosen sources will also be discussed. 

Finally, the chapter will include the ethical and social considerations that were kept in 

mind while conducting this research. 

 

 
Figure 8. The process of this research. 

 

3.1 Research philosophy 
Research philosophy is about making assumptions of how you perceive the world. This 

will in turn support how the research is conducted in regard to strategy, method and 
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understanding research findings (Saunders et al., 2009, p. 108). In order to develop a 

philosophical viewpoint, one must make ontological and epistemological assumptions 

(Saunders et al., 2009, p. 109). These assumptions are concerning how you perceive the 

nature of reality and what constitutes as acceptable knowledge respectively.  

 

The way the assumptions are made depends on the chosen paradigm of the research 

(Collis & Hussey, 2013, p. 47). There are two main paradigms to consider when 

conducting research, namely positivism and interpretivism. This study will follow the 

positivist approach, which is the framework of choice when conducting quantitative 

research for exploring and measuring empirical data. The positivism paradigm reflects 

social reality as scientific, which can be measured and proved objectively. Research 

carried out with a positivist approach does not impact the social reality, since it is 

independent from the researcher (Collis & Hussey, 2013, p. 44). In contrast there is the 

interpretivism, which opposes the idea that social reality is objective and distant from the 

researcher. Following the interpretivist approach, research is conducted by interaction 

and the findings are perceived differently between people. This is due to the interpretivists 

seeing social reality as subjective. Moreover, the interpretivism paradigm is associated 

with qualitative research, which makes it unsuitable for this thesis (Collis & Hussey, 

2013, p. 45).  

 

3.1.1 Ontological assumptions 
Ontology is an assumption regarding what is the nature of reality. The view of what is 

reality depends on if the researcher has a positivist or an interpretivist approach to 

research philosophy. The positivists argue that the nature of reality is objective and 

therefore external to the one conducting research. It is something you can see and 

measure. Furthermore, positivist assume that there is one sole reality which everyone has 

a similar idea of. On the other hand, the interpretivist approach to ontology sees the nature 

of reality as subjective. In contrast to the positivist view, interpretivists believe that there 

are more than one reality and that the nature of reality itself is a social construct (Collis 

& Hussey, 2013, p. 47).  

 

Having a subjective view of what reality is means that one sees reality as fictional, made 

of our own perceptions as individuals. The nature of reality therefore varies among 

different subjects and there is no clear definition of was reality really is. The objective 

view is scientific and sees reality as solid, something you can touch and measure. The 

objective reality is not just in our minds, but like a solid object that is always existing and 

is perceived similarly by everyone (MacIntosh & O’Gorman, 2015, p.55). 

 

This study is exploring the relationship between sustainability and senior executive 

compensation. The objective approach will be used regarding ontology, due to it 

explaining the nature of reality as singular and something that can that can be measured. 

This is approach is relevant to this research, since the conclusions made of the explored 

relationship will be based objectively of the assumption that there is one true reality. 

Moreover, the subjective approach is related to understanding the nature of reality by 

focusing on meanings as opposed to facts (MacIntosh & O’Gorman, 2015, p. 60). This 

research will be based on facts from a reality that is perceived the same regardless of who 

is analyzing it, thus making the objective approach more suitable. 
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3.1.2 Epistemological assumptions 
Epistemology is the assumption of what constitutes as valid knowledge. The positivist 

approach explains valid knowledge as objective and something that can be observed and 

measured (Collis & Hussey, 2013, p. 47). Theory is intended to be used for generating 

hypotheses which later is statistically tested in order to generate knowledge (Bryman, 

2012, p. 28). The resulting knowledge should be constituted as reliable facts which can 

be used to make generalizations (Saunders et al., 2009, p. 119).  

 

Following the interpretivism paradigm however, knowledge is seen as subjective. Instead 

of being observed and measured objectively, valid knowledge is created through focusing 

on subjective meanings and situations (Saunders et al., 2009, p. 119). The research is 

dependent on having a close distance between the researcher and what is being 

researched, which commonly involves various forms of participative inquiry. (Collis & 

Hussey, 2013, p. 47).  

 

This study is following the positivist approach to epistemology. The interpretivist sees 

knowledge as something that can be explained by interacting with what is explored in 

order to understand different meanings. Furthermore, since these meanings are 

subjectively interpreted, the conclusions drawn from an interpretivist would be different 

depending on who is doing the research. By taking the positivist approach, knowledge 

would be considered objective, leading to the researcher conducting tests and 

measurements. In this case, conclusions regarding the relationship between sustainability 

and senior executive compensation will be made by making objective conclusions, since 

it results in factual knowledge that is perceived the same by everyone. 

 

3.2 Research design & methodology 
There are four different types of research categories including exploratory, descriptive, 

analytical and predictive research. Exploratory research is conducted in cases where there 

is a lack of current information on the topic due to the lack of previous studies. The aim 

with exploratory research is to come up new hypotheses instead of testing a hypothesis 

(Collis & Hussey, 2013, p. 4). Furthermore, it is a useful research type when aiming to 

clarify an existing problem in a new light. The one doing exploratory research has to be 

flexible and willing to adapt and change when new findings arise (Saunders et al., 2009, 

p. 139-140).  Descriptive research is conducted when trying to explain an existing 

phenomenon. This is carried out by identifying and gathering knowledge related to a 

specific problem (Collis & Hussey, 2013, p. 4). Descriptive research can be done in 

conjunction to exploratory and analytical research. This is because it can be useful to have 

a good understanding of a phenomena before collecting data (Saunders et al., 2009, p. 

140). Analytical or explanatory research is the progression of descriptive research. After 

having a clear picture of an existing phenomena, its characteristics or variables can be 

measured and analyzed statistically in order to understand different relationships. 

Predictive research is studying the probability of a certain event or relationship from an 

analytical research to reoccur in another situation. This is done for example by 

generalizing relationships of one sample and applying it to another. This research type 

can therefore be seen as a continuation of analytical research (Collis & Hussey, 2013, p. 

5).  

 

This thesis tries to explain the relationship between ESG score and senior executive 

compensation. Analytical research is therefore the most suitable research type for this 

thesis. An exploratory research approach would be unsuitable, due to the fact that it 
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emphasizes on developing new hypotheses. This thesis is explaining the causation 

between variables with the aid of existing theories, so there is no need to develop new 

theories. Furthermore, there is already a considerable amount of existing knowledge 

regarding executive compensation and sustainability, as well as connecting theories. 

Consequently, there is no need to conduct a descriptive research to describe the chosen 

variables. Moreover, secondary data will be used when conducting this research. 

Exploratory research is related to interviews and surveys which is not the chosen data 

collection method (Collis & Hussey, 2013, p. 4). 

 

In regard of selecting a research method there are two approaches that can be chosen 

between when processing the research, quantitative or qualitative (Collis & Hussey, 2013, 

p. 5). The quantitative method follows the positivist and objective approaches regarding 

the research philosophies (MacIntosh & O’Gorman, 2015, p.155). It is therefore 

associated with the collection of numerical data that can be quantified and analyzed 

through statistical testing in order to answer the research question (Collis & Hussey, 2013, 

p. 5-6). The qualitative approach involves collection of qualitative data by for example 

doing interviews and transcribing what is being said (Bryman, 2012, p. 485), or by 

observing the research subject (Saunders et al., 2009, p. 288). In contrast to the 

quantitative data, qualitative data is non-numerical (Collis & Hussey, 2013, p. 6). Due to 

the association with the subjective interpretivist approach, qualitative data is analyzed by 

interpreting what is going on in the context of the research. This context is related to the 

social world and the behavior and interpretation of people and their respective 

environments (Bryman, 2012, p. 399).  

 

This research is conducted with a quantitative research method. This is because of its 

association with the positivist and objective approaches to ontology and epistemology. 

Additionally, this thesis will use numerical secondary data of ESG-scores and total senior 

executive compensation, which statistical tests will be conducted on. Moreover, this data 

will be gathered from the Eikon database. The qualitative method would not be applicable 

for this research due to its affiliation with subjective interpretation of the social world and 

the interpretivist approach to interpreting valid knowledge. As previously explained, 

quantitative data is non-numerical and therefore unsuitable to conduct statistical testing 

and measuring which is the planned approach to fulfilling the research purpose. However, 

one could technically apply the qualitative method in order to find the relationship 

between ESG-scores and senior executive compensation. An example would be 

interviewing senior executives and ask them how they perceive the relationship between 

their compensation and the impact it has on their decision making regarding ESG. This 

could work, but one must remember that by following the positivist approach, it is easier 

to make generalizations due to the use of large samples. This also results in more factual 

knowledge instead of interpretations (Saunders et al., 2009, p. 119). 

 

3.2.1 Research strategy 
According to Saunders et al. (2009, p. 141), there are multiple research strategies to 

choose from depending on the chosen research type. These are experiments, surveys, case 

studies, action research, grounded theory, ethnography and archival research. This section 

will explain the different research types, as well as motivating the choice for this thesis.  

 

Experimental research is appropriate for studying links between dependent and 

independent variables. Furthermore, the more complicated studies usually require more 

than one independent variable. It is associated with positivism as a result of utilizing 
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statistical tests and measuring objective data. This research type is commonly used when 

measuring a causal link between a predetermined action (dependent variable) and its 

effect on an experimental subject group (independent variable). For comparison, there is 

also a control group that is being measured who believe they are subjects of the test, but 

no interference is made. This type of research is not appropriate for this thesis, since it is 

related to experimenting on people rather than testing variables collected from secondary 

data. (Saunders et al., 2009, p. 142; Collis & Hussey, 2013, p. 60). 

  

Surveys are popular for exploratory research in conjunction with descriptive research. It 

involves the collection of quantitative data from for example a questionnaire, which later 

is analyzed in order to make generalizations. Although this strategy is most commonly 

associated with positivism, it can also follow the interpretivist approach. This is done 

when doing more in-depth interviews in order to get a good insight, rather than collecting 

from a large sample (Saunders et al., 2009, p. 141; Collis & Hussey, 2013, p. 62-63). 

Moreover, Collis & Hussey. (2018, p. 62) explains that surveys involve the collection of 

primary data. Therefore, it is not applicable for this thesis, since secondary data is being 

collected.  

 

Case studies are the method of choice when conducting a study with the aim of getting 

an in depth understanding of behavior and context. This involves exploring a particular 

case or phenomenon in its real-life setting (Collis & Hussey, 2013, p. 68). As previously 

explained, the understanding of behavior is related to the interpretivist paradigm and is 

therefore not appropriate for the positivist approach taken in this thesis. 

 

Action research is explicitly focusing on taking action. This strategy is favorable for 

answering research questions regarding “how” something is happening. The researcher 

is constantly adapting to change as a result of constantly diagnosing the context, planning, 

acting and evaluating the attained knowledge (Saunders et al., 2009, p. 147-148). This 

strategy is not applicable to this research, considering that the purpose is to find out “what 

is the relationship” and not “how something is happening”. 

 

Grounded theory a strategy commonly associated with an inductive research approach. 

However, it can also be a combination of both inductive and deductive research. It is 

generally used when building theory explaining behavior within organizations, without 

any previous theoretical framework (Saunders et al., 2009, p. 148-149). Nonetheless, this 

thesis is not focusing on explaining behavior, thus making the grounded theory strategy 

unsuitable. 

 

Ethnography is an entirely inductive research strategy. The aim is to explain the world 

from the research subjects’ point of view, in order to explain how the subject perceives 

the world he or she resides in. Similarly to action research, this strategy is very flexible 

since the patterns in the subjects world is constantly changing (Saunders et al., 2009, p. 

149). Since this strategy is based on the inductive approach, it will not be applicable to 

this thesis. This is also due to it emphasizing on subjective perceptions which is related 

to the interpretivist paradigm. 

 

Archival research involves collecting administrative data that has been documented by 

organizations. The original purpose of the data collected through this strategy differs from 

the purpose of the researcher.  (Saunders et al., 2009, p. 150). Moreover, Ventresca & 

Mohr. (2002, p. 2) explains that this administrative data can also be collected from 
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databases. This is the strategy of choice for this research. The reason for this is because 

historical data will be collected from the Eikon database. Furthermore, the collected data 

from Eikon was not originally made for examining the relationship between sustainability 

and total senior executive compensation. 

 

3.2.2 Time horizons 
There are two different approaches to time horizon when doing research, cross-sectional 

and longitudinal. Cross-sectional studies are implemented when researchers analyze one 

particular observation at a specific time sequence (Saunders et al., 2009, p. 155). 

Furthermore, Collis & Hussey. (2013, p. 62) explains these studies as a method of 

gathering different data over the same period.  

 

Instead of focusing on the same time period, longitudinal studies are focusing on 

observing change over time. It is useful for studying research subjects or variables over a 

long period in order to observe how these changes. (Saunders et al., 2009, p. 155-156). 

Moreover, longitudinal studies are conducted by measuring the same subjects repeatedly, 

rather measuring various subjects at one point in time (Caruana et al., 2015, p. 1) 

 

Cross-sectional studies are generally associated with the survey strategy (Saunders et al., 

2009, p. 155). However, this type of study is also relevant to the approach of this thesis 

due to the way data will be collected and analyzed. After collecting data of the different 

variables, each year with its respective variables will count as one observation. In 

contrast, the longitudinal approach would be unsuitable, since it is focusing on observing 

the data over a span of several time periods. 

 

3.3 Research approach 
When doing research, there are two separate research approaches to choose between. 

These are the inductive versus the deductive approaches. These approaches differ 

regarding the way theories are related to the research (Saunders et al., 2009, p. 124). 

 

The inductive approach is associated with interpretivism. It is used when the aim is to 

create theory as an outcome of the analyzed data (Saunders et al., 2009, p. 124). Inductive 

studies involve doing observations, of which general conclusions can be drawn in order 

to build theory (Bryman, 2012, p. 26). Inductive studies are associated with qualitative 

research methods such as interviews (Bryman, 2012, p. 27). An example of creating 

theory as a result of using the inductive approach, is when the researcher tries to 

understand the essence of a problem by using a qualitative research method to collect 

data. This data is later analyzed with the result of a new theory that explains the problem 

and what is going on in the particular situation. Moreover, as a result of being affiliated 

with interpretivism, the inductive approach is related to understanding the social world 

and human behavior (Saunders et al., 2009, p. 126). It is however worth noting that 

qualitative methods do not necessarily build theory, and these methods might also use 

theories to some degree in the background when doing the research (Bryman, 2012, p. 

27).  

 

In contrast to the inductive approach, the deductive process is related to the positivist 

paradigm. Deductive studies aim to test existing theories to the outcome of the research, 

rather than building theory as a result of the conclusions that are made (Saunders et al., 

2009, p. 124). The deductive process, as shown in figure 9, involves using existing 

theories as a basis for creating hypotheses. These hypotheses are later tested after 
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collecting data, thus testing the existing theories. The theory therefore comes before the 

observations as opposed to the inductive approach, where the observations comes before 

the theory (Bryman, 2012, p. 24). Furthermore, the deductive approach is related to 

quantitative research methods, since the deduction process involves using data that can 

be measured statistically in order to generalize a population. The deductive approach 

therefore involves exploring the relationship between variables in contrast to 

understanding behavior and the social world as would be common among inductive 

studies (Saunders et al., 2009, p. 125). However, Saunders et al. (2009, p. 124) explains 

that the classification that the deductive approach is related to positivism and vice versa 

might be misleading, as this might not always be the case. 

 

The aim of this thesis is the explore the relationship between sustainability and senior 

executive compensation. Using the inductive approach would be unsuitable, due to it 

being a process of generating new theory as a result of the findings. The goal of this 

research is not to build new theory, but rather to use the existing theoretical framework 

in order to create and test hypotheses. These hypotheses will be used to draw conclusions 

about the relationship between the chosen variables. As a result, the deductive approach 

is the chosen approach for this research. 

 

 
Figure 9. The deduction process. 

Source: (Bryman, 2012, p. 24) 

   

3.4 Literature search process  
When searching for appropriate literature, the first step was to define what kind of 

information that was needed. The aim was to find studies and theories related to 

sustainability, senior executive compensation, as well as their respective impact on 

financial performance. This resulted in essential keywords such as ESG, sustainability, 

executive compensation and financial performance. These keywords were later used in 

numerous databases, as for example DiVa, Ebsco, Umeå University Library database, 
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Google Scholar, ResearchGate and SSRN. In these databases, full text articles and books 

could be found which was later used for referencing after conducting an evaluation. 

 

3.5 Source criticism 
Saunders et al. (2009, p. 69) explains that there are three different literature source types, 

including primary, secondary and tertiary literature. The former includes company 

reports, government publications, theses among others. Secondary literature consists of 

for example journals, books and newspapers. The tertiary literature encompasses highly 

detailed information and includes indexes, abstracts, encyclopedias etcetera. This 

research has mostly used secondary literature such as journals, books and a few 

newspapers. However, some primary literature has also been used, for example company 

reports and government publications.  

 

It was of great importance to find reliable sources when doing the research. Therefore, 

each source had to be evaluated regarding their reliability. The goal was to use have a 

rich bibliography with as many journals, especially academic, as possible. According to 

Saunders et al. (2009, p. 70), academic journals are very important when doing research, 

since their content is peer evaluated by experts within the respective field. Relevant books 

have also been used when writing the research chapters as well as introducing theories, 

which Saunders et al. (2009, p. 73) explains as proper uses for books when doing research. 

When writing the introductory chapter, as well as when mentioning recent events, the 

thesis has taken use of some newspaper articles. This is certainly a great source of 

information when covering recent events and trends. However, newspapers might be 

lacking in reliability since they might be biased (Sounders et al. (2009, p. 74). However, 

only newspaper articles from well-known newspapers such as Forbes were used in order 

to make sure that the information was as reliable as possible. When it comes to primary 

literature, the same prudence was taken as for newspapers. Therefore, the used primary 

literature comes mainly from reliable sources such as Ernst & Young, Nordea and the 

Swedish government. 

 

3.6 Ethical and social considerations 
The authors of this thesis see social and ethical considerations as important, since the 

topic is regarding ESG, which includes social factors. Ethical considerations are mostly 

something to keep in mind when doing social research that involves participations of 

subjects. An example of this would be an observational research design of the 

consequences of using tobacco. In that case, it would be highly unethical to encourage 

non-smokers to smoke just for the purpose of the research (Bryman. (2012, p. 61). 

Moreover, it is a breach of the social and ethical considerations if the research subjects 

come in harm, or if they are not informed about what is going on (Bryman. (2012, p. 146). 

 

Due to this research being conducted through the use of secondary data and no 

participation, the ethical and social aspects to consider are relatively minimal. All 

information used for this research is publicly available and there is no personal integrity 

or confidentiality issues to take into consideration. However, the results of this study 

might have an impact on social and ethical factors through executive decision making. 

The way that total senior executive compensation and sustainability are related might 

impact the degree of emphasis put on sustainability and social factors within firms. An 

example would be if a high senior executive compensation is related to a low ESG-score. 

This could encourage senior executives to put less resources into sustainability, since it 

maximizes their own profitability. This would also result in an increased agency cost from 
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the stakeholders’ perspective. Less emphasis on ESG as an outcome of this study would 

certainly be an ethical and social issue that must be taken into consideration. On the other 

hand, if the results show that a high senior executive compensation is related to a high 

emphasis on ESG, the social and ethical impact would be the opposite. This would 

encourage senior executives to focus more on ESG in order to achieve a high 

compensation package, thus also decreasing agency cost according to the stakeholder 

approach.  

 

The ethical and social impacts of having a high or a low level of ESG incorporation can 

be understood when looking at the various components of ESG. As previously mentioned, 

the social factor of ESG is regarding topics such as employment quality, health and safety, 

human rights, product responsibility and so on. If senior executives put less resources into 

these factors, it will have a negative social impact on both the workforce and the overall 

society. The same ethical concerns occur if firms start caring less for environmental 

factors, such as controlling the degree of emissions. 

 

One could also argue from a shareholder perspective, that it would be unethical to focus 

on ESG and the firm’s stakeholders if that were to be shown to increase senior executive 

compensation. This could then be explained as an agency cost, since the executives would 

try to increase their own compensation at the expense of the shareholders’ interests. 
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4. Research method 
This chapter will explain the course of action of analyzing the relationship between senior 

executive compensation and sustainability. First off, the chapter will explain the chosen 

population, sample and the database that the secondary data will be collected from. 

Thereafter, the selected variables will be explained, such as the independent, dependent 

and the control variables. At last, the chosen statistical tests, statistical hypotheses and 

models used for analyzing will be explained. 

 

4.1 Population and sample 
In order to study a population, for example Nordic companies, a fragment of the 

population is created as a sample. Following the positivist approach, the sample is then 

used to make generalizations of the entire population (Collis & Hussey, 2013, p. 51). As 

previously explained, this thesis tries to explore the relationship between senior executive 

compensation and sustainability in the Nordics. In order to accomplish this, a sample of 

secondary data of companies in the Nordic stock exchanges will be collected. This sample 

will in turn generalize the entire Nordic stock market regarding the relationship that is 

being explored. As previously mentioned, the Nordic countries have been shown to have 

very high ESG-scores, thus valuing factors related to sustainability. This makes these 

companies very interesting to use as a sample when researching about the relationship 

between sustainability and senior executive compensation. 

 

The sample will be collected from the Eikon database, which holds approximately 1453 

companies from the largest stock exchanges in Sweden, Norway Denmark and Finland 

respectively. This includes companies from the Swedish Nasdaq OMX Stockholm, the 

Norwegian Oslo Børs, the Danish Nasdaq OMX Copenhagen, as well as the Finnish 

Nasdaq OMX Helsinki (Oslo Børs, n.d; Nasdaq, 2017, p. 1; Nasdaq, n.d).  

 

The selected sample will be comprised of Nordic companies with disclosed information 

of ESG-scores and total senior executive compensation, as well as the extraneous 

variables during the years 2008 to 2017. The reason for picking this time interval is the 

fact that there was a lack of disclosure of some variables during 2018 and 2019. This 

might be because the annual reports have not been published yet for those years. 

Moreover, due to not every Nordic company having available information on ESG-score 

nor total senior executive compensation, some companies have to be excluded from the 

sample. The same goes for companies with lacking information of the chosen extraneous 

variables. The final sample will therefore include a total of 101 different companies from 

various industries within the Nordics. Henceforth, as a result of doing a cross-sectional 

study and disregarding the observations with lacking information of one or more 

variables, the sample will amount to a total of 895 observations. 

 

4.2 Variables 
 

4.2.1 Dependent and independent variables 
As previously explained, analytical research is when independent and dependent 

variables are studied to explore the relationship between them (Saunders et al., 2009, p. 

142). When measuring an independent variable and a dependent variable, the independent 

variable is impacting the value of the dependent variable. This means that independent 

variables are used to measure the impact it has on the dependent variable (Collis & 

Hussey, 2013, p. 204). 
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The goal of this research is to explore the relationship between two variables at a time. 

Both of these variables will serve as dependent and independent variables as statistical 

tests are performed. The reason for this is because in order to examine “what” is the 

relationship of two variables, it is of interest to see how both of these variables impact 

each other. This means that when tests are conducted to see the effect of an ESG-score 

on senior executive compensation, it will then be the independent variable. The opposite 

is true when looking at the impact of senior executive compensation on an ESG-score. In 

that case, the total senior compensation will be the independent variable and the ESG-

score will be dependent. 

 

This study will examine 5 independent and dependent variables. These consist of the 

environmental-score, social-score, governance-score, total senior executive 

compensation ratio and the ESGC-score. The latter is the ESG-score (composed of the 

three E, S and G-scores), combined with an ESG controversy score. The controversy 

score and the resulting ESGC-score was added in order to discount the ESG performance 

for reported controversies faced by the firms. The Eikon database covers more than 7000 

different companies with the ESGC-score (Refinitiv, 2019, p. 3)  In total it consists of 

400 different measures of ESG-data gathered from company reports, 178 ESG measures 

that make up the ESG-score, and finally 23 controversy measures making up the 

controversy score. The ESGC-score and the separate environmental, social and 

governance scores ranges from 0 to 100, where a higher score indicates a better ESG 

performance (Refinitiv, 2019, p. 7). The reason for choosing the ESGC-score instead of 

the original ESG-score, is because it is a newer and more enhanced measure that takes 

more factors into account. 

 

The environmental, social and governance scores are separately calculated in order to 

determine the overall ESG-score. But as previously stated, it is of interest to explore how 

each of these factors separately affects or is affected by senior executive compensation. 

Each factor and its respective categories, as could be seen in figures 3,4 and 5, are given 

different weights. For example, the environmental-score has a 34% weight of the overall 

ESG-score, where the emissions topic is given 1% more weight than the others. The social 

score has a weight of 35,5%, where the workforce is distributed 16% of the weight. 

Human rights, community and product responsibility is given 4.5, 7 and 7% weight 

respectively. The governance-score has a total weight of 30,5% where the vast majority 

of weight is applied to the management topic (Refinitiv, 2019, p. 8). 

 

The total senior executive compensation consists of the total compensation received by a 

firm’s senior executives. This data from Eikon is collected from the firms’ annual reports 

for the years 2008 to 2017. In order to make this measurable without the results being 

biased by factors such as company size, it will be divided by the firms’ total revenue for 

the same years. The resulting senior executive compensation will therefore be a ratio of 

the total sales made by the same companies in the same year. Moreover, the total revenue 

is made up of the companies’ sale of merchandise, goods and services, as well energy 

distribution for the energy providing firms. The total revenue is also collected from Eikon 

and the data origins from annual reports. 

 

4.2.2 Extraneous variables 
Extraneous variables include any variable, that in addition to the independent variables 

have the ability of impacting the value of a dependent variable (Collis & Hussey, 2013, 
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p. 204). These variables are important to take into account in order for the independent 

variable to be the sole variable influencing the dependent variable (Seelig et al., 2008, p. 

408). They can therefore be seen as aiding the research, by eliminating noise and 

providing a more focused correlation between the independent and the dependent 

variables. 

 

The extraneous variables that will be used in this research are industry, country, market 

capitalization and return on assets (ROA). The chosen sample consists of companies from 

36 different industry groups, which are coded from 1 to 36. There is a great variety of 

industries, ranging from biotechnology and medical research to food and tobacco. As can 

be seen in figure 10, Machinery, tools, heavy vehicles, trains & ships is the most common 

industry group in the chosen sample, consisting of 11 companies. Oil & Gas related firms 

are also common in the sample, mostly consisting of Norwegian companies.  

 

 

 
Figure 10. Industry distribution. 

As this study focuses on the four major Nordic countries, Sweden, Norway, Denmark and 

Finland, they are the ones included in the country variable. For statistical purposes, the 

countries are coded as following: Sweden = 1, Norway = 2, Denmark = 3 and Finland = 

4. Furthermore, as seen in figure 11, the sample consists of 41 companies from Sweden, 

17 from Norway, 20 from Denmark and 23 from Finland. 

 



 

33 
 

.  
Figure 11. Country distribution. 

Market capitalization is defined as “a firm’s current stock price multiplied by the number 

of shares that are outstanding” (Leach & Melicher, 2018, p. 248). This is therefore a great 

variable to use for measuring a firm’s size and is thus used as a extraneous variable to 

eliminate bias related to the size. Size could for example impact the amount of emphasis 

put on ESG, since large firms would have more resources than small firms. 

 

Finally, return on assets (ROA) will be useful since it will eliminate the effect of the firm's 

profitability level. It is a ratio of how effectively a firm is making use of their assets, 

measured the profit after tax divided by total assets (Leach & Melicher, 2018, p. 64). The 

return on assets used in this research is computed in percentage. 

 

4.3 Statistical hypotheses 
In order to answer the research question “What is the relationship between sustainability 

and senior executive compensation?”, the following statistical hypotheses will be used: 

 

H01: ESGC-score has no significant relationship with total senior executive 

compensation. 

HA1: ESGC-score has a significant relationship with total senior executive 

compensation. 

 

H02: Total senior executive compensation has no significant relationship with ESGC-

score. 

HA2: Total senior executive compensation has a significant relationship with ESGC-

score. 

 

H03: Environmental-score has no significant relationship with total senior executive 

compensation. 

HA3: Environmental-score has a significant relationship with total senior executive 

compensation. 

 

H04: Total senior executive compensation has no significant relationship with 

environmental-score. 

HA4: Total senior executive compensation has a significant relationship with 

environmental-score. 
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H05: Social-score has no significant relationship with total senior executive 

compensation. 

HA5: Social-score has a significant relationship with total senior executive 

compensation. 

 

H06: Total senior executive compensation has no significant relationship with social-

score 

HA6: Total senior executive compensation has a significant relationship with social-

score 

 

H07: Governance-score has no significant relationship with total senior executive 

compensation. 

HA7: Governance-score has a significant relationship with total senior executive 

compensation. 

 

H08: Total senior executive compensation has no significant relationship with 

governance-score. 

HA8: Total senior executive compensation has a significant relationship with 

governance-score. 

 

4.4 Regression analysis 
The multiple regression model is appropriate when analyzing a dependent variable with 

the use of several independent variables (Collis & Hussey, 2013, p. 204). This works by 

separating the effect that each independent variable has on the dependent variable 

(Studenmund, 2014, p. 13). This will make it possible to separately access both the 

relationship between for example sustainability and senior executive compensation, as 

well as the relationship between sustainability and the extraneous variables. As explained 

before, this separation can be used to eliminate bias from the extraneous variables, such 

as ROA and market capitalization. This type of model has also been used in similar 

previous studies used in the theoretical framework (Kassim & Noordin, 2015; Velte, 

2017) In this case, one dependent variable, one independent variable, as well as four 

extraneous variables are measured simultaneously. As explained earlier, the extraneous 

variables have the ability of impacting the dependent variable in a similar manner as the 

independent variable. The multiple regression model will therefore be the chosen model 

in this study. 

 

Ordinary least squares (OLS), is a very common regression method due to its 

characteristics and how easy it is to use (Studenmund, 2014, p. 38). The way OLS works 

is that it estimates the coefficients that minimizes the sum of the squared residuals 

(Studenmund, 2014, p. 37). This means that it minimizes the squared value of the 

difference between the observed and the predicted value of the dependent variable 

(Studenmund, 2014, p. 16). 

 

According to Studenmund (2014, p. 98), there are seven classical assumptions that have 

to be fulfilled when doing an ordinary least squares (OLS) regression analysis. Moreover, 

these assumptions, which will be explained below, exist in order for the for the OLS 

regression to make accurate estimates.  
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1. The regression model has to be linear and include an additive error term in order 

for the first assumption to be fulfilled. The equation below represents a basic 

linear function, with one dependent variable, one independent, as well as the error 

term (Studenmund, 2014, p. 98-99).  

 

Y = 𝛽0 + 𝛽1X1 + 𝜀  

 

2. The error term must have a population mean of zero. This means that the mean 

deviations of the independent variable must be zero. While this is hard to achieve 

with a smaller sample, the mean gets closer to zero as the sample size increases 

(Studenmund, 2014, p. 99). In the case of this thesis, the sample size is quite large, 

meaning that the mean or the error term should be fairly close to zero. 

 

3. The independent variables and the error term cannot be correlated, meaning that 

they have to be separate and independent. If there would be a correlation between 

them, some estimates of the regression could be traced to the error term 

(Studenmund, 2014, p. 101). 

 

4. The error term observations themselves cannot be correlated, since this would 

oppose assumption four. These observations must be separate, otherwise the 

regression could estimate inaccurate standard errors. This results in what is called 

autocorrelation (Studenmund, 2014, p. 101-102). 

 

5. The error term variance must be constant. This means that the underlying 

distributions has to be constant, as the error term is drawn from these 

(Studenmund, 2014, p. 102). When the error terms have a constant variance, there 

is a homoscedastic linear relationship. When the opposite is true, and the 

assumption is violated, the regression suffers from what is known as 

“heteroscedasticity” (Knaub, 2007, p. 431). A common situation when of 

heteroscedasticity is when the variance and the Z-value increases simultaneously 

(Studenmund, 2014, p. 102).  

 

6. The sixth assumption is regarding collinearity and multicollinearity. 

Multicollinearity is the term for explaining the linear relationship between at least 

two independent variables. According to this assumption, the independent 

variables cannot have a perfect linear relationship with each other. If the 

relationship between independent variables is perfectly linear, it indicates that 

those variables are the same (Studenmund, 2014, p. 103).  

 

7. The last assumption is that the error term has a normal distribution. However, this 

is not always considered as it is not needed for the ordinary least squares 

regression model. Previous assumptions have been made that the error terms have 

constant variance with a mean of zero, as well as being drawn independently from 

each other. This assumption mainly assume that the distribution of the error term 

has the look of a normal distribution (Studenmund, 2014, p. 104). In the case of 

this research, the seventh assumption will be disregarded, due to it being optional 

(Studenmund, 2014, p. 98). 
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4.5 Regression models 
Eight different regression models are used in order to test the relationship between ESGC-

score, the respective ESG-score variables and the senior executive compensation ratio. 

The first model explains the relationship between ESGC-score as the dependent variable 

and the compensation ratio as independent. The extraneous variables are also included in 

this model to see how they impact the ESGC-score. The compensation ratio represents 

the firms’ total senior executive compensation as a ratio of the firm’s revenues. The 

second model instead uses the compensation ratio as the dependent variable and ESGC-

score as the independent variable. The extraneous variables stay the same. Subsequently, 

the ESGC-score is replaced by each ESG-score factor in order to test the individual 

environmental, social and governance scores and how they are affected by the 

compensation ratio and the extraneous variables. Lastly, ES, SS and GS is used as 

dependent variables individually to test the relationship with the senior executive 

compensation ratio. 

 

ESGC = 𝛼 + 𝛽1ExCompRatio + 𝛽2MarketCap + 𝛽3ROA + 𝛽4IndustryCode + 

𝛽5CountryCode + 𝜀 

 

ExCompRatio = 𝛼 + 𝛽1ESGC + 𝛽2MarketCap + 𝛽3ROA + 𝛽4IndustryCode + 

𝛽5CountryCode + 𝜀 

 

ES = 𝛼 + 𝛽1ExCompRatio + 𝛽2MarketCap + 𝛽3ROA + 𝛽4IndustryCode + 

𝛽5CountryCode + 𝜀 

 

ExCompRatio = 𝛼 + 𝛽1ES + 𝛽2MarketCap + 𝛽3ROA + 𝛽4IndustryCode + 

𝛽5CountryCode + 𝜀 

 

SS = 𝛼 + 𝛽1ExCompRatio + 𝛽2MarketCap + 𝛽3ROA + 𝛽4IndustryCode + 

𝛽5CountryCode + 𝜀 

 

ExCompRatio = 𝛼 + 𝛽1SS + 𝛽2MarketCap + 𝛽3ROA + 𝛽4IndustryCode + 

𝛽5CountryCode + 𝜀 

 

GS = 𝛼 + 𝛽1ExCompRatio + 𝛽2MarketCap + 𝛽3ROA + 𝛽4IndustryCode + 

𝛽5CountryCode + 𝜀 

 

ExCompRatio = 𝛼 + 𝛽1GS + 𝛽2MarketCap + 𝛽3ROA + 𝛽4IndustryCode + 

𝛽5CountryCode + 𝜀 

 

Where,  

 

ExCompRatio = Total senior executive compensation divided by total revenue 

ESGC = ESG combined score 

ES = Environmental pillar score 

SS = Social pillar score 

GS = Governance pillar score 

ROA = Return on assets 

MarketCap = Market capitalization 

IndustryCode = Industries (Coded 1-36) 
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CountryCode = Countries (Coded 1-4) 

𝛼 = constant variable 

𝜀 = error term 
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5. Results 
This chapter will explain the results of the data collection and statistical analysis. This 

includes descriptive statistics about the chosen variables and checking the data through 

various plots to see to what degree the OLS assumptions are fulfilled. Lastly, the chapter 

will present the empirical results and show whether the statistical hypotheses can be 

accepted or not. 

 

5.1 Descriptive statistics 
Table 1 summarizes the descriptive statistics of the variables used in the regression 

models. As shown, there are a total of 895 observations for each variable. The senior 

executive compensation ratio in the observations ranges from 0.000000164 to a 

maximum of 0.4555255. This is a huge difference and these companies can certainly be 

considered as outliers. This becomes clear when noting that the second highest senior 

executive compensation ratio is 0.109405. The mean senior executive compensation ratio 

is 0.0034547 and the standard deviation is 0.0160621.  

 

The lowest ESG-combined score was 18.63158 from the oil and gas company DNO ASA 

in 2015. Meanwhile in the same year, the highest score of 88.07852 was achieved by the 

telecommunication services company, Millicom International Cellular SA. The 

environmental pillar score ranges from 16.16734 all the way up to 99.06417. The highest 

score was achieved by the Swedish specialty retailer company, Hennes & Mauritz AB, in 

2009. The social and governance pillar scores range from 10.08216 to 98.57407, and 

3.809065 to 96.40255 respectively. The lowest observation of the governance pillar score 

comes from a media and publishing company in 2008 and really stands out. It is clear that 

the governance pillar score has the highest difference of the ESG-scores.  

 

Due to the diversity of the sample, the market cap has a large difference between the 

smallest and largest observations. The smallest observation of 36,600,000 euros comes 

from Torm PLC in 2011, which is an oil and gas related equipment and services company. 

Meanwhile the largest market cap of 111,000,000,000 euros was seen in 2015 from the 

pharmaceuticals company, Novo Nordisk A/S. The Torm PLC 2011 observation is 

somewhat an outlier, since the second smallest observation has a market capitalization of 

100,000,000 euros. The same goes for the companies with the highest market 

capitalization 

 

The return on assets (ROA) observations ranges between -0.56937 and 0.54726, with a 

standard deviation of 0.0815128. There are a total of 60 observations with negative ROA. 

However, the mean of the sample is 0.0684617. 
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Table 1. Summary and descriptive statistics of the chosen variables. 

 

In order to see the correlations between the variables, a correlation matrix was made. As 

seen in table 2, the correlation is fairly high between the environmental, social and 

governance score, and the ESGC-score. This was to be expected, since the individual 

ESG factors make up the final ESGC-score. The matrix also explains that there is a high 

correlation between the environmental and the social score. This could mean that 

companies who emphasizes environmental factors also focus on social factors and vice 

versa. It could also mean that social and environmentally friendly actions are highly 

related. Interestingly, the governance score has a much lower correlation with the other 

separate ESG factor scores. The correlation between the governance score and the 

environmental score is only 0.0880, while the correlation with the social score is 0.1956. 

This difference is huge, considering that the environmental and social score has a 

correlation of 0.5927.  

 

The compensation ratio is negatively correlated with all variables, except for the 

governance score. The correlation between the compensation ratio and governance score 

is 0.0307, so it is still low even though it is positive. The correlation between the 

compensation ratio and the social score is the lowest of them all, at -0.0729.  

 

Regarding the return on assets, the highest correlation of 0.2967 is with the market 

capitalization. The compensation ratio has the strongest negative correlation with ROA, 

at -0.0359. 

 

Market capitalization has a fairly high correlation with the environmental and social 

score, a correlation of 0.2807 and 0.3478 respectively. However, the correlation between 

ESGC and the market capitalization is negative at -0.0724. The governance score and 

market capitalization have a low correlation of 0.0738. 

 

Generally, it can be said that the correlation between the variables are low, except for the 

ESG variables themselves. The correlation is negative between total senior executive 

compensation and the various ESG-scores. The only exception is the governance score, 

which still has a very low correlation with the compensation ratio. 

 

Variable Obs Mean Std. Dev. Min Max 

ExCompRatio 895 .0034547 .0160621 1.64e-07 .4555255 

ESGC 895 54.48517 15.04854 18.63158 88.07852 

ES 895 67.45567 17.14542 16.16734 99.06417 

SS 895 63.43327 18.9142 10.08216 98.57407 

GS 895 50.85442 21.12618 3.809065 96.40255 

MarketCap 895 7.18e+09 1.09e+10 3.66e+07 1.11e+11 

ROA 895 .0684617 .0815128 -.56937 .54726 
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Table 2. Correlation matrix. 

 

5.2 Model diagnostics 
This section will go through the classical assumptions of OLS, as well as separately 

conducting statistical plots in order to analyze to what degree the assumptions are fulfilled 

in the case of the chosen regression models. 

 

5.2.1 Linearity (assumption 1) 
As explained in the research method, the first classical assumption is regarding the 

linearity of the models. To check the linearity, the dependent variables were predicted as 

fitted values and plotted against the residuals of each regression model. This meant that 

eight two-way scatter plots would be created. However, as seen in figure 12, the linearity 

assumption was clearly not fulfilled for the senior executive compensation ratio. The 

reason for the non-linear relationship is that the residuals and the fitted dependent variable 

have a clear trend, instead of being unrelated (Kim, 2019, p. 3). This could perhaps be 

explained by the outlier previously described in table 1. As can be seen there is one 

observation in the scatterplot of a ratio that is close to 0.5.  

 

 
Figure 12. Two-way scatterplot of senior executive compensation ratio as fitted values, 

plotted against ESGC-score and residuals. 

 
ExComp

Ratio 

ESGC ES SS GS MarketCap ROA 

ExComp 

Ratio 

1.000 
      

ESGC -0.054 1.000 
     

ES -0.000 0.468 1.000 
    

SS -0.073 0.485 0.593 1.000 
   

GS 0.031 0.449 0.088 0.196 1.000 
  

MarketCap -0.063 -0.072 0.281 0.348 0.074 1.000 
 

ROA -0.036 0.047 0.058 0.121 0.011 0.297 1.000 
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This problem was overcome by turning the senior executive compensation ratio into a 

logarithmic variable, as seen in figure 12.3. After using log-senior executive 

compensation ratio as the dependent variable, it can be seen that the residuals are sort of 

randomly distributed around 0, without any strong trend to be observed. This is a sign of 

linearity according to Kim. (2019, p. 3). There are still signs of outliers and the linearity 

is far from perfect. However, the linearity is believed to be good enough to assume that 

the assumption is fulfilled. The market capitalization was also made into a logarithmic 

variable due to observed outliers, albeit less extreme.  

 

 
Figure 13. Two-way scatterplot of log-senior executive compensation ratio as fitted 

values, plotted against ESGC-score and residuals. 

 
As seen in figure 14, The assumption of linearity for the fitted values of ESGC-score 

seem to be fulfilled to such a degree that OLS can be undertaken. 

 

 
Figure 14. Two-way scatterplot of ESGC-score as fitted values, plotted against log-senior 

executive compensation ratio and residuals. 

 
The fitted log-senior executive compensation ratio in figure 15 seems to fulfill the 

assumption of linearity. 
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Figure 15. Two-way scatterplot of log-senior executive compensation ratio as fitted 

values, plotted against the environmental pillar score and residuals. 

 
The scatter plot in figure 16 show a great example of a linear relationship of the dependent 

variable (environmental pillar score). Note how the residuals are distributed randomly 

around zero in the entire plot, without any indication of trends. 

 

 
Figure 16. Two-way scatterplot of environmental pillar score as fitted values, plotted 

against log-senior executive compensation ratio and residuals. 

 

The plot in figure 17 also fulfills the assumptions of linearity. 
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Figure 17. Two-way scatterplot of log-senior executive compensation ratio as fitted 

values, plotted against the social pillar score and residual. 

 

The plot of the social pillar score in figure 18 fulfills the assumption of linearity, however 

the residuals are not as randomly distributed as in the example of the environmental pillar 

score. Note how the residuals are gathered in a circle around the middle. 

 

 
Figure 18. Two-way scatterplot of social pillar score as fitted values, plotted against log-

senior executive compensation ratio and residuals. 

 

Like the previous scatter plots of the fitted log-senior executive compensation ratio, the 

plot in figure 19 seems to fulfill the assumption of linearity. 
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Figure 19. Two-way scatterplot of log-senior executive compensation ratio as fitted 

values, plotted against the governance pillar score and residuals. 

 

Lastly, it can be seen that the governance pillar score in figure 20 also fulfills the 

assumptions of linearity. 

 

 
Figure 20. Two-way scatterplot of governance pillar score as fitted values, plotted 

against log-senior executive compensation ratio and residuals. 

 

By analyzing the scatterplots presented above, it can be concluded that the dependent 

variables used in the regression models fulfills the first classical assumption regarding 

linearity. However as previously explained, the models have been modified by turning 

the senior executive compensation ratio and the market cap variable into logarithmic 

values. This should be taken into consideration when analyzing the final results of the 

regression models.  

 

5.2.2 Zero mean of the error term (assumption 2) 
As seen in figures 13 to 20, the residuals are centered around zero when plotted against 

the predicted values of the dependent variables. This indicates that there is a conditional 

mean error of zero (Casson & Farmer, 2014, p. 593) 
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5.2.3 No correlation between the error terms and independent variables 
(assumption 3) 
In order to check that the error terms are uncorrelated with the independent variables, a 

correlation test of the independent variables and their respective residuals was conducted. 

As can be seen in tables 3-4, the residuals show no correlation with the independent 

variables. Therefore, it can be assumed that assumption 3 is fulfilled. 

 

Table 3. ESGC, ES, SS & GS as dependent variables, plotted against residuals. 

 
Table 4. Log-senior executive compensation ratio plotted against residuals. 

 

 

 

 

 

 

 

 

5.2.4 Zero correlation among the error terms (assumption 4) 
Studenmund. (2014, p. 322) mentions that autocorrelation is a possibility in studies 

focusing on time-series, such as cases where the time period is a meaningful factor for 

the observations. Furthermore, Kim. (2019, p. 4-5) explains that when doing cross-

sectional studies by using random samples, one can assume that the error terms are 

independent from each other. One can therefore assume that there is no autocorrelation 

and that the fourth assumption is fulfilled. It is believed that this study does not suffer 

from autocorrelation, since the time periods for the chosen observations are irrelevant due 

to this being a cross-sectional study. 

 

5.2.5 Constant variance of the error terms (assumption 5) 
As previously mentioned, the variance of the error terms must be constant, otherwise 

there are signs of heteroscedasticity which violates this assumption. Breusch-Pagan tests 

were conducted for each regression model in order to analyze if they suffered from 

heteroscedasticity. This test works by analyzing if the error terms are independent, or if 

they are dependent of the independent variables (Klein et al., 2016, p. 570). The latter is 

an example of heteroscedastic regression model (Klein et al., 2016, p. 568). 

 

 
ESGC ES SS GS log-

MarketCap 

ROA 

Residuals 

log-ExCompRatio 

dependent variable 

0.0000 0.0000 0.0000 -0.0000 -0.0000 -0.0000 

 
log-ExCompRatio 

Residuals, ESGC dependent variable 0.0000 

Residuals, ES dependent variable 0.0000 

Residuals, SS dependent variable 0.0000 

Residuals, GS dependent variable -0.0000 
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Figure 21. Test for heteroskedasticity for ESGC dependent, log-senior executive 

compensation ratio independent. 

 

 
Figure 22. Test for heteroskedasticity for log-senior executive compensation ratio 

dependent, ESGC independent. 

 

 
Figure 23. Test for heteroskedasticity for ES dependent, log-senior executive 

compensation ratio independent. 

 

 
Figure 24. Test for heteroskedasticity for log-senior executive compensation ratio 

dependent, ES independent. 

 

 
Figure 25. Test for heteroskedasticity for SS dependent, log-senior executive 

compensation ratio independent. 
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Figure 26. Test for heteroskedasticity for log-senior executive compensation ratio 

dependent, SS independent. 

 

 
Figure 27. Test for heteroskedasticity for GS dependent, log-senior executive 

compensation ratio independent. 

 

 
Figure 28. Test for heteroskedasticity for log-senior executive compensation ratio 

dependent, GS independent. 

 

At a 95% confidence level, the tests who showed a probability value of chi2 lower than 

0.05 where assumed to have heteroscedasticity, thus rejecting the null hypothesis of 

constant variance. It is found that the environmental and social pillar scores as dependent 

variables in figures 23 and 25 suffer from heteroscedasticity, as the null hypothesis of 

constant variance cannot be rejected. This is a violation of the fifth assumption of OLS. 

Due to these results, the ordinary least squares method cannot be used when conducting 

the tests on the two heteroscedastic regression models. 

 

5.2.6 No multicollinearity (assumption 6) 
As stated in chapter 4, there has to be zero multicollinearity between the independent 

variables for the OLS method to provide accurate estimates. VIF-tests were conducted on 

each model, to check that the independent variables were not in a linear relationship. VIF 

stands for variance inflation factor and is a commonly used method when testing for 

multicollinearity. A high VIF value indicates that there is a high degree of 

multicollinearity. Moreover, this value can reach infinity for extremely strong linear 

relationships. If the variance inflation factor value is 1, it means that there is no 

multicollinearity between the variables (Studenmund, 2014, p. 274).  
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Table 5. VIF tests.  

 

As can be seen in table 5, the independent variables do not seem to suffer from 

multicollinearity. The mean VIF value ranges between 1.05 and 1.23, which is very close 

to having no linear relationship at all. ESGC-score has the lowest VIF value of 1.00, 

meaning that there are zero signs of multicollinearity between ESGC and ROA, as well 

as between ESGC and log-market cap. Log-senior executive compensation ratio has a 

variance inflation factor value of 1.16 with ROA and log-market cap. The highest VIF 

values are found in the model containing log-market cap, social pillar score and ROA. 

The log-market cap has a VIF of 1.35 in this model, while the social pillar score VIF 

value is 1.28. Although this value is higher than 1, it is still very mild, considering that 

multicollinearity is only severe once the value exceeds 5 (Studenmund, 2014, p. 274) In 
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conclusion, these results clearly show that multicollinearity is of no concern to the chosen 

regression models. 

 

5.3 Final regression models 
A common way of dealing with heteroscedasticity in linear regression models is to 

combine OLS with robust standard error terms (Atkinson et al., 2016, p. 210). Robust 

standard error terms were added to the two regression models with environmental and 

social pillar score as dependent variables, as these models did not fulfill the assumption 

of homoscedasticity. 

 

Furthermore, the regression models were altered due to the change to log-senior executive 

compensation ratio and log-market capitalization. Moreover, a decision was made in the 

process to remove the industry and country variables from the models. The final 

regression models are shown below. 

 

ESGC = 𝛼 + 𝛽1Log_ExCompRatio  + 𝛽2Log_MarketCap + 𝛽3ROA + 𝜀 

 

Log_ExCompRatio = 𝛼 + 𝛽1ESGC + 𝛽2Log_MarketCap + 𝛽3ROA + 𝜀 

 

ES = 𝛼 + 𝛽1Log_ExCompRatio  + 𝛽2Log_MarketCap + 𝛽3ROA + 𝜀r 

 

Log_ExCompRatio = 𝛼 + 𝛽1ES + 𝛽2Log_MarketCap + 𝛽3ROA + 𝜀 

 

SS = 𝛼 + 𝛽1Log_ExCompRatio  + 𝛽2Log_MarketCap + 𝛽3ROA + 𝜀r 

 

Log_ExCompRatio = 𝛼 + 𝛽1SS + 𝛽2Log_MarketCap + 𝛽3ROA + 𝜀 

 

GS = 𝛼 + 𝛽1Log_ExCompRatio  + 𝛽2Log_MarketCap + 𝛽3ROA + 𝜀 

 

Log_ExCompRatio = 𝛼 + 𝛽1GS + 𝛽2Log_MarketCap + 𝛽3ROA + 𝜀 

 

Where,  

 

Log_ExCompRatio = Logged senior executive compensation ratio 

ESGC = ESG combined score 

ES = Environmental pillar score 

SS = Social pillar score 

GS = Governance pillar score 

ROA = Return on assets 

Log_MarketCap = Logged market capitalization 

𝛼 = Constant variable 

𝛽1-4 = Coefficients 

𝜀 =  Standard error term 

𝜀r = Robust standard error term 
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5.4 Empirical results 
This subsection will present a summary of the chosen null hypotheses, presenting their 

respective Z-value and whether they can be rejecter or not. Following the hypotheses 

summary, the results from each regression model will be presented. 

 

5.4.1 Summary of the hypotheses testing 
In table 6, each statistical null hypothesis is presented with their respective z-score and 

whether they are rejected or accepted on a significance level of 0.05. 

 

Table 6. Hypotheses testing. 

Hypothesis Result 

Z-

score 

H01: ESGC-score has no significant relationship with Log- 

senior executive compensation ratio. Accept -0.41 

H02: Log-senior executive compensation ratio has no 

significant relationship with ESGC-score. Accept -0.41 

H03: Environmental-score has no significant relationship with 

Log- senior executive compensation ratio. Reject -2.22 

H04: Log-senior executive compensation ratio has no 

significant relationship with environmental-score. Reject -2.82 

H05: Social-score has no significant relationship with Log- 

senior executive compensation ratio. Reject -2.93 

H06: Log-senior executive compensation ratio has no 

significant relationship with social-score Reject -3.02 

H07: Governance-score has no significant relationship with 

Log- senior executive compensation ratio. Reject 1.97 

H08: Log-senior executive compensation ratio has no 

significant relationship with governance-score. Reject 1.97 

 

5.4.2 ESGC-score and Log-Senior executive compensation ratio (OLS) 
The figure below illustrates the regression model of ESGC-score as the dependent 

variable and log-senior executive compensation ratio the independent variable. The p-

value for Log_ExCompRatio is 0.681, which indicates that the null hypothesis cannot be 

rejected in favor of the alternative on a significance level of 0.05. This means that there 

is not a significant relationship between ESGC and Log_ExCompRatio. The same lack 
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of significant relationships can be seen by looking at the control variables ROA and 

Log_MarketCap, with p-values of 0.286 and 0.424 respectively. 

 

Table 7. OLS regression model, ESGC dependent, Log_ExCompRatio independent. 

 
 

Looking at the coefficient for Log_ExCompRatio, it is shown as -0.1662314. This means 

that if there was a significant relationship, ESGC would decrease by 0.1662314 for every 

unit increase of Log_ExCompRatio. 

 

Furthermore, it is interesting to look at the R-square, which is used to see how much 

explaining power the independent variables have on the variation of the dependent 

variable. R-square is measured between the values 0 and 1, where the higher values 

indicate a higher explaining power of the independent variables (Hamilton et al., 2015, p. 

152). In this case, the R-square is 0.0034 or 0.34%. This is the lowest R-square value of 

all the models, meaning that the independent variables cannot really explain the variations 

of ESGC. One explanation of the low R-square can be due to the few independent 

variables that are being used. If more independent variables were to be added, a larger R-

squared value could be achieved (Studenmund, 2014, p. 54). Nonetheless, even the 

adjusted R-Square value is very low for this model. 

 

5.4.3 Log-Senior executive compensation ratio and ESGC-score (OLS) 
This model is the opposite of the previous one, testing if log-senior executive 

compensation ratio as the dependent variable has a relationship with ESGC-score. 

Similarly, as the previous model, the p-value for ESGC is 0.681. The null hypothesis can 

therefore not be rejected on a significance level of 0.05, thus not providing enough 

evidence that there is a significant relationship between ESGC-score and log-senior 

executive compensation ratio.  

 

Nonetheless, with a p-value of 0.000, there is significant evidence of a negative 

relationship between Log_ExCompRatio the extraneous variables. If Log_MarketCap 

were to be increased by one, the log_ExCompRatio would decrease by 0.4246911. 

Moreover, if ROA increases by 1 unit, Log_ExCompRatio increases by 1.295972. 
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Table 8. OLS regression model, Log_ExCompRatio dependent, ESGC independent. 

 
 

If a significant relationship was to exist, Log_ExCompRatio would decrease by 

0.0011418 for every unit increase of ESGC. While the R-square value is low at 0.1399, 

it is still significantly higher than in the first model. 

 

5.4.4 ES-score and Log-Senior executive compensation ratio (OLS robust) 
With a p-value of 0.026, the null hypothesis can be rejected, meaning that there is a 

significant relationship between ES-score and Log_ExCompRatio. This is a negative 

relationship, since an increase of 1 unit in the Log_ExCompRatio leads to a decrease of 

1.202265 in ES-score. There is also a significant relationship between ES and the 

extraneous variable Log_MarketCap. For every 1 unit increase of Log_MarketCap, the 

ES-score increases by 4.873712.  

 

Table 9. OLS regression model with robust standard errors, ES dependent, 

Log_ExCompRatio independent. 

 
 

5.4.5 Log-Senior executive compensation ratio and ES-score (OLS) 
With a p-value of 0.005, a significant relationship exists between Log-senior executive 

compensation ratio and ES-score. The null hypothesis can therefore be rejected in favor 

of the alternative hypothesis. For every 1 unit increase in ES-score, the 

Log_ExCompRatio decreases by 0.0063749. Moreover, Log_ExCompRatio has a 

significant relationship with Log_MarketCap and decreases by 0.3854811 for every 1 unit 

increase in Log_MarketCap. Furthermore, Log_ExCompRatio increases by 1.222178 if 

ROA increases by one.  
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Table 10. OLS regression model, Log_ExCompRatio dependent, ES independent. 

 
 

5.4.6 SS-score and Log-Senior executive compensation ratio (OLS robust) 
This model shows a significant relationship between SS-score and log-senior executive 

compensation ratio. The null hypothesis can be rejected with a p-value of 0.004 and a 

significance level of 0.05. For every 1 unit increase in Log_ExCompRatio, the SS-score 

decreases by 1.354757. Similarly to the previous model, the p-value for Log_MarketCap 

is 0.000. A significant relationship can therefore also be seen between SS-score and 

Log_MarketCap. This is a positive relationship, where SS increases by 6.637375 for 

every 1 unit increase in Log_MarketCap.  

 

In comparison to the other models, with an R-squared value at 0.2239, the independent 

variables in this model has the highest explaining power of the variations in the dependent 

variable. However, it can still be considered fairly low due to the R-squared being far 

from 1. 

 

Table 11. OLS regression model with robust standard errors, SS dependent, 

Log_ExCompRatio independent. 

 
 

5.4.7 Log-Senior executive compensation ratio and SS-score (OLS) 
A significant relationship between log-senior executive compensation ratio and SS-score 

can be seen, thus null hypothesis is thus rejected on a 0.05 significance level. This is a 

small negative relationship, were Log_ExCompRatio decreases by 0.0074883 for every 

for every 1 unit that SS increases. As previously seen, Log_ExCompRatio has a negative 
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relationship with Log_MarketCap and a positive relationship with ROA. In this model, 

Log_ExCompRatio decreases by 0.3711762 for every unit increase in Log_MarketCap. 

When ROA increases with one unit, Log_ExCompRatio increases by 1.28455. 

 

Table 12. OLS regression model, Log_ExCompRatio dependent, SS independent. 

 
 

5.4.8 GS-score and Log-Senior executive compensation ratio (OLS) 
Log-senior executive compensation has a positive impact on the GS-score. With a p-value 

of 0.049, we can reject the null hypothesis on a significance level of 0.05. A significant 

relationship between the two variables can therefore be assumed. As seen in the table 

below, GS increases by 1.11614 for every 1 unit that Log_ExCompRatio increases. GS 

also has a positive significant relationship with Log_MarketCap. For every 1 unit that 

Log_MarketCap increases, GS increases by 1.946405. There is not a significant 

relationship between GS-score and ROA, due to a p-value of 0.597. 

 

Table 13. OLS regression model, GS dependent, Log_ExCompRatio independent. 

 
 

5.4.9 Log-Senior executive compensation ratio and GS-score (OLS) 
There is also a significant positive relationship between the two variables, looking at 

Log_ExCompRatio as the independent variable. With a p-value of 0.049, the null 

hypothesis can be rejected on a significance level of 0.05. This means that for every 1 

unit that GS increases, Log_ExCompRatio increases by 0.0039039. This model shows 

that Log_ExCompRatio decreases by 0.4309383 when Log_MarketCap increases by one. 

When ROA increases by one, Log_ExCompRatio increases by 1.301302. 
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Table 14. OLS regression model, Log_ExCompRatio dependent, GS independent. 

 
 

5.5 Credibility of research findings 
This subsection will discuss the credibility of the research findings, considering different 

criteria that impacts the trustworthiness of the results. Furthermore, the actions 

undertaken in order to achieve as credible results as possible will be discussed. 

 

5.5.1 Reliability 
The reliability criterion is regarding how stable the undertaken measures are. A stable 

measurement enables the study to be repeated with a consistent outcome, which in the 

end makes the results reliable (Bryman, 2012, p. 46).  

 

In order to analyze if the study has produced reliable findings, one can assess if future 

researchers can retrieve similar observations (Saunders et al., 2009, p. 155). This is true 

since this study has used reliable data from a trusted Eikon, which is available to anyone 

having access to it. However, the problem when processing the data is that it might turn 

unreliable due to human errors. For example, after exporting the data from Eikon to Excel, 

the spreadsheets had to be cleaned and the observations with lacking information had to 

be removed. As both authors were inexperienced with Excel and its functions, a lot of 

manual spreadsheet cleaning and modifications had to be done. Since this could result in 

human errors, actions were undertaken to double check the spreadsheets before importing 

them into the statistical software, STATA. Secondly, it is important to make sure that the 

results are stable and can be repeated (Saunders et al., 2009, p. 155). This is true in this 

case if one is using the same observations and regression models as used in the study. 

Lastly, the researcher must consider the transparency of the collected data (Saunders et 

al., 2009, p. 155). In the case of this research, the data is believed to be unbiased and easy 

to make sense of. This is because the data comes from Eikon, which collects information 

from for example annual reports. 

 

5.5.2 Validity 
The validity criterion concerns how accurately the results are explaining what is supposed 

to be measured, for example a causal relationship between the measured variables 

(Saunders, 2009, p. 157) Furthermore, validity can be divided into internal, external and 

measurement validity (Bryman, 2012, p. 47).  

 

Measurement validity is regarding how well the measurement used explains what it was 

intended to (Bryman, 2012, p. 47). In addition, Studenmund. (2014, p. 50) explains that 
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when checking the validity of regression estimates, one should ask themselves several 

questions. For example, if the equation is reasonable and includes all essential variables. 

The researcher should also make sure that the most optimal estimator is used for the 

equation, for example ordinary least squares. As previously mentioned, this study has 

used OLS, which has been a great estimator for what we intended to measure. Moreover, 

the chosen variables are believed to be reasonable for the equation. This is due to the 

independent and dependent variables precisely reflecting sustainability and senior 

executive compensation. The choice of variables also touches on the topic of internal 

validity, which concerns the degree of which the variation in the dependent variable can 

be explained by the independent variables. In other words, if there is a causal relationship 

between the measured variables. (Bryman, 2012, p. 47). As explained in chapter one, this 

thesis tries to explore what is the relationship between sustainability and executive 

compensation and the other way around. Therefore, the chosen variables are certainly 

suitable. This is especially true considering that the separate ESG factors are included, 

thus making it clear how different parts of sustainability has a relationship with senior 

executive compensation. 

 

External validity regards to what degree the findings are generalizable in other settings. 

It is therefore also known as “Generalizability” (Saunders, 2009, p. 158). If the findings 

are generalizable in this study depends on several factors. As has been seen in previous 

similar studies, the results regarding ESG and financial performance has been varied 

depending on the chosen region. For example, Velte. (2017) could see a strong 

relationship with governance and financial performance in Germany. On the other hand, 

Sila & Cek. (2017) saw that governance had a much less significant impact on financial 

performance in Australia. So, whether the findings of this study are generalizable or not 

is unknown. Especially since the relationship between senior executive compensation and 

financial performance is a controversial topic. 
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6. Analysis 
In this chapter the findings will be discussed and analyzed, as well as being connected to 

the current theoretical framework. This will answer the research question and conclude 

the research gap and governance controversy which was discussed in chapter one. 

 

The aim of this research has been to examine what is the relationship between 

sustainability and senior executive compensation in the Nordics. This was achieved by 

testing eight statistical hypotheses, using ESGC-score, the individual ESG-scores and 

senior executive compensation ratio as dependent and independent variables. 

Furthermore, the statistical tests included ROA and market capitalization as extraneous 

variables in order to link the findings to financial performance and to eliminate bias from 

the size factor. The results are analyzed by linking to previous studies and relevant 

theories in order to come to a conclusion. 

 

As previously mentioned, the ESGC-score is combining all ESG factors as well as the 

controversy score, thus providing a good overall measure of sustainability within a firm. 

By analyzing the relationship between ESGC-score as the dependent variable and senior 

executive compensation ratio as the independent variable, one can see how the 

compensation affects the general emphasis on sustainability. Moreover, by using the 

senior executive compensation ratio as the dependent variable, one can see how focusing 

on sustainability affects the level of compensation received by the senior executives. The 

first two statistical hypotheses regarding the ESGC-score and senior executive 

compensation relationship therefore provide a robust basis to answer the research 

question. If no relationship between ESGC-score and senior executive compensation is 

to be found, the tests including the individual ESG-scores might still be able to answer 

the research question. The individual ESG-scores also provides for a more profound 

analysis and conclusion of how different aspects of sustainability impacts senior 

executive compensation and vice versa. 

 

6.1 Connecting the findings to previous studies and theories 
The results of this research found no significant relationship between the variables ESGC-

score and senior executive compensation ratio. However, the individual ESG-scores all 

showed a significant relationship with the compensation variable. It was found that the 

environmental and social scores have a negative impact on the senior executive 

compensation ratio. Moreover, a higher degree of compensation indicates a lower 

environmental and social pillar score. The decrease in the compensation when social 

score increases is almost identical to the decrease in compensation when measuring 

against the environmental score. However, the senior executive compensation has an even 

larger negative impact on the social score than it has on the environmental score. 

Assuming that senior executive compensation is positively related to financial 

performance, these findings contradicts previous research conducted by Sila & Cek. 

(2017) and Velte. (2017). This is due to Sila & Cek. (2017) finding a positive impact of 

environmental and social factors on financial performance. Moreover Velte. (2017) found 

a positive relationship between financial performance and all individual ESG factors. The 

governance pillar score is the only ESG factor that has a positive relationship with senior 

executive compensation in the Nordics. This confirms the statement from Neokleous that 

governance has a positive impact on executive compensation (Neokleous, 2015, p. 33). It 

is also in line with the results from Velte. (2017). However, Sila & Cek. (2017) did not 

find a strong significant relationship between financial performance and the governance 

factor in Australia. It is likely that the results in this study and previous studies differ due 
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to regional differences, as was suggested by Sila & Cek. (2017, p. 801) and Velte. (2017, 

p. 176) Moreover, it should be noted that the impact the governance-score has on senior 

executive compensation in the Nordics was found to be very small. The results also found 

that senior executive compensation positively impacts the governance score. 

Additionally, this impact is stronger than the impact governance-score has on senior 

executive compensation. 

 

As mentioned previously, the positive relationship between sustainability and financial 

performance is only connected to the senior executive compensation in the case of 

financial performance having a positive relationship with senior executive compensation. 

Previous studies have shown both positive and negative links between executive 

compensation and financial performance. Barber et al., (2016), could see how certain 

aspects of executive compensation increased the financial performance of firms. On the 

other hand, Alshimmiri, T. (2004, p. 104), argued for a negative relationship between 

executive compensation in the form of cash payments and financial performance factors. 

Using ROA as the extraneous variable to measure financial performance, it was found 

that financial performance is positively affected by the degree of compensation. This 

finding is thus in line with what was concluded by Barber et al., (2016). 

 

The link between senior executive compensation and financial performance is also 

dependent on how one perceives the agency theory. Core et al., (1999) argued for a 

negative relationship due to the compensation being an agency cost in the agent-principal 

conflict. If this is the case, the findings of this study would indicate a positive relationship 

between the environmental and social factors of sustainability and financial performance. 

This is due to these factors negatively affecting the amount of compensation and therefore 

decreasing agency costs. However, some follows the classical view that executive 

compensation is a solution to the agency problem (Panda & Leepsa, 2017). This is a result 

of the motivational factors it provides for the firms’ executives (Renneboog & Geiler, 

2015, p. 101). Relating this perception to the results of this study, a high social and 

environmental score would negatively impact financial performance. This is because a 

high environmental or social score would decrease the level of compensation and as a 

result decrease motivation and performance of the executives. Looking at the relationship 

between the governance score and senior executive compensation from the classical 

approach, good governance would increase compensation, solve the agency conflict and 

increase financial performance. The opposite would be true if senior executive 

compensation is seen as an agency cost rather than a solution to the agency conflict. 

Furthermore, the findings of this study show that there is a positive relationship between 

ROA and senior executive compensation. This indicates that senior executive 

compensation is in fact a solution to the agency conflict in the Nordics Moreover, the idea 

that good governance would lead to increased agency costs and decreased financial 

performance does not sound logical. 

 

In contrast to the agency theory, there is the the stewardship theory. In relation to this 

study, the senior executives would act as responsible agents, following the interest of the 

principals. The principals could be either the shareholder or stakeholders, depending on 

which standpoint the firm has on corporate social responsibility. As seen in previous 

literature, the Stewardship theory is regarded as irrelevant, due to the fact that stewards 

do not feel the need of being compensated when following the interest of the owners 

(Otten, J., A. 2008). However, as previously explained, the findings indicate a negative 

relationship between senior executive compensation and the social and environmental 
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scores. This would mean that if senior executives are seen as stewards who do not require 

compensation, the focus on environmental and social factors would increase for said 

firms. As executives within family owned businesses are found to act as stewards (Cossin 

et al., 2015, p. 29), it is possible that family owned businesses also have a high social and 

environmental score. Nonetheless, it is difficult to predict how acting as a steward would 

affect the governance score, since it positively affects the compensation which the 

stewards do not require in order to be motivated. 

 

Looking at theories connecting sustainability and financial performance, there is the 

Legitimacy theory. As explained in chapter two, the disclosure of sustainable actions 

could lead to increased financial performance. According to the findings, no significant 

relationship could be found between the ROA and the sustainability measures. The results 

therefore question the idea that using the legitimacy theory as a framework would cause 

increased financial performance. However, looking at financial performance, the idea of 

value maximization differs depending on if the corporate social responsibility is to create 

value for the stakeholders or the shareholders. Following the shareholder theory as the 

framework for corporate social responsibility, the disclosure of ESG actions do not have 

significant evidence on a positive impact on value creation. However, as the social factor 

of ESG includes the community, employees among others, the emphasis and disclosure 

of actions that promote this factor would certainly increase the stakeholder value. From 

a shareholder vs. stakeholder perspective, the findings of this research show that senior 

executive compensation favors the shareholders. This is because a higher compensation 

results in a lower social score, thus a low focus on the stakeholders. 

 

6.2 Possible explanations of the results 
 

6.2.1 ESGC-score and senior executive compensation 
There are several reasons for why the senior executive compensation ratio and the ESGC-

score do not have a significant relationship. While senior executive compensation has 

been shown to have a positive relationship with financial performance, for example the 

return on assets as shown in this study, the impact of sustainability has yet to be 

implemented practically. The stakeholder theory is fairly new compared to the 

shareholder theory and might need time to prove its effect in practice. This is probably 

the number one reason for a currently non existing relationship between the two. As 

previously mentioned, the focus on sustainability is a relatively new concept. It might be 

possible that emphasizing on sustainability benefits firms financially in the long run, by 

increasing ROA and thus increasing senior executive compensation. But for now, 

according to the findings there is no significant relation between ROA and ESGC-score 

in the Nordics. 

 

Furthermore, the non-existing relationship between ROA and ESGC-score can be seen as 

somewhat odd considering the link found between financial performance and ESG-scores 

in previous studies. One could argue that this might be caused by the addition of the 

controversy score to the equation and the usage of the ESGC-score instead of the original 

ESG-score. However, this is not likely to be the case, as neither did the individual ESG-

scores have any relation to ROA. Nonetheless, the controversy score might certainly be 

a contributing factor to the absence of a relationship between ESGC-score and senior 

executive compensation. As seen from the regression models, the individual 

environmental, social and governance score all have a significant relationship with senior 

executive compensation. It is possible that the controversy category is completely 
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unrelated to the compensation, thus the lack of a relationship between ESGC-score and 

senior executive compensation.  

 

While a relationship between ESGC-score and financial performance in the form of ROA 

is absent, the results indicate a positive relationship between ESGC-score and market 

capitalization. This means that the larger companies clearly put more emphasis on 

environmental, social and governance aspects in their businesses. However, the senior 

executives of large companies also seem to have a lower ratio of compensation divided 

by total revenue. This shows that there might be a limit on how much compensation is 

needed for the senior executives to be motivated. 

 

6.2.2 The individual ESG-scores and senior executive compensation 
As seen in the results, there is a negative relationship between the environmental pillar 

score and the senior executive compensation ratio. The same negative relationship is seen 

between the compensation ratio and the social pillar score. It can therefore be said that 

companies who put more emphasis on resource reduction, emission reduction and product 

innovation compensate their senior executives to a lesser degree than those who have a 

low environmental score. The same goes for companies who follows the stakeholders’ 

interests by emphasizing the employees and the overall community. One explanation 

could be that resource and emission reduction might hurt the firms’ profits, as the 

environmentally friendly actions might not be the most profitable for the company. 

Moreover, by focusing on the stakeholders’ interest, the company will miss out on 

maximizing shareholder value. If a firm has lower profits it might not have the means to 

compensate the senior executives as much as if the profits were high. 

 

Moving on to the governance factor, there are several reasons why it has a positive 

relationship with senior executive compensation. As explained in chapter two, 

compensation policy is a part of the management category in the governance score. It is 

therefore not surprising that there is a relationship between governance score and the 

senior executive compensation. Moreover, one can argue that the other factors included 

in the governance score, such as board functions, might affect senior executive 

compensation. A board that is more efficient and well-structured internally might have 

developed better processes resulting in a higher financial performance and senior 

executive compensation. Furthermore, as senior executive compensation is positively 

affected by governance score, while executive compensation results in a higher financial 

performance, it is logical that governance indirectly positively impacts financial 

performance. This confirms the illustrated governance controversy and research gap in 

figure 2. 

 

 

 

 

 

 

 

 

 



 

61 
 

7. Conclusions and recommendations 
In this summarizing chapter, the thesis will be restated, followed by conclusions to what 

degree the aim has been fulfilled and whether the research question has been fully 

answered. Following this, the practical and theoretical contributions will be examined. 

Finally, the limitations of this study as well as the recommendations for future studies 

will be discussed. 

 

7.1 Conclusions 
The purpose of this study has been to examine the relationship between sustainability 

measures and senior executive compensation in the Nordics. The reason for choosing this 

topic has been high degree of emphasis on ESG factors in the chosen region, as well as 

previous studies linking ESG measures and executive compensation to financial 

performance. This is following the recommendations from Velte. (2017), who proposed 

the exploration of the compensation variable and its connection to ESG and financial 

performance. In order to examine this research gap, eight multiple regression model were 

conducted. These models were used to examine the relationship between the 

sustainability measuring ESGC-score and senior executive compensation. Furthermore, 

the individual environmental, social and governance scores and their relationship with 

senior executive compensation were examined in order to get more precise results of how 

each factor of sustainability affects the compensation and vice versa. The relationship 

between the compensation and financial performance was shown to be somewhat 

controversial, looking at previous studies from various regions and different perceptions 

of the agency theory. Therefore, the return on assets were used as an extraneous variable 

in order to connect financial performance to the relationship between senior executive 

compensation and sustainability in the Nordics. Moreover, (Velte, 2017; Sila & Cek, 

2017) had different results regarding the impact of the governance factor on financial 

performance. As a result, the model in figure 2 was created in order to illustrate the 

governance controversy. This model was used to aid the research in examining whether 

the governance score affects senior executive compensation and indirectly impacts the 

financial performance of Nordic firms. 

 

Looking at the results, a conclusion can be made that sustainability as measured by the 

ESGC score does not impact senior executive compensation. The same can be said for 

the compensation and its non-existing relationship with the ESGC-score. However, the 

results show a significant relationship between all individual ESG-scores and senior 

executive compensation. These results show negative relationship between the 

environmental and the social score with senior executive compensation. Meaning that as 

the environmental or social score increases, the compensation decreases. Furthermore, as 

the senior executives receives a higher compensation, the environmental and social scores 

see a negative reduction. Moreover, the social score has a stronger negative impact on 

senior executive compensation than that of the environmental score. These results clearly 

favor the firms’ shareholders rather than the stakeholders. The governance score is the 

only sustainability measure in this study to show a positive relationship with the senior 

executive compensation. None of the individual ESG-scores have a significant 

relationship with financial performance as measured by ROA, which is contradicting 

previous studies (Velte, 2017 ; Sila & Cek, 2017). Due to the differences between these 

studies, as well as the results of this research, it can be concluded that this is the result of 

cultural and regional differences. The insignificant relationship between the sustainability 

measures and ROA might also indicate that there is no significant evidence that the 

legitimization of sustainable actions increases firm performance. 
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By analyzing the findings of the relationship between the governance score and senior 

executive compensation, as well as connecting to previous studies and theories, it can be 

concluded that governance might have a positive impact on financial performance. 

However, due to the non-existing relationship between governance score and ROA, this 

is an indirect relationship as was expected. As can be seen in the results, a high 

governance score does indeed positively affect the amount of compensation the senior 

executive receives. But the governance score does not directly impact the financial 

performance. This is likely to be attributed to the controversy regarding whether 

executive compensation positively or negatively affects financial performance. The 

controversy is found in results from previous studies, as well as the different views of the 

agent-principal conflict. For example, whether executive compensation is an agency cost 

(Jensen, 2001, p. 14; Core et al., 1999, p. 404), or if it is a solution to the agency problem 

by connecting the agency theory to the stakeholder theory by Freeman. (2010). It was 

found that senior executive compensation solves the agency problem by reducing agency 

costs, leading to a positive impact on financial performance. Moreover, if one sees the 

senior executives as stewards as according to the stewardship theory, it is found that the 

environmental and social scores increases. This is a result of the stewards not requiring 

compensation in order to be motivated to perform well. 

 

In conclusion, it can be said that the aim of this research has been fulfilled. The aim was 

to find whether there is a-causation between sustainability and senior executive 

compensation. There was no causation between the notions ESGC-score and senior 

executive compensation. However, as each of the individual ESG-scores had a significant 

relationship with the compensation, a relationship between sustainability and senior 

executive compensation can be seen in both directions. To answer the question regarding 

“What is the relationship between sustainability and senior executive compensation for 

firms in the Nordic countries?”, it is evident that environmental and social factors have a 

negative relationship with senior executive compensation. Good governance does 

however have a positive relationship with senior executive compensation in the Nordics. 

 

7.2 Practical and theoretical contributions 
Practically, the research results have various implications on firm management as well as 

the society as a whole. The fact that focusing on environmental and social factors results 

in a lower compensation, it might discourage senior executives to emphasize these factors 

when running the business. This is an ethical issue, since senior executives might be 

encouraged maximize their own compensation rather than focusing on social and 

environmental factors. This have severe negative societal implications, since these factors 

includes focusing on important subjects such as resource reduction, emission reduction, 

human rights, product innovation, employment quality and so on. Less focusing on 

resource reduction from the firms’ side could perhaps result in the planets resources being 

depleted before being replenished. A lack of emphasis on emission reduction would 

certainly hurt the environment due to the greenhouse effect. In general, if less emphasis 

in put on the environmental factors, more environmental risks such as storms and floods 

might be seen as discussed in chapter 1. Moreover, if less resources are put on product 

innovation, there will be less sustainable solutions that could have a positive impact on 

the society. Regarding the social topics, a decrease in employment quality and human 

rights will have a very negative impact on improving the everyday life of people in 

general. Furthermore, since good governance is proven to increase compensation, the 

senior executives would be encouraged to focus on the shareholders, management and 
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CSR strategy. Relating to the stakeholder and shareholder theories, the senior executives 

would see a benefit for their own gain by using the shareholder theory as the framework 

of choice regarding corporate social responsibility. As previously mentioned, the 

shareholders are only one part of the general stakeholders, thus leaving out most of the 

society.  

 

As seen previously, the relationship between the ESGC-score and senior executive 

compensation is insignificant, while the separate ESG-scores show both positive and 

negative relationships with the compensation. The compensation today in the Nordics is 

connected to financial performance as measured by ROA. However, the results also 

indicate that the relationship between sustainability and senior executive compensation 

in the Nordics is still unclear. Environmental and social focus does not seem to be 

reflected by the compensation policies in the Nordics. Looking at the bigger picture, this 

highlights the problem that senior executives are not motivated to focus on these 

sustainability factors through their current compensation packages. As previously 

discussed, this might have a negative impact on society. Hopefully this thesis will 

contribute to society by providing a better understanding of the link between senior 

executive compensation, sustainability and financial performance in the Nordics. Further, 

this might encourage firms to alter the compensation policies and means of motivation, 

in order to increase sustainability and further benefit all stakeholders in the society. An 

example would be to reward senior executives through both ESG-performance and 

financial performance. This is especially relevant in the Nordics, as the focus on 

sustainability is a big topic. Furthermore, another contribution of this research would be 

the encouragement of a lesser senior executive compensation for firms who have a high 

priority of sustainability. 

 

Theoretically, the findings challenge the view that executive compensation is an agency 

cost. This is due to the results showing an increase in return on assets as the senior 

executive compensation increases. As a result of environmental and social factors 

decreasing senior executive compensation, these factors can be said to decrease the agent-

principal conflict. However, this is only true for those who perceives executive 

compensation as an agency cost. In the same scenario, good governance would cause a 

worse agent-principal problem. Furthermore, if one sees a high senior executive 

compensation as a solution to the same conflict, the environmental and social factors 

might cause an even worse agent-principal conflict, while good governance would 

decrease the agency cost. It might sound odd that good governance could possibly lead 

to a worse agency problem. Therefore, this also challenges the idea that executive 

compensation is an agency cost. From the standpoint of this research, it can be concluded 

that executive compensation is a solution rather than a cause of the agency problem, at 

least in the Nordics, which contradicts the arguments by Jensen. (2001). This is also 

supported by the fact that good governance is connected to focusing on the shareholders, 

who as explained earlier can be seen as the principals in the agent-principal relationship. 

 

Moreover, the results question the legitimacy theory regarding value creation of 

emphasizing on sustainability, since none of the ESG-scores showed a significant 

relationship with the return on assets. However, this is by having a shareholder’s view to 

value creation, since sustainability in corporations is known to benefit the stakeholders. 
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7.3 Limitations and future research 
As previously mentioned, this study is limited to the Nordic countries including Sweden, 

Norway, Denmark and Finland. This is due to these countries having very distinctive ESG 

scores (RobecoSAM. 2018a, p. 6). The study is therefore excluding other countries, 

including Iceland even though it is also a Nordic country. Moreover, as countries were 

not used as an extraneous variable, it is unknown to what degree the results would differ 

between the countries in the chosen region. This creates an opportunity for future 

researchers to conduct a similar study, were differences between the Nordic countries are 

analyzed.  

 

Furthermore, the study is limited to using ROA as the sole measure for financial 

performance. It would have been beneficial to use Tobin’s Q as an additional financial 

performance measure. This is because ROA did not have a significant relationship with 

any of the sustainability measuring variables. Return on assets is measuring accounting-

based financial performance, while Tobin’s Q can be used to measure market-based 

financial performance (Velte, 2017, p. 170). Future researchers could therefore add 

Tobin’s Q as an extraneous variable, in order to better connect sustainability and senior 

executive compensation to financial performance.  

 

Future researchers are also encouraged to conduct a similar study, were the original ESG-

score is used as the main variable to measure the relationship between sustainability and 

senior executive compensation. This is due to the ESGC-score not showing a significant 

relation with senior executive compensation in any direction. As previously mentioned, 

the controversy score included in the ESGC-score might be a cause for the non-significant 

relationship. 

 

Lastly, to build on this study it is suggested for future researchers to explore what impact 

financial performance and senior executive compensation has on a variable such as 

product innovation. This would be interesting, since senior executive compensation was 

shown to decrease the environmental score, which includes innovation among its 

categories. However, it might be possible that it has a long-run positive impact on this 

specific variable. As previously discussed, the compensation was found to benefit the 

shareholders in terms of value maximization. It could be of benefit for the shareholders 

to motivate the senior executives to focus on innovation, as it can create long-term 

shareholder value. If the innovation is also sustainable, it might not only create 

shareholder value, but also stakeholder value. Furthermore, a high financial performance 

could provide more resources to be spent on product research and development. 
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