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Abstract 

This study investigates the relationship between CEO compensation and firm performance for 

the public sector corporations and publicly listed companies in New Zealand for the period 

2005 to 2012. Our empirical results show that firm size is the most important determinant of 

CEO cash compensation and CEO total compensation. The proportion of female directors on 

boards and independent directors have statistically significantly positive effect CEO’s cash 

compensation. Our results indicate that remuneration committees do provide vigilance on 

total compensation awarded to CEOs.  
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ARE CEOS PAID LIKE BUREAUCRATS? A COMPARATIVE STUDY OF PUBLIC 

SECTOR CORPORATIONS AND PULICLY LISTED COMPANIES IN NEW 

ZEALAND 

1 Introduction 

Executive compensation has attracted worldwide attention from academics, politicians and 

media commentators in regard to the ‘excessive’ top management remuneration. The issues 

centred on whether CEOs are overpaid, and if so, whether there is any relationship between 

CEO compensation packages and firm performance. For example, 84% of the United States 

investors with household incomes above US$100,000 indicated that CEOs in the US make too 

much money ("Even the rich say CEOs are overpaid," 2006); and the Federal Reserve Bank 

of New York President William J. McDonough stated that American CEOs are paid too much, 

and their salaries should be reduced to more ‘reasonable’ levels ("CEOs Are Overpaid, Says 

Fed Banker," 2002). The excessive compensation is seen by some being the result of weak 

corporate governance practices (Steven F Cahan, Frances Chua, & Robert Ochoki Nyamori, 

2005), and in particular, weaknesses of boards to align pay to performance (Kaplan, 2008).  

Whether CEOs are being paid too much or not, and the relationship between CEO 

compensation and performance are empirical questions. 

Prior research relating to CEO compensation and performance posit two contrasting views 

relating to the observed pay structures, that is, efficient contracting (Edmans & Gabaix, 2009; 

Murphy, 2012) and managerial power (Bebchuk & Fried, 2004; Bertrand & Mullainathan, 

2000).  Those that argue CEO compensation as a mechanism for providing optimal incentives  

suggest top executive pay should incorporate both, basic salary and risk based-incentives 

(Jensen & Meckling, 1976). In this regard, Murphy (1999) report that top executive 

compensation in the US includes both: cash based compensation (salary, bonuses and amount 

of other cash pay) and equity-based compensation (stock preference, options and warrants). 

Risk-based incentives motivate executives to watch over the company performance with the 

same anxious vigilance as they would their own business, thus leading to improved company 

performance (Jensen & Meckling, 1976). Some argue that executive compensation is the 

product of self-interest and opportunistic CEOs setting their own (Bebchuk & Fried, 2003; 

Hall & Murphy, 2003) with the view of extracting rent.  

Prior researchers that has tested these contrasting views has reported inconclusive evidence 

(Frydman & Jenter, 2010; Murphy, 2012). Research undertaken in various countries have  

reported an evidence of a positive relationship between compensation and performance, such 
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as: Canada (Zhou, 2000), China (Conyon & He, 2011; Kato & Long, 2006), Japan (Kato & 

Kubo, 2006), Korea (Kato, Kim, & Lee, 2007), New Zealand (Andjelkovic, Boyle, & McNoe, 

2002; Gunasekaragea & Wilkinson, 2002; Jiang, Habib, & Smallman, 2009; Lau & Vos, 

2004), Philippines (Unite, Sullivan, Brookman, Majadillas, & Taningco, 2008) and the US 

(Gu & Kim, 2009; Nourayi & Mintz, 2008). Some also reported a positive relationship 

between CEO total compensation and financial performance:  India (Ghosh, 2010) and the US 

(Canarella & Gasparyan, 2008). To the contrary, some reported no link between performance 

and the pay of top managers, include: Italy (Brunello, Graziano, & Parigi, 2001; Gigliotti 

(2013), New Zealand (Elayan, Lau, & Meyer, 2003)
2
, UK (Ozkan, 2011) and the US (Jeppson, 

Smith, & Stone, 2011)
3
. Ozkan (2011), reported that the pay-performance elasticity for the 

CEOs in UK is lower than that of the CEOs in the US
4
.  

After more than four decades of research, there still is no unanimous outcome regarding the 

nature of the compensation-performance relationship. The issue remains an unsolved problem 

because of: different datasets used; diversity of methods used to analyse the dataset; the 

heterogeneity in terms of institutional factors of countries; and the issue of endogeneity of 

variables not being considered. Moreover, prior studies mainly focused on firms in the US 

(Canarella & Nourayi, 2008; Jeppson et al., 2011; Leone, Wu, & Zimmerman, 2006; Murphy, 

1999; Nourayi & Mintz, 2008; Ueng, Wells, & Lilly, 2000) and as a consequence, literature 

relating to New Zealand is relatively scant and also very little is known about the pay-

performance relationship in the public sector corporations.  

The motivation to study compensation-performance relationship in New Zealand is based on 

the following: (1) a different institutional and economic environment to that existing in the 

US; (2) the level of CEO compensation is different and is smaller; (3) the size of the capital 

market is much smaller; (4) CEO compensation disclosure regulations are different. In 

addition, the rapid economic development, globalisation and mergers have made business 

community and regulators to be interested in the nature of the compensation-performance link 

and how the compensation contract designs differ across countries (Mitsudome, Weintrop, & 

Hwang, 2008).  

                                                        
2 Elayan, Lau and Meyer (2003), conducted t-tests between CEO total compensation and Tobin’s Q, return 
to shareholder and return on asset for a sample of 73 New Zealand list companies in 1998 and found no 
significant association between CEO compensation and these performance measures.   
3 Jeppson, Smith and Stone (2009) examined 200 large public companies which filed proxy statements 
with the SEC for 2007, and did not find a strong relationship between CEO compensation and firm 
performance. 
4 The empirical results show that in comparison to the previous findings for US CEOs, pay-performance 
elasticity for UK CEOs seems to be lower; pay-performance elasticity for UK CEOs is 0.075 (0.095) for cash 
compensation (total direct compensation), indicating that a ten percentage increase in shareholder return 
corresponds to an increase of 0.75% (0.95%) in cash (total direct) compensation. 
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Furthermore, previous studies relating to CEO compensation-performance relationship did not 

use the latest data. In New Zealand, public disclosure of executive compensation for all public 

and private corporations became effective on 1 July 1997. The Companies Act 1993 requires 

that a firm’s annual report must disclose the number of current or former employees who 

received remuneration of more than $100,000 a year (Roberts, 2005). As the earlier studies 

relating to New Zealand environment are based on data period 1996-2005 (Elayan et al., 2003; 

Gunasekaragea & Wilkinson, 2002; Jiang et al., 2009; Lau & Vos, 2004; Roberts, 2005), 

there are concerns whether their findings are relevant in the current economic environment. In 

addition, research on CEO compensation in New Zealand concentrated mainly on the cash 

component of the CEO compensation, which omits the fact that equity-based compensation 

also plays an important role in CEO compensation packages and have potential to 

significantly influence compensation-performance relationship. More importantly, prior 

studies have focused only on the publicly listed companies, thus the nature of the 

compensation-performance relationship existing in the public sector corporations (state-

owned enterprises and crown research institutes) in New Zealand is less understood. 

The literature relating to the compensation practices of public sector corporations are limited, 

and the findings of the relationship between CEO remuneration and public sector corporations 

remain unclear. According to Niskansen (1975) and Mueller (2003), bureaucrats are self-

interest maximisers who seek to advance their goals by fostering the growth of their 

organisation. Therefore, failure to align incentives is likely to result in rent extraction 

behaviour (Boyle & Rademaker, 2012). Therefore, this study examines whether the CEOs in 

the New Zealand publicly listed companies and public sector corporations are paid like 

bureaucrats.  

The public sector corporations include both State-Owned Enterprises (SOEs) and Crown 

Research Institutes (CRIs). State-owned enterprises (SOEs) are owned by the Crown but 

operate as commercial businesses, similar to the public listed companies, they provide 

services directly to the public through market transactions (State-Owned Enterprises, 2011). 

There are two shareholding Ministers for each state-owned enterprise - one is the Minister of 

Finance and the other is the relevant portfolio minister. Crown research institutes (CRIs) are 

organisations owned by the Crown that carry out scientific research for the benefit of New 

Zealand (Crown Research Institutes, 2013). Similar to SOEs, CRIs have two shareholding 

ministers; the Minister of Science and Innovation and the Minister of Finance.  

Although both strategic and the day-today decisions of the public sector corporations are 

entrusted to “managers” rather than to civil servants from a legal perspective, politicians still 
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retain ultimate hierarchical control (Vining, 2011; Vining & Boardman, 1992). Since public 

sector corporations are poised between governments and the markets, the extent to which the 

conflicting and ambiguous findings relating to the compensation-performance relationship in 

the publicly listed companies are applicable to the public sector corporations, remain 

questionable.  

The rest of this study is organised as follows：Section 2 provides literature review and 

Section 3 describes data and research method used. Section 4 discusses the empirical research 

results and Section 5 presents conclusion and limitation of this study. 

2 Literature Review 

Prior studies have raised a number of questions relating to the pay-performance relationship, 

that is,  whether there is a positive relationship between pay-performance, and, if there is, the 

extent to which executive pay is tied to firm performance (Zhou, 2000). Although, the 

findings of these studies are inconclusive, they do suggest that different compensation 

structures have potential to influence the pay-performance relationship (Ozkan, 2011). 

Prior researchers have provided evidence to support the view that the overall level of CEO 

cash compensation has risen in recent years (Murphy, 1999; Roberts, 2005).
5
 A number of 

researchers have reported a positive relationship between firm performance and CEO cash 

compensation (Conyon & He, 2011; Gu & Kim, 2009; Kato & Kubo, 2006; Kato & Long, 

2006; Nourayi & Daroca, 2008; Zhou, 2000). In China, cash compensation makes up the 

largest component of total compensation and Kato and Long (2006), reported a statistically 

significantly positive relationship between CEO cash compensation and shareholder value for 

937 publicly listed companies in China. Furthermore, Nourayi and Mintz (2008) also added 

the tenure of the CEO into consideration for the US companies and reported that during the 

first three years of a CEO’s employment, there is a statistically significantly positive 

relationship between firm performance and cash-based compensation.  

Jeppson et al. (2011) separated CEO compensation into five categories: base salary, cash 

bonuses, perks, stock awards and option awards.  Their results show a statistically significant 

correlation between a CEO’s base salary and total revenue of a firm, but there is no 

statistically significant correlation between base salary and percentage of change in a 

company’s net income, or percentage change in total shareholder return. However, CEO cash 

                                                        
5 For example, 84% of the United States investors with household incomes above US$100,000 indicated 
that CEOs in the US make too much money ("Even the rich say CEOs are overpaid," 2006); and the Federal 
Reserve Bank of New York President William J. McDonough stated that American CEOs are paid too much, 
and their salaries should be reduced to more ‘reasonable’ levels ("CEOs Are Overpaid, Says Fed Banker," 
2002). 
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bonuses are positively related to firm performance, including total revenue, changes in net 

income and changes in total shareholder return. Studies undertaken by Gu and Kim (2009) 

and Kato and Kubo (2006) provide similar results, that CEO cash compensation is sensitive to 

firm performance.  

Leone et al. (2006) examined 20,981 CEO-year observations from 1992-2003; they 

recognised that all firms with negative market-adjusted stock returns are poor performers and 

reported that cash compensation is more sensitive to poor firm performance. On the other 

hand, Dechow (2006) argue that firm performance can be misclassified due to the influence of 

stock return, and Shaw and Zhang (2010) argue that CEO cash compensation is less sensitive 

to poor earnings’ performance than it is to better earnings performance. Consequently, 

Dechow (2006) and Shaw and Zhang (2010) conclude that stock performance is irrelevant to 

cash compensation.  

In Italy, results do not demonstrate a link between company performance and the pay of top 

managers (Brunello et al., 2001; Gigliotti, 2013). Also no evidence of a positive relationship 

between pay and performance has been found in New Zealand (Andjelkovic et al., 2002; 

Gunasekaragea & Wilkinson, 2002; Lau & Vos, 2004). To the contrary, Jiang et al. (2009) 

reported  that CEO compensation is negatively related to firm performance in firms that have 

a highly concentrated ownership structure but positively related to firm performance in firms 

with a low concentrated ownership structure.  

According to Canarella and Gasparyan (2008), total compensation includes both cash 

compensation and equity compensation. It is not only the sum of salary and cash bonus, but 

also includes long-term incentive pay-outs, stock options and other compensation items for 

the year.  By investigating a sample of 696 companies in Australia during the period 1999-

2001, Matolcsy and Wright (2007) reported that 238 companies (34%) were using cash 

compensation and 458 firms (66%) were using total compensation. Although a number of 

studies focus on CEO cash compensation and firm performance, the amount of study uses 

CEO total compensation as a dependent variable is relatively limited.  

Prior studies that did investigate the relationship between CEO total compensation and firm 

performance have reported no significant relationship (Elayan et al., 2003; Jeppson et al., 

2011; Nourayi & Mintz, 2008; Ozkan, 2011). In addition, Canarella and Nourayi (2008) 

reported a strong evidence of asymmetry and non-linearity in the relationship between 

executive compensation and firm performance. Ozkan (2011), reported that the relationship 

between CEO compensation and firm performance is misaligned by analysing a hand-

collected panel data set of 390 UK non-financial firms during the period 1999-2005. Elayan et 
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al. (2003) conducted t-tests between CEO total compensation and Tobin’s Q, return to 

shareholders and return on assets for a sample of 73 New Zealand listed companies in 1998, 

and reported no significant association between CEO compensation and performance 

measures.  Nourayi and Mintz (2008) investigated 2601 CEO year observations from 1446 

companies during the period 2001-2002, and reported that performance is negatively 

correlated with CEO total compensation. Jeppson et al. (2011) examined 200 large public 

companies that filed proxy statements with the SEC for 2007, and failed to find a strong  

relationship between CEO compensation and firm performance, but reported that firm 

performance as measured by total company revenue was a significant factor in determining 

CEO compensation. 

Murphy (1999), argue that the differentiation of firm size, industry type and institutional 

structures of different countries leads to different pay-performance sensitivities. For example, 

Ghosh (2010) reported a significant pay-performance relationship in India’s manufacturing 

firms for 2007. Zhou (2000) examined 755 Canadian firms between 1991 and 1995 and found 

that CEO compensation is tied to company performance and sales elasticity and CEO 

compensation is greater in larger firms. Canarella and Gasparyan (2008) examined ‘new 

economy’ firms in the US over two sub-periods 1996-1999 and 2000-2002. They define the 

new economy firms as typically smaller in size; at least in terms of sales and employees. The 

compensation practices in ‘new economy’ firms rely more heavily on equity-based forms of 

compensation than in their ‘old economy’ counterparts. The study reports that in the sub-

period immediately preceding the stock market crash both return on assets and total 

shareholder return affected total CEO compensation.  Furthermore, Nourayi and Daroca 

(2008) reported a similar result for a sample of 455 US firms from 25 industries during the 

period 1996-2002. They reported that the coefficient of market-based return was statistically 

significant as an explanatory variable for total compensation. Canarella and Nourayi (2008) 

used a sample of 594 observations between 1997 and 2002 and showed that accounting 

returns and market returns affect executive total compensation and the relationship between 

executive compensation and firm performance is non-linear and asymmetric.  

According to Rosen (1990), in a market equilibrium, the most talented executives occupy top 

positions in the largest firms, where the marginal productivity of their actions is greatly 

magnified by many people below them to whom they are linked. The positive firm size–pay 

correlation has been reported extensively in prior literature from all over the world. In Italy, 

Gigliotti (2013) analysed 145 Italian companies listed on the Milan Stock Exchange from 

2004 to 2009 and reported a higher correlation between the extent of pay and the size of the 
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company. By examining 755 Canadian firms over the period 1991-1995, Zhou (2000) found 

that CEO pay rises corresponded with firm size. In the India manufacturing industry Ghosh 

(2010) concluded that the relationship between firm size and executive pay was positive and 

significant.    

Also, a significant correlation between firm size and CEO total compensation has been found 

in the US market. By analysing ‘new economy’ firms between 1996 and 2002, Canarella and 

Gasparyan (2008) found that CEO compensation of ‘new economy’ firms is positively 

significantly related to firm size. Nourayi and Mintz (2008) established that firm size is a 

significant explanatory variable for CEO total compensation. Nourayi and Daroca (2008) 

claimed that firm size and market-based return are the most significant variables in affecting 

both cash compensation and total compensation. Moreover, their findings are supported by 

Ueng et al. (2000) and Nourayi and Krishnan (2006). By examining firms with total asset size 

less than $250 million, Ueng et al. (2000) found that firm size is the most significant 

determinant of CEO compensation for small firms. Furthermore, Nourayi and Krishnan (2006) 

agree that firm size plays an important role in determining both cash and total compensation. 

Gu and Kim (2009) examined publicly listed US airline firms from 2002 to 2004, and found 

that company size is a dominant factor in determining CEO cash compensation in the airline 

industry in the US, and cash compensations are greater for CEOs of large airlines than for 

those of smaller airlines.  

In addition, the findings of New Zealand studies show the relationship between firm size and 

CEO compensation is positive and significant. Andjelkovic et al. (2002) studied 49 listed 

firms on the NZ Stock Exchange in 1997 and found that the sole determinant of variations in 

CEO pay appears to be firm size. By testing samples from 1998-2002, Gunasekaragea and 

Wilkinson (2002) reported that the size of the firm significantly influences the CEO 

compensation. Elayan et al. (2003) using the data from 1998, reported a positive firm size–

pay relationship. CEO pay rises with firm size (Lau & Vos, 2004); and CEO compensation is 

positively related to firm performance in firms with low concentrated ownership structure 

(Jiang et al., 2009).  

There is limited literature focusing on CEO compensation of public sector corporations, and 

the findings are not consistent. Tella and Fisman (2002) reported a positive relationship 

between US bureaucrats’ performance and their compensation by using US data for the period 

1950 to 1990. Tuttle and Bumpass (2005) examined the determinants of governors' salaries 

for the 48 contiguous states from 1961 to 2001 and find a positive link between US state 

governor salaries and state economic performance. However, by analysing the effectiveness 
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of the governance of CEO turnover and compensation in English NHS Hospital Trusts from 

1998 to 2005, Ballantine, Forker, and Greenwood (2008) find no association between CEO 

pay and performance in NHS Hospital Trusts. Boyle and Rademaker (2012) tested the CEOs 

of local government agencies in New Zealand and reported no evidence of a positive 

relationship between pay and regional economic performance. Brickley and Van Horn (2002)), 

and Brickley, Van Horn and Wedig (2010), reported evidence suggesting both efficient 

contracting and rent seeking forces at work.  

There are several differences between publicly listed companies and public sector 

corporations. First, publicly listed companies are owned by shareholders, but public sector 

corporations are owned by the government. Second, boards of public sector corporations 

report directly to the two ministers of the Crown which is not the case for the publicly listed 

companies. Third, the purpose of public sector corporations is to undertaken activities that 

benefit New Zealand, while the purpose of publicly listed companies is to maximise the 

interest of the shareholders. Four, the existence of alienable residual claims reduces the 

incentive of the owners (government and taxpayers) to monitor performance of public sector 

corporations. The incentive to monitor is further reduced because of the existence of diffused 

ownership structure and free rider problems (Olson, 1971). 

Based on the prior literatures, the following hypotheses are developed: 

Hypothesis 1: There is no positive relationship between CEO cash compensation and firm 

performance. 

Hypothesis 2: There is no significant relationship between CEO total compensation and firm 

performance 

Hypothesis 3: The relationship between CEO compensation and firm performance in public 

sector corporations is different to that of the publicly listed companies.  

Boards of directors are considered to have an important influence in monitoring and 

establishing CEOs compensation (Jensen, 1993). Bertrand and Mullainathan (2001) found 

that there was a certain level of association between the strength of the board and CEO’s 

compensation. Ideally, the board designs a CEO compensation package with the aim of 

minimising the agency cost and authorising the CEO to act on shareholders’ behalf, and then 

pays the CEO according to his/her performance. According to Bechuk and Fried (2005), 

boards have failed to carry out the ideal function of compensation review and control. Core, 

Holthausen, and Larcker (1999)  argue that boards are influenced by CEOs and therefore, 

cannot independently settle CEO compensation in respect to CEO’s contributions. In some 

cases, the CEO can even be involved in the decision making for his own compensation.  
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Prior studies have reported that larger boards are less effective than smaller boards (Steven F 

Cahan et al., 2005; Core et al., 1999; Eisenberg, Sundgren, & Wells, 1998; Jensen, 1993). 

Steven F Cahan et al. (2005) analysed 80 New Zealand public sector corporations in 1999 and 

concluded that smaller boards are more effective at constraining CEO pay. Similarly,  Core et 

al. (1999) reported that larger board size is associated with higher CEO pay and Jensen (1993) 

stated that larger boards are seen as less effective. Eisenberg et al. (1998) reported a negative 

correlation between board size and profitability relating to small firms with small boards in 

Finland. Petra and Dorata (2008) suggested that boards need to have fewer than nine members 

in order to have lower CEO compensation. 

Outsider directors are considered to be more independent, objective and expected to assert 

more control on CEO performance than insider directors (Fama & Jensen, 1983; Ozdemir & 

Upneja, 2012). Core et al. (1999) found a smaller proportion of independent outside directors 

on boards is associated with greater CEO compensation in the US. Coakley and Iliopoulou 

(2006) also documented that less independent and larger boards awarded CEOs higher 

bonuses and salary in UK companies over the 1998–2001 period. However, Hermalin and 

Weisbach (1998) argued that outside directors were less effective in monitoring CEO 

compensation. Ozkan (2007) also found that the proportion of non-executive directors had a 

positive relationship with CEO compensation, thus suggesting that non-executive directors do 

not play an effective monitoring role. 

Boards delegate some of its responsibilities to the board committees. The audit and 

remuneration committees  primarily act as independent monitors (Klein, 1998). The main 

responsibility of the audit committee is to ensure internal controls are effective, financial 

reporting is reliable, and applicable regulations are complied with. The function of the 

remuneration committee is to make recommendations on remuneration packages for directors 

and CEOs.  

The argument about the effectiveness of board committees in determining and monitoring 

CEO compensation is incongruent. For example, Chhaochharia and Grinstein (2009) found 

that companies with remuneration committees have lower CEO compensation, while 

Newman and Mozes (1999) did not find CEO compensation to be greater in firms that have 

insiders on the compensation committee compared with firms that did not. Main and Johnston 

(1993) report evidence that CEO compensation is significantly higher in companies that have 

independent remuneration committees. Xie, Davidson, and DaDalt (2003) pointed out that the 

audit or finance committee may have a more direct role in controlling earnings management. 

Klein (2002) examined whether audit committee and board characteristics were related to 
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earnings management by the firm and reported a negative relationship between audit 

committee independence and abnormal accruals.  

The importance of gender diversity on boards is explicitly stressed in many governance 

reform proposals. Due to these increasing pressures to appoint female directors, the 

proportion of female directors on boards has grown in recent years (Adams & Ferreira, 2009). 

By investigating Fortune 1000 firms, Carter, Simkins, and Simpson (2003) found a 

statistically significantly positive relationship between women on boards and firm value as 

measured by Tobin’s Q. Adams and Ferreira (2004) reported that firms with more diverse 

boards provide better pay-performance incentives. Also, a positive relationship between the 

percentage of women and minorities on boards and firm performance (measured by ROA and 

ROI) has been found in 127 large US companies during the period 1993 to 1998 (Erhardt, 

Werbel, & Shrader, 2003).  

New Zealand has strict requirements on board structure. For example, according to 

NZSX/NZDX Listing Rule ("NZSX and NZDX Listing Rules," 2012), boards of listed 

companies need to maintain the minimum number of independent directors, being two or one-

third.  The rules require boards to identify and disclose information about their dependent and 

independent directors. Also, an independent director should not hold more than 5% of the 

company’s shares by himself or by an associated person. The New Zealand Companies Act 

1993 ("Companies Act 1993," 1993) requires companies to disclose the directors’ 

shareholding in and associated benefits from the company. Steven F Cahan et al. (2005) 

studied 80 public sector companies in New Zealand and found that board size, whether the 

CEO is on the board or not, and director quality are associated with CEO pay in the public 

sector. 

Based on the prior literature, the following hypotheses are developed: 

Hypothesis 4: CEO compensation is positively related to board size, proportion of 

independent directors on board, and proportion of female directors on board.  

Hypothesis 5: Board committees have a negative effect on CEOs compensation.   

3 Data 

Our sample includes 140 publicly listed companies and 24 public sector corporations (that is, 

16 SOEs and 8 CRIs) over the period 2005-2012. A list of public sector corporations (SOEs 

and CRIs) included in our sample is provided in Appendix A. The information regarding CEO 

compensation is collated from the firms’ annual reports filed on the New Zealand Stock 

Exchange company database.  
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We have collated data for both, cash compensation and total compensation. CEO cash 

compensation includes base salary, cash bonuses, allowances, incentives and other monetary 

benefits paid in cash to CEOs during each financial year. CEO total compensation includes 

shares, options granted, and long-term incentive plans. Some companies did disclose 

information relating to the CEO’s remuneration clearly in their annual reports but some 

companies did not. If CEO remuneration was not specifically disclosed, we used the 

estimated CEO pay. For example, the New Zealand Companies Act 1993 requires 

corporations to disclose the number of employees whose annual salary exceeds $100,000 in 

the 10,000 bands. Hence it is possible to estimate CEO pay, since normally the CEO is the 

employee earning the highest pay in a company. This report takes the middle point of the 

highest pay band among employees as the CEO’s cash pay. This method has been extensively 

employed by previous researchers in New Zealand, e.g. Jiang et al. (2009) and Gunasekaragea 

and Wilkinson (2002). For the observations of organisations that do not have CEOs, we have 

used the remuneration information provided for the managing director instead. 

The information pertaining to firm size, firm performance and corporate governance variables 

are also collated from each company’s annual report. Sales figures are used as a proxy for 

company size, which is the natural logarithm of sales (ln(Sales)). Three firm performance 

variables used in this study includes: return on assets (ROA), return on equity (ROE) and 

Tobin’s Q. ROA is ratio of the EBIT to total assets. ROE is the ratio of net profit to total 

shareholders’ equity. Tobin’s Q is a market-based indicator, which is measured as the sum of 

long-term debt, the difference between current liability and current asset, and share price 

multiplied by share outstanding, divided by total assets.  

The corporate governance variables used this study include: board size; gender of the CEO; 

CEO is on board; proportion of independent directors on board; proportion of female directors 

on board; whether the company has audit or remuneration committees; and whether the CEO 

sits on the audit and/or remuneration committee. The two ownership variables used in this 

study include: proportion of insider shareholding and proportion of block holder ownership. 

Leverage helps the firm to invest or operate and firms with more debt than equity are 

considered to be highly leveraged. LEV is the proportion of debt to equity.  

Overseas companies and equity trusts and funds are excluded from the sample. Overseas 

companies are excluded due to the differences in corporate governance and disclosure 

regulations (Jiang et al., 2009), and equity trusts and funds companies are not included 

because they are managed by groups of directors and hence have no CEOs. Our initial sample 

size was 1312 firm-year observations representing 164 companies over the period 2005-2012. 
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Because of the elimination of overseas companies, equity trusts and funds, and companies 

without a CEO or managing director, the observations were reduced to 992. Furthermore, 194 

firm-year observations were eliminated due to the missing information on the CEO or 

executive employee remuneration. Table 1 provides a summary of sample size used in this 

study and Table 2 provides the details about the method of estimating dependent and 

independent variables.   

<Insert Table 1 here> 

<Insert Table 2 here> 

3.1 Method 

We first investigated the relationship between CEO compensation (both cash compensation 

and total compensation) and firm performance using the similar model to that used by Jain et 

al.  (2009).  

 

    LnCOMPit = = α +β1* PER it + β2*SIZE it +β3*∑        
    + β4*∑       

    +     

 

where LnCOMPit is the natural logarithm of CEOs pay of firm i in the period t; both CEO 

cash compensation and CEO total compensation are included in the research. PER is the firm 

performance measure as return on assets (ROA), return on equity (ROE), and Tobin’s Q. 

ROA indicates how profitable a company is relative to its total assets, it acts as an accounting 

measure of firm performance. ROE measures a firm’s profitability by revealing how much 

profit a company generates with the money shareholders have invested. Tobin’s Q is a 

market-based indicator, a value great than one indicates value creation and less than one 

indicate value destroyed.   

To test the hypotheses, the following expanded regression is used to examine the relationship 

between CEO compensation and firm performance in public-listed companies, public sector 

corporations:  

LnCOMP it = α20 +β21Ln SALES + β22PER + β23ACOST + β24FD + β25BDS + β26CEOBD  

                             + β27IDIR + β28FEMCEO + β29ACOM + β30RCOM + β31ONACOM  

                             + β32ONRCOM + β33IOWN+ β34BOWN + β35LEV +   it 

where COMP is either CEO cash compensation (COMPC) or CEO total compensation 

(COMPTC); PER is ROA, ROE or Tobin’s Q.  

4 Results 

4.1 Descriptive Statistics 
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Table 3 reports the descriptive statistics of the publicly listed companies and public sector 

corporations. The mean (median) CEO cash compensation in publicly listed companies is 

NZ$605,694 (NZ$473,000) and in public sector corporations is NZ$632,965 (NZ$485,000). 

The mean (median) CEO total compensation in publicly listed companies is NZ$936,258 

(NZ$686,250) and in public sector corporations is NZ$632,965 (NZ$485,000). These results 

indicate that CEOs of public sector corporations receive higher cash compensation and CEOs 

in the publicly listed companies receive higher total compensation. The mean (median) of 

BDS in the publicly listed companies is 6.12 (6) and in the publicly sector corporations is 7.4 

(8). These results indicate that board size in publicly listed companies and public sector 

corporations are similar and are within the range reported by Fox (1996) . The mean (median) 

ROA of public sector corporations is 8.38% (5.61%) compared to publicly listed companies 

of 4.83% (7.24%). The mean (median) ROE in public sector corporations is 12.73% (9.64%) 

and in publicly listed companies it is 8.66% (10.09%). Both ROA and ROE in public sector 

corporations are higher, that is, mean of ROA is higher by 3.55% and the mean of ROE is 

higher by 4.07%, thus indicate that public sector corporations have higher accounting-based 

performance compared to the publicly listed companies. The mean (median) Tobin’s Q is 

1.24 (1.09), thus indicate that publicly listed companies have created value for the 

shareholders’ during the sampling period. The mean (median) leverage in publicly listed 

companies is 49.42% which is higher than the public sector corporations of 26.01%. These 

results indicate that public sector corporations may be discouraged from borrowing. The 

results for agency costs indicate that agency costs are higher in the public sector corporations 

(74%) compared to the publicly listed companies (49%). The public sector corporations have 

higher proportion of independent directors (72.24%) compared to publicly listed companies 

(60.51%) and also have higher proportion of female directors (34.82%) compared to publicly 

listed companies (7.23%). Our results show that a high proportion of publicly listed 

companies have an audit committee (97%) compared to publicly sector corporations (71%). 

Also, a high proportion of publicly listed companies have a remuneration committees (85%) 

compared to public sector corporations (68%). We also find that there is no CEO on an audit 

or remuneration committees in public sector corporations, whereas CEOs are on audit and 

remuneration committees in the publicly listed companies but proportion is low, that is, 

approximately 2.4% of companies in our sample have CEO on audit committee and 7% have 

CEO on remuneration committee. Our results are much lower than that reported by Boyle and 

Roberts (2012), that is, 33% of the companies have CEO on compensation committee in their 

sample comprising 447 for the period 1997 to 2005. A plausible reason for a drop in number 

of CEOs on board committees is due to an increased focus on independence of board and 
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board committees. There is a big difference between publicly listed companies and public 

sector corporations regarding the percentage of CEOs on boards (62.5%). Our results for per 

cent of CEOs on board are much higher that reported by Boyle and Roberts (2012), that is, 25% 

in their sample. The per cent of companies that have a female CEO in publicly listed 

companies is 1.83% and in public sector corporations is 1.39%.  

<Insert Table 3 here> 

Table 4 shows cross-sectional descriptive statistics for CEO cash and total compensation. The 

mean value of CEO cash compensation gradually increased during the sample period. In 

publicly listed companies, CEO cash compensation rose by NZ$117,821, from NZ$533,895 

in 2005 to NZ$651,716 in 2012; and in public sector corporations, CEO cash compensation 

rose by NZ$151,855, from NZ$558,636 in 2005 to NZ$710,491 in 2012. The largest CEO 

cash compensation is NZ$1,996,000 in a publicly listed company in 2006 and the smallest 

amount is NZ$53,850 in 2009.  The cross-sectional descriptive statistics show that CEO total 

compensation increased by NZ$279,259 from NZ$618,790 in 2005 to NZ$898,049 in 2012. 

<Insert Table 4 here> 

Table 5 reports the coefficients of the regression of the CEO cash compensation in public- 

listed companies and public sector corporations (SOEs and CRIs). Because most of the public 

sector corporations are not listed on the New Zealand Stock Market, the information 

regarding Tobin’s Q, insider ownership and block holder ownership are not available. 

Moreover, during the data collection we found that no CEO of SOEs and CRIs sits on their 

audit or remuneration committee as well. 

Results reported in Table 5 show that Ln(Sales) has a positive coefficient and is statistically 

significant at 1% level.  This result indicates that larger firms pay higher level of cash 

compensation in the publicly listed companies and in public sector corporations; this finding 

is consistent with the prior studies.   

The coefficient of ROA is positive in column 2 of Table 5 and is statistically significant at 1% 

level. This indicates that higher ROA leads to lower CEOs cash compensation in the publicly 

listed companies. The coefficient of ROA is positive column 5 of Table 5, thus suggest that 

higher ROA is public sector corporations leads to higher CEOs cash compensation. On the 

other hand, ROE and Tobin’s Q have no significant influence on CEOs cash compensation in 

the publicly listed companies, but ROE is statistically significant with a positive coefficient at 

better than 10 per cent level (t–statistics: 1.719) for the public sector corporations. Also, the 

coefficient of ACOST is negative and is statistically significant at 1% and 10% levels, 
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respectively. These findings are inconsistent with the findings reported by Andjelkovic et al. 

(2002)
6
 and Jiang et al. (2009)

7
.  

The coefficient of BDS is positive and is statistically significant at 1% level, thus suggest that  

larger boards in publicly listed companies leads to higher  CEO cash compensation in publicly 

listed  companies (positive coefficient at better than 0.01 level). This is consistent with that 

reported by Cahan et al. (2005) for New Zealand public sector corporations, thus indicate that 

larger boards are less effective than small boards. We also find that CEO cash compensation 

in publicly listed companies is statistically significantly negatively related to the proportion of 

female directors on board, thus indicate that higher proportion of females directors leads to 

lower CEO cash remuneration. Moreover, when ROA and ROE act as firm performance 

indicators, an audit has a negative effect and remuneration committee have a positive effect 

on CEO compensation. Also, the CEO on the remuneration committee has a negative effect 

and leverage has a positive effect on CEO cash compensation in the publicly listed companies.  

In summary, our results suggest that female directors, audit committee, CEO on remuneration 

committee are good mechanism whereas, board size, remuneration committee and leverage 

are not good mechanisms for controlling CEO compensation in the publicly listed companies 

in New Zealand. Our results for the public sector corporations show that higher agency costs 

leads to lower CEO compensation.   

<Insert Table 5 here> 

Results reported in Table 6 show that firm size (ln(sales)), board size, the proportion of 

independent directors on a board, and the proportion of female directors on a board have a 

statistically significantly positive effect on CEO total compensation in publicly listed 

companies. The regression results indicate that large companies pay higher remuneration to 

their CEOs than small companies; large boards are less effective than small boards. 

Furthermore, when ROA and ROE are employed as firm performance measures, 

remuneration committee has a negative effect and the gender of CEOs has a positive effect on 

CEOs total compensation. The CEO pay-performance relationship is significantly negative 

for ROA at 10 per cent significance  level; ROE has a significant impact on CEO total 

compensation with a negative coefficient (t-statistics -2.517); and there is positive relationship 

between Tobin’s Q and CEO total compensation in publicly listed companies. The above 

                                                        
6 By investigating 49 New Zealand listed firms, Andjelkovic, Boyle and McNoe (2002) reported that ROA 
and ROE are not significantly related to CEO cash compensation.  
7 Jiang, Habib & Smallman report that the CEO pay-for-performance relationship is significantly negative 
for ROA and ROE for high concentrated ownership group analysis, however, a significantly positive 
relation in the low ownership concentrated sample group.  
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results are inconsistent with the findings reported by Elayan et al. (2003)
8
 and Cahan et al. 

(2005)
9

. Moreover, agency cost shows a significantly positive effect on CEO total 

compensation when Tobin’s Q acts as a firm performance indicator; and leverage is 

significantly negatively related to CEO total compensation at better than 5 per cent level when 

ROA is employed as the firm performance measure.  

<Insert Table 6 here> 

4.2 Pay-performance sensitivity analysis  

To CEO compensation–firm performance sensitivity we follow the approach employed by 

Murphy (1999) and our regression model is given as follows: 

∆Ln COMPit = = α +β1* ∆PER it + β2*SIZE it +β3*∑        
    + β4*∑       

    +     

where ∆LnCOMPit, are the percentage changes in CEO cash compensation and percentage 

changes in CEO total compensation between two financial years. ∆PERit are the percentage 

changes in ROA, ROE, and Tobin’s Q between two financial years.  

Table 7 shows the regression results for CEO cash pay-performance sensitivity analysis in 

publicly listed companies. We cannot find any significant relationship in column (1), (3), and 

(5), which are the relationships between CEO cash compensation and ROA, ROE, and 

Tobin’s Q. We did not find any significant effect of the percentage changes in CEO cash 

compensation and firm performance variables, except sales have a significantly positive 

relationship with changes in CEO cash compensation when ROE acts as a firm performance 

indicator.  

<Insert Table 7 here> 

Table 8 shows the regression results for CEO cash pay-performance sensitivity analysis in 

public sector corporations. There is a significantly negative relationship between changes in 

ROA and changes in CEO cash compensation at 10 per cent level. Our results show that the 

proportion of female directors on a board has a significantly negative impact on CEO cash 

compensation in public sector corporations.  

<Insert Table 8 here> 

Table 9 reports the regression results for CEO total pay-performance sensitivity analysis in 

publicly listed companies. Our results reported in columns (2), (4) and (6) show that the 

                                                        
8 By examining 73 New Zealand listed companies in 1998, Elayan, Lau & Meyer find no significant 
association between CEO total compensation and performance measures (ROA) 
9 Cahan at al. (2005) reported a significantly positive relationship between CEO compensation and CEO on 
board at 0.01 level. 
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changes in board size and changes in insider ownership have a significantly positive 

relationship with changes in CEO total compensation at 1 per cent level.  

<Insert Table 9 here> 

5 Conclusion  

This study examined the relationship between CEO compensation (both CEO cash 

compensation and total compensation) and firm performance in New Zealand publicly listed 

companies and public sector corporations for a period 2005 to 2012.  

The empirical results indicate that firm size is the most important determinant of CEO cash 

compensation and CEO total compensation in publicly listed companies and public sector 

corporations. Return on assets (accounting-based measure) is statistically significantly 

negatively related to CEO cash compensation and CEO total compensation. Moreover, return 

on equity and Tobin’s Q has a significant impact on CEO total compensation. However, the 

pay-performance sensitivity test only finds a significant relationship between changes in CEO 

cash compensation and changes in ROA in public sector corporations. 

 Consistent with prior studies in New Zealand, board size has a significant impact on CEO 

compensation. However, we did not find any significant relationship between CEOs on 

boards and CEO compensation, which differs from the findings reported by Steven F Cahan 

et al. (2005). Furthermore, our results show that female directors, audit committee and CEO 

on remuneration committee have statistically significantly negative effect on CEO cash 

compensation but female directors have a positive effect on total compensation. We also 

whether the company has audit or remuneration committees, whether the CEO sits on 

remuneration committee all have a great effect on CEO cash compensation. Also, the 

proportion of independent directors on a board is significantly positively related to CEO total 

compensation.  

Our research makes several contributions. To be more specific, comparative studies are 

relatively limited in previous academic research in New Zealand, especially the comparison 

between publicly listed companies and public sector corporations. By analysing and 

comparing the pay-performance relationship between publicly listed companies and public 

sector corporations, this paper provides a better understanding of the relationship between 

CEO compensation and firm performance in New Zealand. Second, this paper contributes to 

the international literature in the executive compensation area by providing a New Zealand 

pay-performance relationship comparison, which will benefit both the business community 

and regulators when examining how executive compensation depends on various firm 
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performance measures, and how compensation packages differ across countries. Third, by 

using the latest data, this paper provides a better interpretation of the current pay-performance 

relationship in New Zealand. Furthermore, both CEO cash compensation and equity-based 

compensation are included in the research, which will improve the integrity and validity of 

the results.  

 

 

  



20 
 

Reference 

Adams, R., & Ferreira, D. (2004). Diversity and incentives in teams: Evidence from corporate boards. 
Working paper from Stockholm School of Economics 

Adams, R. B., & Ferreira, D. (2009). Women in the boardroom and their impact on governance and 
performance. Journal of financial economics, 94(2), 291-309. 

Andjelkovic, A., Boyle, G., & McNoe, W. (2002). Public disclosure of executive compensation: Do 
shareholders need to know? Pacific-Basin Finance Journal, 10(1), 97-117. 

Ballantine, J., Forker, J., & Greenwood, M. (2008). The governance of CEO incentives in English NHS 
hospital trusts. Financial accountability & management, 24(4), 385-410. 

Bebchuk, L., & Fried, J. (2003). Executive Compensation as an Agency Problem. Journal of Economic 
Perspectives, 17, 71-92. 

Bebchuk, L., & Fried, J. (2004). Pay Without Performance: The Unfulfilled Promise of Executive 
Compensation. Cambridge: Harvard University Press. 

Bebchuk, L. A., & Fried, J. M. (2005). Pay without performance: Overview of the issues. Journal of 
Applied Corporate Finance, 17(4), 8-23. 

Bertrand, M., & Mullainathan, S. (2000). Agents with and without principles. American Economic  
Review, 90 (Papers and Preceedings), 203-208. 

Bertrand, M., & Mullainathan, S. (2001). Are CEOs rewarded for luck? The ones without principals are. 
The Quarterly Journal of Economics, 116(3), 901-932. 

Boyle, G., & Rademaker, S. (2012). Are Bureaucrats Really Paid Like Bureaucrats?  
Brunello, G., Graziano, C., & Parigi, B. (2001). Executive compensation and firm performance in Italy. 

International Journal of Industrial Organization, 19(1), 133-161. 
Cahan, S. F., Chua, F., & Nyamori, R. O. (2005). Board structure and executive compensation in the 

public sector: New Zealand evidence. Financial accountability & management, 21(4), 437-465. 
Canarella, G., & Gasparyan, A. (2008). New insights into executive compensation and firm 

performance: Evidence from a panel of “new economy” firms, 1996-2002. Managerial 
Finance, 34(8), 537-554. 

Canarella, G., & Nourayi, M. M. (2008). Executive compensation and firm performance: adjustment 

dynamics, non‐linearity and asymmetry. Managerial and Decision Economics, 29(4), 293-
315. 

Carter, D. A., Simkins, B. J., & Simpson, W. G. (2003). Corporate governance, board diversity, and firm 
value. Financial Review, 38(1), 33-53. 

CEOs Are Overpaid, Says Fed Banker. (2002, September 12, 2002). The Washington Post, p. E.04.  
Chhaochharia, V., & Grinstein, Y. (2009). CEO compensation and board structure. the Journal of 

Finance, 64(1), 231-261. 
Coakley, J., & Iliopoulou, S. (2006). Bidder CEO and other executive compensation in UK M&As. 

European Financial Management, 12(4), 609-631. 
Companies Act 1993 (1993). 
Conyon, M. J., & He, L. (2011). Executive compensation and corporate governance in China. Journal of 

Corporate Finance, 17(4), 1158-1175. 
Core, J. E., Holthausen, R. W., & Larcker, D. F. (1999). Corporate governance, chief executive officer 

compensation, and firm performance. Journal of financial economics, 51(3), 371-406. 
. Crown Research Institutes. (2013, 1st February 2013)Retrieved from http://www.msi.govt.nz/get-

connected/crown-research-institutes 
Dechow, P. M. (2006). Asymmetric sensitivity of CEO cash compensation to stock returns: A discussion. 

Journal of Accounting and Economics, 42(1), 193-202. 
Edmans, A., & Gabaix, X. (2009). Is CEO pay really inefficient? A survey of new optimal contracting 

theories. European Financial Management, 15, 486-496. 
Eisenberg, T., Sundgren, S., & Wells, M. T. (1998). Larger board size and decreasing firm value in small 

firms. Journal of financial economics, 48(1), 35-54. 

http://www.msi.govt.nz/get-connected/crown-research-institutes
http://www.msi.govt.nz/get-connected/crown-research-institutes


21 
 

Elayan, F. A., Lau, J. S., & Meyer, T. O. (2003). Executive incentive compensation schemes and their 
impact on corporate performance: evidence from new zealand since compensation disclosure 
requirements became effective. Studies in Economics and Finance, 21(1), 54-92. 

Erhardt, N. L., Werbel, J. D., & Shrader, C. B. (2003). Board of director diversity and firm financial 
performance. Corporate Governance: An International Review, 11(2), 102-111. 

Even the rich say CEOs are overpaid. (2006, March 27, 2006). Globe and Mail p. B.16.  
Fama, E. F., & Jensen, M. C. (1983). Separation of ownership and control. Journal of law and 

economics, 26(2), 301-325. 
Fox, M. A. (1996). Corporate Control and Financial Performance of New Zealand Companies. 

Department of Economics and Marketing Discussion Paper No. 14. Department of Economics 
and Marketing Discussion Paper No. 14. Lincoln University. Canterbury.  

Frydman, C., & Jenter, D. (2010). CEO Compensation.  Retrieved 20 September 2012 
Http://ssrn.com/abstract=1582232 

Ghosh, S. (2010). Firm Performance and CEO Pay Evidence from Indian Manufacturing. Journal of 
Entrepreneurship, 19(2), 137-147. 

Gigliotti, M. (2013). The compensation of top managers and the performance of Italian firms. The 
International Journal of Human Resource Management, 24(4), 889-903. 

Gu, Z., & Kim, H. (2009). CEO cash compensation determinants: an empirical examination of US 
airlines†. The Service Industries Journal, 29(7), 995-1005. 

Gunasekaragea, A., & Wilkinson, M. (2002). CEO compensation and firm performance: a New Zealand 
investigation. International Journal of Business Studies, 10(2), 45-60. 

Hall, B. J., & Murphy, K. J. (2003). The trouble with stock options. Journal of Economic Perspectives, 17, 
49-70. 

Hermalin, B. E., & Weisbach, M. S. (1998). Endogenously chosen boards of directors and their 
monitoring of the CEO. American Economic Review, 96-118. 

Jensen, M. C. (1993). The modern industrial revolution, exit, and the failure of internal control systems. 
the Journal of Finance, 48(3), 831-880. 

Jensen, M. C., & Meckling, W. (1976). Theory of the Firm: Managerial Behavior, Agency Cost and 
Ownership Structure. Journal of Financial Economics, 3, 305-360. 

Jensen, M. C., & Meckling, W. H. (1976). Theory of the firm: Managerial behavior, agency costs and 
ownership structure. Journal of financial economics, 3(4), 305-360. 

Jeppson, C. T., Smith, W. W., & Stone, R. S. (2011). CEO compensation and firm performance: Is there 
any relationship? Journal of Business & Economics Research (JBER), 7(11) 

Jiang, H., Habib, A., & Smallman, C. (2009). The effect of ownership concentration on CEO 
compensation-firm performance relationship in New Zealand. Pacific Accounting Review, 
21(2), 104-131. 

Kaplan, S. N. (2008). Are US CEOs Overpaid? The Academy of Management Perspectives, 22(2), 5-20. 
Kato, T., Kim, W., & Lee, J. H. (2007). Executive compensation, firm performance, and chaebols in 

Korea: Evidence from new panel data. Pacific-Basin Finance Journal, 15(1), 36-55. 
Kato, T., & Kubo, K. (2006). CEO compensation and firm performance in Japan: Evidence from new 

panel data on individual CEO pay. Journal of the Japanese and International Economies, 20(1), 
1-19. 

Kato, T., & Long, C. (2006). Executive turnover and firm performance in China. The American 
economic review, 96(2), 363-367. 

Klein, A. (1998). Firm Performance and Board Committee Structure 1. The Journal of Law and 
Economics, 41(1), 275-304. 

Klein, A. (2002). Audit committee, board of director characteristics, and earnings management. 
Journal of Accounting and Economics, 33(3), 375-400. 

Lau, A., & Vos, E. (2004). Relation between CEO compensation, firm size and firm performance. New 
Zealand Journal of Applied Business Research, 3(1), 51-64. 

Leone, A. J., Wu, J. S., & Zimmerman, J. L. (2006). Asymmetric sensitivity of CEO cash compensation to 
stock returns. Journal of Accounting and Economics, 42(1), 167-192. 

http://ssrn.com/abstract=1582232


22 
 

Main, B. G., & Johnston, J. (1993). Remuneration committees and corporate governance. Accounting 
and Business Research, 23(sup1), 351-362. 

Matolcsy, Z., & Wright, A. (2007). Australian CEO compensation: the descriptive evidence. Australian 
Accounting Review, 17(43), 47-59. 

Mitsudome, T., Weintrop, J., & Hwang, L.-S. (2008). The relation between changes in CEO 
compensation and firm performance: A Japanese/American comparison. Journal of the 
Japanese and International Economies, 22(4), 605-619. 

Mueller, D. C. (2003). Public Choice III. Cambridge: Cambridge University Press. 
Murphy, K. (Ed.). (2012). Executive compensation: where we are, and how we got there. North 

holland: Elsevier Science 
Murphy, K. J. (1999). Executive compensation. Handbook of labor economics, 3, 2485-2563. 
Newman, H. A., & Mozes, H. A. (1999). Does the composition of the compensation committee 

influence CEO compensation practices? Financial Management, 41-53. 
Niskanen, W. (1975). Bureaucrats and politicians. Journal of Law & Economics, 18, 617-643. 
Nourayi, M. M., & Daroca, F. P. (2008). CEO compensation, firm performance and operational 

characteristics. Managerial Finance, 34(8), 562-584. 
Nourayi, M. M., & Krishnan, S. (2006). The impact of incentives on CEO compensation and firm 

performance. Rivista Internazionale di Scienze Economiche e Commerciali, 53(3), 402-420. 
Nourayi, M. M., & Mintz, S. M. (2008). Tenure, firm's performance, and CEO's compensation. 

Managerial Finance, 34(8), 524-536. 
NZSX and NZDX Listing Rules (2012). 
Ozdemir, O., & Upneja, A. (2012). Board structure and CEO compensation: Evidence from US lodging 

industry. International Journal of Hospitality Management, 31(3), 856-863. 
Ozkan, N. (2007). Do corporate governance mechanisms influence CEO compensation? An empirical 

investigation of UK companies. Journal of Multinational Financial Management, 17(5), 349-
364. 

Ozkan, N. (2011). CEO compensation and firm performance: an empirical investigation of UK panel 
data. European Financial Management, 17(2), 260-285. 

Petra, S. T., & Dorata, N. T. (2008). Corporate governance and chief executive officer compensation. 
Corporate Governance, 8(2), 141-152. 

Roberts, H. M. (2005). CEO power, executive compensation and firm performance, New Zealand, 
1997-2002 University of Otago Department of Finance Seminar Series ( 

Rosen, S. (1990). Contracts and the Market for Executives. National Bureau of Economic Research 
Shaw, K. W., & Zhang, M. H. (2010). Is CEO cash compensation punished for poor firm performance? 

The Accounting Review, 85(3), 1065-1093. 
. State-Owned Enterprises. (2011, 15 Aug 2011)Retrieved from 

http://www.treasury.govt.nz/statesector/soes 
Tella, R. D., & Fisman, R. (2002). Are politicians really paid like bureaucrats? : National Bureau of 

Economic Research 
Tuttle, M., & Bumpass, D. (2005). Factors Influencing Governors' Salaries, 1961-2001. The BE Journal 

of Economic Analysis & Policy, 10(1) 
Ueng, C. J., Wells, D. W., & Lilly, J. D. (2000). CEO influences and executive compensation: large firms 

vs. small firms. Managerial Finance, 26(8), 3-12. 
Unite, A. A., Sullivan, M. J., Brookman, J., Majadillas, M. A., & Taningco, A. (2008). Executive pay and 

firm performance in the Philippines. Pacific-Basin Finance Journal, 16(5), 606-623. 
Vining, A. R. (2011). Public Agency External Analysis Using a Modified 'Five Forces' Framework. 

International Public Management Journal, 14(1), 63-105. 
Vining, A. R., & Boardman, A. E. (1992). Ownership Versus Competition: Efficiency in Public Enterprise. 

Public Choice, 73(2), 205-239. 
Xie, B., Davidson, W. N., & DaDalt, P. J. (2003). Earnings management and corporate governance: the 

role of the board and the audit committee. Journal of Corporate Finance, 9(3), 295-316. 
Zhou, X. (2000). CEO pay, firm size, and corporate performance: evidence from Canada. Canadian 

Journal of Economics/Revue canadienne d'économique, 33(1), 213-251. 

http://www.treasury.govt.nz/statesector/soes


23 
 

  



24 
 

 

Table 1: Data Selection and Elimination 

 No. of firms No. of obs. 

Basic Sample :   

 NZX listed companies 140 1120 

 State-Owned Enterprises 16 128 

 Crown Research Institutes 8 64 

Total 164 1312 

Elimination:   

 Overseas companies 11 88 

 Equity Trusts & Funds 5 40 

 Companies without CEO 

 or Managing Director 
20 160 

 Unavailable remuneration information 13 104 

 Data unavailable during 2005-2012 - 122ᵇ 

Final sample used for testing 115ª 798 

Note: ªif the company has at least one year of observation it is retained for analysis.  

ᵇsome companies are listed after 2005, or if the information of compensation is missing during 2005-2012, the 

missing observation is included in this column.  
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Table 2:  Variable Definitions 

COMPC CEO cash compensation (+) 

COMPTC CEO total compensation (+) 

BDS Number of directors on board at the end of the year (+) 

FEMCEO 1, if CEO is female; 0, otherwise (+) 

CEOBD 1, if CEO is on board; 0, otherwise (+) 

ACOM 1, if company have audit committee; 0, otherwise (+) 

RCOM 1, if company have remuneration committee; 0, otherwise (+) 

ONACOM 1, if CEO is on the audit committee; 0, otherwise (+) 

ONRCOM 1, if CEO is on the remuneration committee; 0, otherwise (+) 

IDIR Number of independent directors on board / Number of directors on board (+) 

FDIR Number of female directors on board / number of directors on board (+) 

LnSALES Natural logarithm of total sales of the company 

ROA Accounting return on assets = EBIT / Total asset 

ROE Accounting return on equity = net profit / Total equity 

ACOST Agency cost = operating expense / Total assets 

LEV Leverage = total debt/ Total shareholders' equity 

Tobin’s Q 
[Price x Share outstanding + (Current liability – Current asset) + Long term 

debt] / Total asset 

IOWN Insider ownership = beneficial held by board directors 

BOWN Block holder ownership = the sum of top 20% shareholders’ ownership 
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Table 3: Descriptive Statistics for Publicly Listed Companies and Public Sector 

Corporations (SOEs & CRIs) 

 Publicly Listed Companies Public Sector Corporations 

 Mean 

(%) 

Median 

(%) 

Mean 

(%) 

Median 

(%) 

Female 

Directors 
7.23 0.00 34.82 37.50 

Independent 

Directors  
60.51 60.00 72.24 71.43 

Board Size 6.12 6 7.37 8 

Sales (Mil) $443.99 $105.03 $476.62 $131.43 

ROA 4.83 7.24 8.38 5.61 

ROE 8.66 10.09 12.73 9.64 

Tobin’s Q 1.24 1.09 - - 

Agency Cost 49.00 22.00 74.00 60.00 

Leverage 49.42 36.06 26.06 13.96 

CEO Cash 

Comp. 
$605,694 $473,000 $632,965 $485,000 

CEO Total 

Comp. 
$813,041 $525,000 $632,965 $485,000 

Insider Own 9.41 0.74 - - 

Block Own 70.73 74.22 - - 

CEO on Board 67.38 - 4.86 - 

Female CEO 1.83  1.39  

Audit Com. 97.41 - 71.38 - 

Rem. Com. 85.06 - 68.31 - 

CEO on Audit 

Com. 
2.44 - 0.00 - 

CEO on Rem. 

Com. 
7.01 - 0.00 - 
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Table 4: Cross Sectional Descriptive Statistics of CEO’s Cash Compensation and CEO’s Total 

Compensation 

 2005 2006 2007 2008 2009 2010 2011 2012 

Mean 

CEO’s Cash Compensation 

Publicly 
Listed Co. 

708,029 666,185 669,408 623,921 645,446 647,802 696,895 708,432 

SOE&CRI 558,636 530,833 559,077 652,367 618,200 649,780 678,289 710,491 

CEO’s Total Compensation 

Publicly 
Listed Co. 

843,025 829,930 996,283 910,164 964,040 1,018,615 929866 960,147 

Public 
Listed Co. 

558,636 530,833 559,077 652,367 618,200 649,780 678,289 710,491 

Publicly 
Listed and 

Public 
Sector 

618,790 666,951 754,722 801,902 878,301 922,471 895,205 898,049 
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Table 5:  Regression of the CEO cash compensation 

CEO cash compensation is the natural log of CEOs cash compensation. Ln(Sales) is the  natural log of sales. CEOBD is the 

dummy equal to “1” if CEO is on board, otherwise “0”. BDS is the natural log of the board size. FEMCEO is the dummy 

equal to “1” if the CEO is a female, otherwise ‘0”. IDIR is the proportion of independent directors on board and FDIR is the 

dummy equal to “1” if director is a female, otherwise “0”. ACOM is the dummy equal to “1” if there is an audit committee, 

otherwise “0”. RCOM is the dummy equal to “1” if there is a remuneration committee, otherwise “0”. ONAUD is the dummy 

equal to “1” if there is a CEO is on the audit committee, otherwise “0”. ONREM is the dummy equal to “1” if there is a CEO 

is on the remuneration committee, otherwise “0”. ROA is the EBIT/ Total Assets and ROE is Net Income/ Total Equity. 

Tobin’s Q is ((Price * Shares Outstanding + Current Liabilities – Current Assets) + L/T Debt)/Total Assets). ACOST is 

Operating expense/total assets. LEV is proportion of total debt to total assets. IOWN is proportion of shares held the board and 

BOWN is the proportion of shares held by top 20 shareholders. 

  Public listed companies Public Sector Corporations 

 
 (1) (2) (3) (1) (2) 

Ln (SALES) 
 

 

0.272*** 

(10.538) 

0.251*** 

(9.901) 

0.233*** 

(10.177) 

0.248*** 

(13.09) 

0.241*** 

(12.390) 

BDS 
 

 

0.084*** 

(3.069) 

0.085*** 

(3.101) 

0.095*** 

(3.332) 

0.025 

(0.879) 

0.021 

(0.703) 

CEOBD 
 

 

0.010 

(0.111) 

0.042 

(0.455) 

0.019 

(0.213) 

0.115 

(0.771) 

0.122 

(0.791) 

FEMCEO 
 

 

0.232 

(1.127) 

0.250 

(1.215) 

0.301 

(1.508) 

-0.151 

(-0.713) 

-0.168 

(-0.766) 

IDIR 
 

 

0.122 

(0.625) 

0.187 

(0.944) 

0.177 

(0.927) 

-0.856 

(-0.511) 

-1.077 

(-0.621) 

FDIR 
 

 

-0.977*** 

(-3.320) 

-1.059*** 

(-3.544) 

-1.072*** 

(-3.678) 

-0.355 

(-1.602) 

-0.339 

(-1.481) 

ACOM 
 

 

-0.590*** 

(-3.191) 

-0.599*** 

(-3.176) 

-0.226 

(-1.226) 

0.034 

(0.389) 

0.049 

(0.545) 

RCOM 
 

 

0.627*** 

(4.393) 

0.635*** 

(4.286) 

0.172 

(1.156) 

-0.114 

(-1.310) 

-0.108 

(-1.199) 

ONAUD 
 

 

-0.049 

(-0.327) 

0.022 

(0.146) 

-0.124 

(-0.891) 
  

ONREM 
 

 

-0.380** 

(-2.589) 

-0.330** 

(-2.369) 

-0.209 

 (-1.591) 
  

ROA 
 

 

-0.712*** 

(-3.837) 
  

1.009*** 

(3.278) 
 

ROE   
-0.00002 

(-0.024) 
  

0.343* 

(1.719) 

Tobin’s Q    
0.022 

(0.607) 
  

ACOST 
 

 

-0.073 

(-1.352) 

-0.049 

(-0.907) 

-0.099* 

(-1.907) 

-0.076*** 

(-2.692) 

-0.048* 

(-1.756) 

LEV 
 

 

0.0001* 

(1.853) 

0.0001* 

(1.970) 

0.0001 

(0.872) 

-0.005 

(-0.058) 

-0.043 

(-0.502) 

IOWN 
 

 

-0.044 

(-0.294) 

-0.109 

(-0.713) 

-0.044 

(-0.290) 
  

BOWN 
 

 

0.003 

(1.437) 

0.004** 

(2.024) 

0.002 

(1.37) 
  

R square  0.660 0.661 0.679 0.7298 0.711 

F-statistic  29.448 29.433 30.144 26.267 23.886 

(T-statistics are reported in parentheses. *** Significant at the 0.01 level; ** significant at the 0.05 level; * significant 

at 0.1 level) 
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Table 6: Regression of the CEO total compensation 

CEO cash compensation is the natural log of CEOs cash compensation. Ln(Sales) is the  natural log of sales. CEOBD is the 

dummy equal to “1” if CEO is on board, otherwise “0”. BDS is the natural log of the board size. FEMCEO is the dummy 

equal to “1” if the CEO is a female, otherwise ‘0”. IDIR is the proportion of independent directors on board and FDIR is the 

dummy equal to “1” if director is a female, otherwise “0”. ACOM is the dummy equal to “1” if there is an audit committee, 

otherwise “0”. RCOM is the dummy equal to “1” if there is a remuneration committee, otherwise “0”. ONAUD is the dummy 

equal to “1” if there is a CEO is on the audit committee, otherwise “0”. ONREM is the dummy equal to “1” if there is a CEO 

is on the remuneration committee, otherwise “0”. ROA is the EBIT/ Total Assets and ROE is Net Income/ Total Equity. 

Tobin’s Q is ((Price * Shares Outstanding + Current Liabilities – Current Assets) + L/T Debt)/Total Assets). ACOST is 

Operating expense/total assets. LEV is proportion of total debt to total assets. IOWN is proportion of shares held the board 

and BOWN is the proportion of shares held by top 20 shareholders. 

Publicly listed companies 

 
(1) (2) (3) 

Ln (SALES) 
0.302*** 

(15.760) 

0.299*** 

(16.202) 

0.314*** 

(15.846) 

BDSIZE 
0.096*** 

(4.794) 

0.106*** 

(5.273) 

0.100*** 

(4.612) 

CEOBD 
0.047 

(0.780) 

0.063 

(1.011) 

0.051 

(0.770) 

FEMCEO 
0.436* 

(1.785) 

0.443* 

(1.768) 

0.302 

(1.197) 

IDIR 
0.347** 

(2.432) 

0.392*** 

(2.630) 

0.376** 

(2.475) 

FDIR 
0.654*** 

(2.873) 

0.628*** 

(2.678) 

0.764*** 

(3.043) 

ACOM 
-0.150 

(-0.977) 

-0.098 

(-0.596) 

-0.211 

(-1.295) 

RCOM 
-0.225*** 

(-2.878) 

-0.220*** 

(-2.655) 

-0.090 

(-0.982) 

ONACOM 
-0.136 

(-1.271) 

-0.105 

(-0.918) 

0.043 

(0.352) 

ONRCOM 
0.072 

(0.588) 

0.163 

(1.351) 

0.109 

(0.875) 

ROA 
-0.267* 

(-1.744) 
  

ROE  
-0.003** 

(-2.517) 
 

Tobin’s Q   
0.105*** 

(3.880) 

COST 
0.110 

(1.691) 

0.072 

(1.370) 

0.106** 

(2.007) 

IOWN 
-0.141 

(-0.908) 

0.080 

(0.470) 

0.096 

(0.539) 

BOWN 
0.0004 

(0.279) 

0.002 

(1.194) 

0.003 

(1.528) 

LEV 
-0.0004** 

(-2.201) 

-0.0002 

 (-0.391) 

-0.0003 

(-0.632) 

R square 0.760 0.737 0.749 

F-statistic 57.077 47.842 46.066 
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Table 7: 

CEO pay–performance sensitivity for cash compensation in publicly listed companies 

Dependent Variable = ∆Ln (CEO cash compensation) 

 (1) (2) (3) (4) (5) (6) 

Intercept 
0.0070*** 

(3.202) 

0.0073*** 

(2.930) 

0.0078*** 

(3.534) 

0.007*** 

(2.8896) 

0.0067*** 

(3.213) 

0.0066*** 

(2.836) 

ROA 
0.0002 

(0.213) 

0.0002 

(0.263) 
    

ROE   
0.0004 

(0.294) 

-0.00002 

(-0.016) 
  

Tobin’s Q     
-0.00037 

(-0.081) 

-0.0008 

(-0.173) 

Ln 

(SALES) 
 

0.0094 

(0.103) 
 

0.270** 

(2.408) 
 

0.0599 

(0.6798) 

BDSIZE  
-0.0268 

(-1.511) 
 

0.014 

(0.787) 
 

0.0091 

(0.5128) 

IND  
0.004 

(0.251) 
 

0.0122 

(0.732) 
 

0.0127 

(0.7729) 

FEM  
-0.009 

(-0.816) 
 

-0.015 

(-1.403) 
 

-0.0136 

(-1.2441) 

COST  
-0.0004 

(-0.551) 
 

-0.0007 

(-1.1965) 
 

-0.0004 

(-0.629) 

LEV  
0.00001 

(0.254) 
 

0.0002 

(0.2264) 
 

-0.000007 

(-0.173) 

ISO  
0.00001 

(0.254) 
 

-0.0002 

(-0.316) 
 

-0.00002 

(-0.2600) 

BLO  
-0.011 

(-0.572) 
 

-0.019 

(-0.751) 
 

-0.0068 

(-0.349) 

R square 0.0003 0.0212 0.0005 0.064 0.00003 0.018 

F-statistic 0.0456 0.4047 0.0865 1.332 0.0066 0.355 
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Table 8 

CEO pay-performance sensitivity for cash compensation in public sector corporations 

Dependent Variable = ∆Ln (CEO cash compensation) 

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

Intercept 
0.0036** 

(2.61) 

0.003** 

(2.298) 

0.0038*** 

(2.785) 

0.0038** 

(2.532) 

ROA 
-0.001* 

(-1.803) 

-0.0015* 

(-1.939) 
  

ROE   
-0.001 

(-1.387) 

-0.001 

(-1.494) 

Ln (SALES)  
0.073 

(1.364) 
 

0.0678 

(1.253) 

BDSIZE  
0.002 

(0.311) 
 

0.0017 

(0.219) 

IND  
-0.007 

(-0.062) 
 

-0.0027 

(-0.023) 

FEM  
-0.008* 

(-1.891) 
 

-0.0086* 

(-1.940) 

COST  
-0.0006 

(-0.088) 
 

-0.00008 

(-0.124) 

LEV  
0.0003 

(0.644) 
 

0.0002 

(0.5499) 

R square 0.034 0.114 0.0202 0.098 

F-statistic 3.252 1.597 1.922 1.350 
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Table 9 

CEO pay-performance sensitivity for total compensation in Publicly  listed companies 

Dependent Variable = ∆Ln (CEO total compensation) 

 (1) (2) (3) (4) (5) (6) 

Intercept 
0.148*** 

(5.057) 

0.112*** 

(3.626) 

0.153*** 

(4.872) 

0.110*** 

(3.419) 

0.165*** 

(4.912) 

0.125*** 

(3.591) 

ROA 
-0.0078 

(-0.922) 

-0.003 

(-0.388) 
    

ROE   
-0.0012 

(-0.403) 

-0.0007 

(-0.274) 
  

Tobin’s Q     
0.025 

(0.572) 

0.026 

(0.587) 

Ln 

(SALES) 
 

1.477 

(1.602) 
 

1.646 

(1.481) 
 

1.359 

(1.106) 

BDSIZE  
0.757*** 

(3.442) 
 

0.817*** 

(3.492) 
 

0.848*** 

(3.393) 

IND  
0.304 

(1.618) 
 

0.374* 

(1.902) 
 

0.384* 

(1.809) 

FEM  
-0.002 

(-0.012) 
 

-0.014 

(-0.100) 
 

-0.019 

(-0.128) 

COST  
-0.003 

(-0.343) 
 

-0.005 

(-0.487) 
 

-0.003 

(-0.312) 

LEV  
-0.0002 

(-0.881) 
 

-0.0002 

(-0.837) 
 

-0.0002 

(-0.709) 

ISO  
0.0029*** 

(2.77) 
 

0.0039*** 

(3.306) 
 

0.004*** 

(3.268) 

BLO  
0.216 

(0.644) 
 

0.355 

(1.019) 
 

0.175 

(0.432) 

R square 0.0038 0.107 0.0008 0.133 0.002 0.132 

F-statistic 0.851 2.855 0.1627 3.344 0.327 3.034 
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Appendix A: List of state-owned enterprises and crown research institutes 

 State-owned enterprises (SOEs):  

o Airways Corporation of New Zealand Ltd  

o Animal Control Products Ltd  

o AsureQuality Ltd  

o Electricity Corporation of New Zealand Ltd  

o Genesis Power Ltd  

o Kordia Group Ltd  

o Landcorp Farming Ltd  

o Learning Media Ltd  

o Meridian Energy Ltd  

o Meteorological Service of New Zealand Ltd  

o Mighty River Power Ltd  

o New Zealand Post Ltd  

o New Zealand Railways Corporation 

o Quotable Value Ltd 

o Solid Energy New Zealand Ltd 

o Transpower New Zealand Ltd 

 

 Crown research institutes (CRIs):  

o AgResearch Ltd  

o Industrial Research Ltd  

o Institute of Environmental Science & Research Ltd  

o Institute of Geological & Nuclear Sciences Ltd  

o Landcare Research New Zealand Ltd  

o National Institute of Water & Atmospheric Research Ltd  

o New Zealand Forest Research Institute Ltd (Scion)  

o The New Zealand Institute for Plant & Food Research Ltd 

 

 

http://www.comu.govt.nz/portfolio-entities/sector/transportation/airways-corporation-new-zealand
http://www.comu.govt.nz/portfolio-entities/sector/environmental-facilities-services/animal-control-products
http://www.comu.govt.nz/portfolio-entities/sector/environmental-facilities-services/asurequality
http://www.comu.govt.nz/portfolio-entities/sector/energy-utilities/electricity-corporation-new-zealand
http://www.comu.govt.nz/portfolio-entities/sector/energy-utilities/genesis-power
http://www.comu.govt.nz/portfolio-entities/sector/media-communications/kordia-group
http://www.comu.govt.nz/portfolio-entities/sector/environmental-facilities-services/landcorp-farming
http://www.comu.govt.nz/portfolio-entities/sector/media-communications/learning-media
http://www.comu.govt.nz/portfolio-entities/sector/energy-utilities/meridian-energy
http://www.comu.govt.nz/portfolio-entities/sector/environmental-facilities-services/meteorological-service-new-zealand
http://www.comu.govt.nz/portfolio-entities/sector/energy-utilities/mighty-river-power
http://www.comu.govt.nz/portfolio-entities/sector/media-communications/new-zealand-post
http://www.comu.govt.nz/portfolio-entities/sector/transportation/new-zealand-railways-corporation
http://www.comu.govt.nz/portfolio-entities/sector/environmental-facilities-services/quotable-value
http://www.comu.govt.nz/portfolio-entities/sector/energy-utilities/solid-energy-new-zealand
http://www.comu.govt.nz/portfolio-entities/sector/energy-utilities/transpower-new-zealand
http://www.comu.govt.nz/portfolio-entities/sector/environmental-facilities-services/agresearch
http://www.comu.govt.nz/portfolio-entities/sector/environmental-facilities-services/industrial-research
http://www.comu.govt.nz/portfolio-entities/sector/environmental-facilities-services/institute-environmental-science-research
http://www.comu.govt.nz/portfolio-entities/sector/environmental-facilities-services/institute-geological-nuclear-sciences
http://www.comu.govt.nz/portfolio-entities/sector/environmental-facilities-services/landcare-research-new-zealand
http://www.comu.govt.nz/portfolio-entities/sector/environmental-facilities-services/national-institute-water-atmospheric-research
http://www.comu.govt.nz/portfolio-entities/sector/environmental-facilities-services/new-zealand-forest-research-institute/
http://www.comu.govt.nz/portfolio-entities/sector/environmental-facilities-services/new-zealand-institute-plant-food-research

