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ABSTRACT 

 

Over the past two decades, executive remuneration has been a topic of considerable 

controversy. The perceived inability of boards of directors to set optimal executive 

pay, together with the revelation of corporate scandals and subsequent collapse of 

high-profile companies, has fuelled intense public debates about executive pay. 

Regulators here and abroad have been forced to address these growing concerns. 

With the view to improving the accountability of executive pay and to restraining 

‘excessive’ executive pay, Australia introduced the Corporations Amendment 

(Improving Accountability on Director and Executive Remuneration) Act 2011, with 

effect from 1 July 2011. Unlike previous legislation, under which shareholders’ votes 

on remuneration reports were non-binding, this new ‘say on pay’ (SOP) legislation, 

widely known as the ‘two-strikes’ rule in Australia, has specific and predictable 

consequences. Under this new rule, the board of directors (except the chief executive 

officer) of a firm listed on the Australian Securities Exchange may potentially face 

re-election if the remuneration report receives 25% or more ‘no’ votes at the Annual 

General Meeting in two consecutive years. 

This study was motivated by ongoing debates about improving executive pay 

practices, the variety of regulatory reforms already implemented by different 

jurisdictions and by the scant empirical evidence on the effectiveness of the ‘two-

strikes’ rule. The study has three objectives. The first is to investigate organisational 

characteristics that are associated with the incidence of receiving a ‘first strike’ on a 

firm’s remuneration report. The second objective is to examine whether boards 

respond to the ‘first strike’ rule by subsequently changing the level and structure of 
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chief executive officers’ pay. The third objective is to investigate whether the ‘two-

strikes’ rule has had any widespread impact (outside the ‘first strike’ firms) on the 

level and structure of CEO remuneration in Australia, as well as on the sensitivity of 

pay to performance.  

Based on the above research objectives, three research questions are addressed. The 

first inquires into which specific characteristics of firms are associated with the 

incidence of a ‘first strike’. The second research question investigates the effect of 

the ‘strike’ on CEO remuneration levels and pay structures of ‘first-strike’ firms that 

have avoided the ‘second strike’ in the following year. The third research question is 

concerned with the impact of the ‘two-strikes’ rule on the level and structure of CEO 

remuneration, and the sensitivity of pay to performance. To provide a comprehensive 

insight, a detailed descriptive analysis and several regression models are employed. 

An analysis of the firms’ characteristics associated with the incidence of a ‘first 

strike’ shows that shareholders target firms with higher levels of CEO total pay, 

lower levels of ownership concentration, higher levels of institutional ownership, and 

the presence of CEO duality. Moreover, smaller firms are more likely to receive a 

‘first strike’ on a remuneration report. When CEOs’ total pay is segregated into cash 

pay and equity pay, only CEOs’ cash pay is positively related to the likelihood of 

receiving a ‘first strike’. In addition, splitting a CEO’s total pay into predicted CEO 

total pay and residual CEO total pay (i.e., the proxy for CEO’s excessive pay) shows 

that shareholders reject the remuneration report via a ‘first strike’ without 

considering whether or not the CEO’s pay is excessive. Thus, it appears that 

shareholders of ‘first-strike’ firms are not sophisticated in using their new voting 

power as compared to their counterparts in the US.  
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The results of the second study indicate that in the sample of ‘first-strike’ firms that 

avoided a ‘second strike’ in following year, changes in CEO total remuneration 

following a ‘first strike’ are positively and significantly associated with changes in 

the level of shareholders’ dissent votes. In contrast, the second study finds no such 

relationship in the control sample. The second study also finds that unlike the control 

firms, ‘first-strike’ firms that avoided a ‘second strike’ increase the proportion of 

CEO performance-based pay in the year following the ‘first strike’, and that such an 

increase is negatively and significantly related to changes in shareholders’ dissent 

levels. These results suggest that empowering shareholders by giving them a ‘say on 

pay’ (SOP) has the potential to curb excessive executive pay and improve alignment 

between shareholders’ interests and executives’ performance incentives. 

Finally, the third study finds that although the level of CEO total pay has increased 

after the enactment of the ‘two-strikes’ rule, the growth rate of CEO total pay has 

declined. In addition, analysis of CEO cash pay shows that the ‘two-strikes’ rule, as a 

SOP regulation, increases the sensitivity of CEO remuneration to poor performance 

and improves the accountability of those who determine CEOs’ pay.  

This study makes a number of contributions to the existing literature. First, the study 

contributes to the emerging literature on new SOP legislation. Unlike several SOP 

studies in UK and US settings where shareholder votes are non-binding, using an 

Australian setting provides empirical evidence on whether binding shareholder votes 

can curb excessive executive pay in this country. Second, the present study provides 

new evidence about which firm-specific characteristics are associated with the 

incidence of receiving a ‘first strike’. Indeed, this study may present insights for firm 

managers, investors, and analysts who are interested in knowing which of a 
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particular firm’s characteristics are associated with the incidence of a ‘first strike’. 

Third, this study provides useful insights for the global debate on the governance of 

CEO remuneration. Particularly, the study has important lessons for regulators in 

other countries who are thinking about adopting a similar form of ‘say on pay’ 

regulation and empowering shareholders with similar rights. 
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Chapter 1: Overview of the Study 

1.1 Introduction 

Executive remuneration has been a topic of considerable controversy (Jensen & 

Murphy, 2004) and has come under intense scrutiny in recent decades, due to its 

perceived role in corporate scandals (Barney, 2009; Efendi, Srivastava, & Swanson, 

2007; Ertimur, Ferri, & Muslu, 2011). Arguably, the perceived inability of boards of 

directors to set optimal executive pay, together with the revelation of corporate 

scandals and subsequent collapse of high-profile companies, has fuelled intense 

public debates about executive pay (Chalmers, Koh, & Stapledon, 2006; Cianci, 

Fernando, & Werner, 2011; Guest, 2010). To address these concerns and to improve 

accountability and transparency of executive pay, regulators in most developed 

countries – including the US, Australia, the UK and several other European countries 

such as Norway, the Netherlands and Sweden – have undertaken various ‘say on 

pay’ (SOP, hereafter) reforms (Conyon & Sadler, 2010; Göx, 2012; Monem & Ng, 

2013). 

 

The benefits and costs of introducing SOP regulations have been intensely debated. 

Proponents of SOP believe that empowering shareholders with a voice, as formalized 

in a SOP vote, will result in more-transparent and more-accountable executive pay 

and thus, presumably, improve the efficiency and social responsiveness of the 

company (Thomas, Palmiter, & Cotter, 2012). In addition, advocates argue that SOP 

will help boards overcome psychological barriers to negotiating pay packages with 

CEOs more effectively on behalf of shareholders (Bebchuk, Friedman, & Friedman, 
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2007). Opponents, in contrast, argue that SOP’s non-binding votes will be ignored at 

best and, at worst, will cause a shift of power from boards to proxy advisors and not 

to shareholders (Bainbridge, 2010). 

 

In Australia, a non-binding shareholder vote on remuneration reports was introduced 

by the Corporate Law Economic Reform (Audit Reform & Corporate Disclosure) Act 

2004 (CLERP9), which came into effect on 1 July 2004 (Clarkson, Walker, & 

Nicholls, 2011). Under CLERP9, shareholder voting on remuneration reports was 

non-binding (i.e., advisory only) and boards were not required to respond to 

shareholder concerns even if there was a majority ‘no’ vote. Notwithstanding the 

nature of the non-binding vote, Clarkson et al. (2011) find that the Australian 

executive pay setting process has generally become more accountable over the years. 

Revelations of ‘excessive’ executive pay during the global financial crisis (GFC, 

hereafter) drew further worldwide attention to the need to introduce legislation to 

curb executive pay.  

 

In Australia, a Productivity Commission Inquiry in 2009 made 17 recommendations 

as to how the existing framework governing remuneration practices in Australia 

could be strengthened (Productivity Commission Inquiry Report, 2009). These 

recommendations included, inter alia, the election of directors, voting rights, 

remuneration committees, remuneration reports and disclosure, and the adoption of a 

‘two-strikes’ rule to provide shareholders a SOP. Subsequently, the Corporations 

Amendment (Improving Accountability on Director and Executive Remuneration) Act 

2011, (the Remuneration Amendment Act, hereafter), which introduced the ‘two-
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strikes’ rule, was approved by the Senate in June 2011, and the Act took effect from 

1 July 2011. Unlike the previous non-binding nature of shareholders’ votes on 

remuneration reports, the ‘two-strikes’ rule has had specific and predictable 

consequences (Monem & Ng, 2013). Under this rule, the board of directors (except 

the Chief Executive Officer, CEO, hereafter) of a firm listed on the Australian 

Securities Exchange (ASX, hereafter) may potentially face re-election if the 

remuneration report receives 25% or more ‘no’ votes (‘first strike’) at the Annual 

General Meeting (AGM, hereafter) and again receives 25% or more ‘no’ votes in the 

following year’s AGM (‘second strike’).
1
  

 

After the issuance of the principles of good corporate governance and best practice 

recommendations by the ASX corporate governance council (CGC, hereafter) in 

2003, the ‘two-strikes’ rule has arguably been the most significant corporate 

governance reform that corporate Australia has seen (Monem & Ng, 2013). 

However, various unforeseen and unintended consequences of this new rule have 

been perceived and publicly raised by business leaders, the press and members of the 

public. Opponents argue that the ‘two-strikes’ rule creates instability of the board as 

a result of the spill resolution, and that each spill damages the company’s value and 

deprives, rather than empowers, shareholders (Alembakis, 2011b; Monem & Ng, 

2013). On the other hand, proponents argue that the new ‘two-strikes’ rule will cause 

boards to focus on structuring pay arrangements so that the interests of the CEO and 

executives are aligned with those of shareholders (The Sydney Morning Herald, 

2011, 8 October, p.8). Therefore, it is timely to examine this important but 

                                                 
1
 In this thesis, the term ‘two-strikes’ and ‘second strike’ are used interchangeably to refer to the same 

event. ‘two-strikes’ is used in cardinal sense and ‘second strike’ is used in ordinal sense. 
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controversial issue. Moreover, since the Australian business community, regulators, 

and shareholders pay considerable attention to CEO remuneration practices 

(Chalmers et al., 2006; Matolcsy & Wright, 2007), this study focus on CEO 

remuneration. 

1.2 Motivation of the Research 

There are three motivations for this research. First, to the extent that executive 

remuneration is endogenously related to economic and governance characteristics of 

a firm (Bryan, Hwang, & Lilien, 2000; Core, Holthausen, & Larcker, 1999; 

Matolcsy, Shan, & Seethamraju, 2012; Matolcsy & Wright, 2011) some firms may 

be predisposed to receiving more shareholder dissent votes than others. On the other 

hand, the incidence of receiving a ‘first strike’ can potentially result in adverse 

consequences for executives. After the ‘first strike’, a board of directors faces a 

choice between accepting a reduced or restructured pay to avoid a ‘second strike’ or 

do nothing and face a ‘second strike’. Further, the adverse consequences of a ‘second 

strike’ might be more costly (e.g., removal from the board, substantial pay reduction, 

and so on) than the adjustments required after the ‘first strike’. From the perspective 

of investors and analysts, knowing which characteristics of a firm are associated with 

a ‘first strike’ is likely to help them make better investment decisions because the 

incidence of a ‘first strike’ may suggest the presence of higher agency costs in the 

firm. Hence, it is in the interest of corporate boards, investors and analysts to identify 

firm-specific determinants of receiving a ‘first strike’. While an emerging body of 

literature exists on the consequences of various forms of SOP (e.g., Clarkson et al., 

2011; Conyon & Sadler, 2010; Ferri & Maber, 2013; Monem & Ng, 2013), evidence 

on the determinants of receiving shareholders’ dissent votes is scant and has been 
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restricted mainly to the UK setting. Findings in the UK setting may not be 

generalizable to Australia for three reasons. First, shareholder voting on executive 

pay is non-binding in the UK, while a shareholder vote on the remuneration report is 

binding in Australia under the ‘two-strike’ rule. Second, compared to their UK 

counterparts, Australian shareholders appear to be more dissenting on remuneration 

reports. For example, in Carter and Zamora (2009) the median dissent votes are 

reported as ranging between 1.8% and 5.2% in the UK, whereas in Monem and Ng 

(2013) and current research, the figure is approximately 40%. Finally, the Australian 

capital market is much smaller than that of the UK. 

 

The second motivation for this research comes from a recent newspaper report which 

suggested that the majority of ‘first-strike’ companies have engaged with their 

shareholders following the strike, with a view to making changes in their 

remuneration report (The Sydney Morning Herald, 2012, 8 October). It is, therefore, 

important to provide some empirical evidence on this matter. 

 

Third, there exists an emerging body of SOP literature which investigates the 

effectiveness of SOP regulations on executive pay. However, this scant literature is 

mainly related to legislation in the UK and the US, where shareholder voting on 

executive pay is non-binding. To date, with the exception of Monem and Ng (2013) 

and to the best of my knowledge, there is no other study which examines issues 

relating to the ‘two-strikes’ rule.  



6 

 

1.3 Research Questions 

Since the ‘two-strikes’ rule is relatively new, there is scant empirical evidence on this 

regulation and its consequences. Building on existing literature, this research will 

further investigate the impact of the ‘two-strikes’ rule on CEO remuneration. While 

Monem and Ng (2013) were the first to investigate the consequences of Australia’s 

‘two-strikes’ rule, it is unclear how this new SOP impacts on Australian CEO pay 

practices. Further, because all ASX-listed firms come under the purview of the ‘two-

strikes’ rule, in theory any firm can potentially be subject to a ‘first strike’ on their 

remuneration report – and while some companies have received a ‘first strike’ on 

their remuneration report, others have not. Consequently, from these observations, 

three research questions have been formulated: 

1) What are the determinants of a ‘first strike’? 

2) How did ‘first-strike’ firms avoid the ‘second strike’? In particular, did ‘first-

strike’ firms change CEO remuneration levels and pay structures following the ‘first 

strike’? 

3) What is the effect of the ‘two-strikes’ rule on the overall level and structure of 

CEO remuneration, and the sensitivity of CEO pay to performance in Australia? 

The purpose of this research is to conduct three separate studies to answer the above 

research questions. 

1.4 Contribution  

This thesis makes several contributions to existing literature on executive 

remuneration. First, it contributes to the emerging literature on SOP. Unlike SOP 

studies in the UK and US settings (e.g., Armstrong et al., 2013; Burns & Minnick, 

2013; Conyon & Sadler, 2010; Ferri & Maber, 2013) where shareholder votes are 
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non-binding, this study, using the Australian setting, provides evidence of whether 

binding shareholder votes can curb excessive executive pay.  

 

This study also makes a contribution to a very thin but important literature on the 

‘two-strikes’ rule. It provides evidence on the firm-specific characteristics that are 

associated with the incidence of receiving a ‘first strike’. Indeed, this study presents 

insights for firm managers, investors and analysts who may be interested in knowing 

specific firms’ characteristics that are associated with the incidence of receiving a 

‘first strike’ on the remuneration report. Some findings of this study are consistent 

with those of Carter and Zamora (2009) but, unlike the evidence in Ertimur et al. 

(2011), others suggest that shareholders of Australian firms are not as sophisticated 

as the those of US firms in employing new power. Third, this study provides insights 

for the global debate on the governance of CEO remuneration. In particular, this 

thesis has implications for regulators in other jurisdictions who are contemplating the 

adoption of a similar form of SOP regulation and who wish to empower shareholders 

with similar rights.  

1.5 Structure of Thesis  

The remainder of this thesis is structured as follows. Chapter 2 provides an overview 

of the evolution of Australia’s regulatory framework for executive remuneration. 

Chapter 3 provides a review of relevant literature on the level and structure of CEO 

remuneration and the impact of regulatory reforms on executive remuneration in 

different settings. Chapter 4 presents the theoretical framework underlying this 

research, together with the formation of the research questions and hypotheses. 

Chapter 5 describes the data and sample selection process, research methods, and 
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research models that will be used to test the hypotheses outlined in Chapter 4. 

Chapter 6 presents and discusses the research findings. Finally, Chapter 7 provides a 

summary of concluding remarks and some potential avenues for future studies.  
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Chapter 2: Institutional Background 

2.1 Introduction 

This chapter provides an overview of the evolution of Australia’s regulatory 

frameworks for executive remuneration, and the operation of SOP regulations in 

other jurisdictions. Also discussed is the process embarked upon by Australian 

regulators to enhance the accountability of executive remuneration over time.  

2.2 The Evolution of Regulatory Frameworks of Executive 

Remuneration in Australia 

In recent decades, reforms of corporate governance frameworks have been one of the 

major international initiatives among policymakers. The remuneration of executives 

is always an area of interest. Well-structured remuneration contracts minimise 

agency problems between managers and shareholders and between managers and 

boards, and diminish conflicts of interest. In Australia, the regulatory frameworks for 

remuneration have improved the accountability of directors and the participation of 

shareholders in the pay-setting process over time (Productivity Commission Inquiry 

Report, 2009). In May 1991, the development of corporate governance began  in 

Australia with the issue of the ‘Corporate Practices and Conduct’ paper. Produced by 

a working group chaired by Henry Bosch, this guide was published in response to a 

number of corporate failures. However, according to the Australian Productivity 

Commission (2009), it was the following events that highlight the evolution of 

Australian regulatory frameworks on executive remuneration.  

 1998: The Company Law Review Act (CLRA98) required the disclosure of 

detailed pay for individual company executives. 
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 2003: The ASX corporate governance principles and recommendations with 

compliance on an ‘if not, why not’ approach. 

 2004:  Corporate Law Economic Reform Program (Audit Reform & 

Corporate Disclosure) Act 2004 (CLERP9) required the non-binding 

shareholder vote on remuneration reports of companies. 

 2005: ASX listing rule was amended to remove the need for shareholder 

approval for granting equity to directors that is purchased on market. 

 2009: The threshold and range for shareholder approval of termination 

benefits was changed by legislation (The Corporations Amendment 

(Improving Accountability on Termination Payments) Act 2009). 

  

The Australian regulatory frameworks for remuneration are broadly based on a 

combination of regulations and advisory guidelines that have been developed by 

regulators such as ASX, the Australian Securities and Investments Commission 

(ASIC), the Australian Prudential Regulation Authority (APRA) and the business 

community, such as the Australian Council of Super Investor (ACSI), the Investment 

and Financial Services Association (IFSA), the Australian Shareholders’ Association 

(ASA) and the Australian Institute of Company Directors (AICD). 

 

Contrary to claims made in several studies (e.g., Clarkson, Van Bueren, & Walker, 

2006; Clarkson et al., 2011; Merhebi, Pattenden, Swan, & Zhou, 2006) – which 

stated that the disclosure of executive remuneration was required with the 

introduction of CLRA98 in 1998 and coincided with those of the US, the UK and 

Canada – the requirements for the disclosure of director and executive remuneration 
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in Australia were introduced in the 1980s. Prior to October 1986, firms were required 

to disclose the total collective remuneration paid to all executives earning over 

$100,000 during that year. However, the disclosure of the identity of all directors and 

their remuneration, as well as the five highest-paid executives and their total 

remuneration was mandated in 1986 (Merhebi et al., 2006). Subsequently, a series of 

regulatory reforms has been gradually introduced to develop better corporate 

governance practice and transparency, including the disclosure of executive and 

director remuneration since the early 1990s. The most important regulations and 

guidelines that have been issued by the Australian government and regulatory bodies 

to improve corporate governance practices and to enhance accountability of directors 

and shareholders’ roles about executive remuneration are discussed below, 

chronologically.  

2.2.1 1991: ‘Corporate Practices and Conduct’ Paper  

At the beginning of 1990, four major business organisations (the Business Council of 

Australia (BCA), ASX, the Institute of Directors (ID), and the Institute of Chartered 

Accountants in Australia (ICAA)) conceived the development of a set of guidelines 

for corporate governance in Australia. This was in response to a number of corporate 

failures in the late 1980s and the subsequent loss of investor and public confidence. 

In June 1990, a working group chaired by Henry Bosch released a paper titled 

“Corporate Practices and Conduct” for public discussion. A guideline, also entitled 

“Corporate Practices and Conduct” was published in May 1991. This document was 

subsequently revised and reissued in 1993 and 1995. The main purpose of Bosch’s 

paper was to provide guidance for directors, officers, and professional advisors as to 
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what constituted acceptable conduct and practice, and to spread and reinforce high 

standards of corporate conduct. 

 

Bosch (1991) encouraged firms to issue a statement by directors to indicate that the 

company supported and adhered to the principles set out, to note any departure from 

the principles, and to give reasons for such departure. However, these 

recommendations were voluntary. The boards of ASX companies were encouraged 

to set up remuneration committees that would be responsible for establishing 

remuneration policies and practices, and the remuneration arrangements for 

executives. Notwithstanding the general acceptance of the guideline, only 29 of the 

299 ASX companies made voluntary disclosures in their 1994 annual reports (Collett 

& Hrasky, 2005). Moreover, more than 75% of these 29 firms disclosed how their 

board members were remunerated (Collett & Hrasky, 2005). 

2.2.2 1996: Introduction of Listing Rule 3C (3) (j)  

From as early as 1994, the ASX has indicated that it wanted to promote corporate 

governance practices among listed companies (Ramsay & Hoad, 1997). A 

Discussion Paper entitled “Disclosure of Corporate Governance Practices by Listed 

Companies” was released in September 1994. The document proposed that a 

statement of the main corporate governance practices be included in company annual 

reports. Listing Rule 3C (3) (j) was subsequently issued. An Indicative List of 

Corporate Governance Matters was provided in the appendix to assist companies in 

completing their corporate governance statement. The fifth item of this appendix 

proposed the main procedures for establishing and reviewing the pay structure of the 

CEO, executives, and non-executive members of the board. 
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Following the advance notice of the ASX about the Listing Rule, the Australian 

Society of CPAs (ASCPA) and Carson (1996) investigated the level of corporate 

governance disclosures among ASX listed companies. They found that 

approximately 25% of ASX listed companies fully complied with the Listing Rule, 

addressing the remuneration of both managements and non-executives. Listing Rule 

3C (3) (j) subsequently became Rule 4.10.3. The study by Ramsay and Hoad (1997) 

indicated that the level of executive remuneration disclosure varied greatly among 

listed firms, with most large and medium companies disclosing this information. 

However, around 40% of small firms failed to do so.   

2.2.3 1998: The Company Law Review Act (CLRA98) 

As part of the Australian government’s CLERP, the Company Law Review Act 

(CLRA98) came into effect on July 1 1998. Provisions of the law dealing with 

financial reporting, including the disclosure of executive remuneration, were 

contained in Schedule 5 of the Corporation Act. Section 300A of the Act required 

that a directors’ report be included in annual reports of listed companies, from 

financial years ending on or after 1 July 1998. This had to provide the following 

specific information: 

a. A discussion of the broad policy for determining the nature and amounts of 

emoluments of board members and senior executives of the company;  

b. A discussion of the relationship between such policy and the company's 

performance; and  

c. Details of the nature and amount of each element of the emolument of each 

director and each of the five named officers of the company receiving the 

highest emolument. 



14 

 

Moreover, section 300(1) (d) of the Corporations Act required the disclosure of the 

details of options granted to directors and executives, as a component of their 

remuneration. Coulton, James, and Taylor (2001) examined the amount of detailed 

disclosure of CEO remuneration by Australian firms following the introduction of 

Section 300A. Consistent with other studies of voluntary disclosure, their findings 

showed that larger firms revealed more information about CEO remuneration. 

Clarkson et al. (2006) hypothesised that there would be an increase in the extent of 

CEO remuneration disclosure between 1998 and 1999 following the enactment of 

CLRA98. Consistent with their prediction, they found significant increases in the 

extent of CEO remuneration disclosure between 1998 and 1999, concurrent with the 

introduction of CLRA98.  

2.2.4 1998: Regulatory Guide or Practice Note 68  

Provisions of CLRA98 were criticised by the Business community. For example, 

AICD argued that the inclusion of a section that stated board policy for determining 

remuneration was already required under ASX Listing Rule 4.10.3 and paragraph 5 

of Appendix A4. Further, AICD provided details of the apparent inconsistencies 

between the drafting of section 300A and those in AASB 1017 “Related Party 

Disclosures” and AASB 1034 “Financial Report Presentation and Disclosures”. Ernst 

& Young also pointed out that there was inconsistency in the meaning of 

‘emolument’ in section 300A of the Corporations Act and ‘remuneration’ in the 

standards AASB 1017 “Related Party Disclosures” and AASB 1034 “Financial 

Report Presentation and Disclosures”. 
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To address these concerns and to clarify some of the accounting-related requirements 

that were contained in the Corporations Act, Regulatory guide or Practice Note 68 

(New Financial Reporting and Procedural Requirements) was issued by the ASIC in 

November 1998.  ASIC stressed that the requirements of the new S300A should be 

applied in accordance with the overall objectives of the legislation and that 

companies should not focus too closely on the words “emoluments” and “officers”. 

Notwithstanding the issuance of this regulatory guide, poor disclosures relating to 

options granted to directors and executives led the ASIC to issue Media Release 

MR03-202 Valuing Options for Directors and Executives to provide guidance in 

June 2003. It explains that disclosure of these values by firms is part of the 

remuneration disclosures mandated under the CLRA98 amendments. 

2.2.5 2003: ASX Corporate Governance Principles and 

Recommendations and Subsequent Amendments in 2007, 2010, and 

2014 

Following several corporate collapses of 2000 and 2001 (e.g., HIH, One.Tel, Harris 

Scarfe), Australia renewed calls for improving corporate governance legislation. The 

ASX CGC issued the corporate governance principles and recommendations in 

March 2003. This was in line with regulatory changes in other major jurisdictions 

around the world (e.g., the US and the UK). 

 

The ASX Corporate Governance guidelines included ten principles, which were 

derived from core principles of good corporate governance of the Organisation for 

Economic Cooperation and Development (OECD). These ten principles were 

supported by 28 best-practice recommendations. Fleming (2003) classified these 

principles and their recommendations into three types: structural, behavioural, and 
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disclosure. Although these recommendations are not mandatory, companies are 

required to comply, and if they have not complied with a particular recommendation, 

they must provide an explanation, the so called “If not, why not” approach. 

 

Principle 8 (Remunerate fairly and responsibly) requires ASX companies to 

remunerate their executives fairly. They are also asked to establish their 

remuneration policies with the aim to motivate their executives to enhance their 

firm’s performance. The ASX CGC revised and released the second edition of 

corporate governance principles and recommendations in August 2007. In this 

revised edition, the previous Principle 8 was a new part of Principles 1 and 2 while 

Principle 10 was combined in Principles 3 and 7. The ASX corporate governance 

principles and recommendations were further revised in 2010. In the new revised 

edition, the ASX requires companies to establish a policy concerning diversity, 

including requirements for the board to establish measurable objectives for achieving 

gender diversity. Finally, the ASX issued the third revised edition of corporate 

governance principles and recommendations in 2014. 

2.2.6 2004: AASB1046 Director and Executive Disclosures by 

Disclosing Entities  

To address regulators (e.g., ASIC) and the community’s concerns about executive 

remuneration, the Australian Accounting Standards Board (AASB) released 

Exposure Draft (ED) 106 in May 2002. Incorporating reforms from ED 106, 

AASB1046 Director and Executive Disclosures by Disclosing Entities was released 

in January 2004, applicable to annual reports for periods ending on or after 1 July 

2004 for each disclosing entity that was required to prepare financial reports in 
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accordance with Part 2M.3 of the Corporations Act. AASB1046 removed the 

requirements for banded disclosure of remuneration for directors and executives 

(paragraph 4.2 (b) of AASB1017 Related Party Disclosures and section 6 of AASB 

1034 Financial Report Presentation and Disclosures) and for consolidated accounts 

to disclose the aggregate remuneration of directors (paragraph 4.3 of AASB 1017). 

These changes resulted in reducing disclosures of the number of executives and 

directors, and their remuneration, by the disclosing entities. The main disclosure 

requirements of AASB1046 are as follows: 

1. Remuneration for each specified director and specified executive; 

2. Aggregate remuneration for each party (specified directors and executives) 

and each component; 

3. How the level of remuneration is determined and details of the principles used 

to determine the nature and amount of remuneration; 

4. Values of equity instruments (including options and rights) for specified 

directors and executives, in line with current disclosure requirements in the 

US and the UK for listed entities; 

5. Equity interests of directors and specified executives of disclosing entities; 

and 

6. Providing and disclosing details of the aggregate of loans to, and other 

transactions with specified directors and executives. 

Following the issuance of AASB 1046, Clarkson et al. (2006) provided empirical 

evidence which shows that there was growth in the amount of CEO remuneration 

disclosure between 2003 and 2004. 
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2.2.7 2004: Corporate Law Economic Reform Program (Audit 

Reform and Corporate Disclosure) ACT 2004 (CLERP9)  

To improve Australia’s company regulation, the Australian government introduced a 

series of staged reforms as from of the late 1990s, known as the Corporate Law 

Economic Reform Program (CLERP). As part of the Australian government’s 

CLERP, CLERP9 attempted to improve the operation of the market by promoting 

transparency, accountability and shareholder activism. (Productivity Commission 

Inquiry Report, 2009, p.130).  

 

Among various reforms, CLERP9 also addressed the issue of executive 

remuneration. It increased the scope of remuneration disclosure, introduced the non-

binding (advisory) vote on the remuneration report, and required shareholder 

approval for directors’ retirement benefits. The non-binding vote on the remuneration 

report gives shareholders an opportunity to communicate their dissatisfactions with 

the remuneration policy to the board. 

 

The provision for non-binding shareholder votes did not receive unanimous support 

from the Australian business community. While the ASA, the Australian Labor Party 

and the Democrats supported this initiative, the AICD challenged it. Furthermore, 

there was no guarantee that the introduction of the non-binding shareholder vote 

would improve the accountability of corporate boards since not all shareholders 

would engage in exercising this right. According to Brooks, Chalmers, Oliver, and 

Veljanovski’s (1999) finding, 62 per cent of shareholders in their study never 

attended the company’s AGM, and 38 per cent never assigned proxy votes.  
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2.2.8 2009: The Australian Productivity Commission Inquiry Report  

 In 2009, the Australian Productivity Commission was requested to undertake an 

inquiry into the current Australian regulatory framework around remuneration of 

directors and executives, and to make recommendations for strengthening executive 

remuneration regulation. The commission made 17 recommendations covering such 

areas as remuneration disclosure, remuneration principles, and shareholder 

engagement during the inquiry process. The commission found that the introduction 

of a non-binding vote was not effective. It found that nearly 5 per cent of ASX200 

companies had received consecutive ‘no’ votes of 25 per cent or more and the 

percentage of ‘no’ votes had been rising in recent years. To overcome this issue, the 

commission proposed to strengthen shareholder engagement by introducing the ‘two-

strikes and re-election resolution’ process (two-strikes’ rule).  

 

The Productivity Commission’s report was officially responded to in April 2010 by 

the Australian government, and the Corporations Amendment (Improving 

Accountability on Director and Executive Remuneration) Bill for public consultation 

was released by the Federal Treasurer in December 2010. The Bill became law in 

June 2011, and the new legislation took effect from 1 July 2011.  

2.2.9 2011: The ‘Two-Strikes’ Rule  

Prior to the enactment of the Remuneration Amendment Act (2011), non-binding 

shareholder voting in Australia had no specific consequence. As mentioned 

previously, CLERP9 introduced the non-binding shareholder vote on the 

remuneration report for the first time in Australia. Based on CLERP9, the 

shareholder vote on the remuneration report was only advisory. In other words, a 
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board of directors was not required to respond to shareholder concerns even if there 

was a majority of ‘no’ votes on the remuneration report. However, the enactment of 

the Remuneration Amendment Act (2011) overcame this problem by introducing the 

‘two-strikes’ rule. The ‘two-strikes’ rule operates as follows:  

(i) The ‘first strike’ occurs when shareholders cast 25 per cent or more ‘no’ votes on 

the remuneration report at the company’s AGM. The board must address shareholder 

concerns over executive remuneration by restructuring or justifying the remuneration 

package in the subsequent remuneration report [the Remuneration Amendment Act, 

Section 249L (2)]. 

(ii) The ‘second strike’ occurs when a company’s remuneration report in the year 

following the ‘first strike’ also receives ‘no’ votes of 25 per cent or more. If the 

second strike takes place, shareholders will vote at the same AGM and decide 

whether all of the directors (except the CEO) will need to stand for re-election by 

passing a ‘spill’ resolution. If the ‘spill’ resolution is carried with a simple majority 

of 50 per cent of eligible votes cast, an extraordinary general meeting (EGM) of the 

shareholders (also referred to as the ‘spill’ meeting) must be held within 90 days of 

the ‘spill’ resolution. If at the ‘spill’ meeting, shareholders vote on removing all of 

the directors (except the CEO), it is possible to keep a minimum of three directors on 

the board (the Remuneration Amendment Act, Section 250X). If the ‘spill’ meeting is 

not held within 90 days of the ‘spill’ resolution, each person who is a director of the 

company at the close of those 90 days commits an offense of strict liability (the 

Remuneration Amendment Act, Section 250W). 

 

Figure 2.1 provides a chart of the ‘two-strikes’ rule process: 
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AGM 

                      Year 1                       Meeting papers 

                                                  Vote on remuneration report 

 

                                                      Vote on Remuneration Report 

                               ‘No’ vote < 25%                                                   ‘No’ vote ≥ 25% 

  

                     No further action              Engage, explain, modify remuneration practice 

 

                   Year 2                                                                                 AGM 

AGM Meeting papers 

- Vote on remuneration report 

- Resolution for director re-election 

                    Vote On Remuneration Report and Resolution 

 ‘No’ vote < 25% ‘No’ vote ≥ 25% 

                          Resolution not activated                              Resolution activated 

                                                                          Vote < 50%                         Vote >50% 

                                                                     No further action 

            Within 90 days                       EGM Meeting papers                               EGM              

                 -re-election of directors, subject to resolution 

 

Figure 2. 1: The ‘two-strikes’ rule process (Source: Adapted from Productivity 

Commission Inquiry Report, 2009, p. XXXII) 
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A fundamental difference between the ‘two-strikes’ rule and the previous non-

binding shareholder vote is that Australian listed companies are required to respond 

to shareholder concerns over the remuneration report  by restructuring or justifying 

the remuneration package after receiving the ‘first strike’ [the Remuneration 

Amendment Act, Section 249L (2)]. 

2.2.9.1 Controversy Around the ‘Two-Strikes’ Rule  

After the ASX corporate governance principles in 2003, the ‘two-strikes’ rule is 

arguably the most important corporate governance reform that corporate Australia 

has seen (Monem & Ng, 2013). The goal of the reform is to increase transparency 

and greater shareholder engagement; David Bradbury, parliamentary secretary to the 

federal Treasurer, acknowledged the existence of evidence that cultural change is 

occurring in the way in which boards are engaging with their shareholders 

(Alembakis, 2011a). Survey data and anecdotal evidence indicate that, in response to 

the ‘two-strikes’ rule, there has been an increase in attention paid and resources 

employed to addressing shareholder concerns regarding the level and structure of 

executive remuneration, and that Australian companies have been actually 

responding to those concerns (Mallesons Stephen Jaques report, 2012, p.14). 

 

However, the ‘two-strikes’ rule has been controversial since its introduction. 

Concerns about unforeseen and unintended consequences of this reform have been 

widely debated. Opponents believe that this reform creates instability with its spill 

resolutions, and each spill damages the company’s value. Further, interfering with 

how boards manage their affairs will have a negative effect on the good corporate 

governance record of Australian boards generally (Alembakis, 2011b). Some critics 
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contend that the ‘two-strikes’ rule would “deprive rather than empower shareholders” 

(Monem & Ng, 2013); others complain that the reform has given a tool to 

shareholders to publicly “have-a-go” at companies, and wonder whether its 

consequences are contrary of what was intended by the government (The Australian 

Financial Review, 2011, 26 September, p.1). Likewise, critics claim that what the 

‘two-strikes’ rule has succeeded in doing is lowering the outrage constraint, not 

lowering salaries, that it will take years to play out (The Australian Financial 

Review, 2011, 23 November, p.4).  

 

In contrast, proponents believe  that the new ‘two-strikes’ rule will cause boards to 

focus on structuring pay arrangements so that the interests of managers are aligned 

with those of shareholders (The Sydney Morning Herald, 2011, 8 October, p.8). 

Greater transparency and reasonable decisions about remuneration have been made 

by some companies to protect boards of directors against a ‘strike’ in the 2011 AGM 

season (MacMillan, 2012). Moreover, the chief executive of the Australian Council 

of Superannuation Investors, Ann Byrne, said, “we have found that the vast majority 

of ‘first-strike’ companies have been engaging with their shareholders with a view to 

making change and this finding shows that law so far has been successful in forging 

greater shareholder engagement” (The Sydney Morning Herald, 2012, 8 October).  

 

Given these controversies, the determinants and consequences of the ‘two-strike’ rule 

need to be examined.  
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2.3 The ‘Say on Pay’ Regulation in Other Jurisdictions 

There are different approaches for implementing SOP and different countries have 

different models of it (Larcker, McCall, Ormazabal, & Tayan, 2012). In some 

countries, shareholders vote for the remuneration of executive officers, while in 

others, shareholders can use their vote for the remuneration of the board of directors, 

which typically includes the CEO. In some instances, the board of directors needs 

shareholders’ approval of the remuneration policy, while in others shareholders’ 

approval is needed for the remuneration structure. Furthermore, SOP can be binding, 

so that a board of directors must respond to shareholders’ concerns about the 

remuneration report. SOP can also be non-binding (advisory), so that a board of 

directors is not required to address shareholder dissatisfaction with the remuneration 

report. Finally, SOP votes are legally mandated or voluntarily adopted due to market 

pressures. Table 2.1 shows models of SOP in selected countries. 

2.3.1 The ‘Say on Pay’ Regulation in the UK 

The UK government established the Greenbury Committee to recognize whether 

corporate governance issues relating to executive remuneration needed to be 

addressed in a more rigorous manner. The committee issued the Greenbury Report in 

1995 outlining a wide-range of changes to the disclosure of executive pay; this report 

was a response to extensive concerns about excessive pay (Al-Issa, 2009; Conyon & 

Sadler, 2010). 

  

The UK Department of Trade and Industry (DTI) submitted the SOP regulation to 

Parliament in 2002. This regulation, known as the Directors’ Remuneration Report 

(DRR) Regulation, was subsequently approved by Parliament, effective for the fiscal 
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Table 2. 1: Models of SOP in selected countries (Source: Adapted from Larcker et al., 2012, Exhibit 1, p. 8) 

Country Year Adopted* Directors or 

Executives 

Pay Policy or 

Structure 

Binding or 

Advisory 

Frequency Required or 

Voluntary 

UK 2003 Directors Structure Advisory Annually Required 

Netherlands 2004 Executives Policy Binding Upon Changes Required 

Sweden 2006 Executives Policy Binding Annually Required 

Norway 2007 Executives Policy Binding Annually Required 

Denmark 2007 Executives Policy Binding Upon Changes Required 

US 2011 Executives Structure Advisory Annually/ Biennially/ Triennially Required 

Australia 2011 Directors Structure Binding Annually Required 

Switzerland 2013 Directors Structure Advisory Annually Currently Voluntary 

Germany None Executives Structure Advisory Annually Voluntary 

Canada None Executives Structure Advisory Annually Voluntary 

* ‘Year adopted’ represents the year that SOP first took effect. 
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years ending on or after 31 December 2002. Under this regulation, an annual non-

binding (advisory) shareholder vote on executive pay was introduced to improve 

accountability, transparency and a pay–performance link after a decade of growing 

concerns about executive pay. 

 

The goal of the DRR Regulation was not to regulate the amount of remuneration pay 

to directors but to provide adequate information to shareholders so that they could 

assess the fairness/appropriateness of the firm’s pay policy. Recently, the UK 

enacted a law that required companies to put their ‘director remuneration policy’, 

including its approach to termination payments, to an annual binding shareholder 

vote. 

2.3.2 The ‘Say on Pay’ Regulation in the US 

As in the UK, the US also adopted a non-binding (advisory) vote of SOP. Under 

Rule 14a-8 beginning in the 2006 proxy season, US public companies could submit 

SOP shareholder proposals that give shareholders a non-binding vote on the top 

executives pay. In 2008, the US congress gave a legislative response to public 

concerns about the financial crisis by giving shareholders an advisory vote on 

executive pay in all financial firms that received funds under the Troubled Assets 

Relief Program (TARP). 

  

This requirement was subsequently extended to all public companies under the 

Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank Act). 

The Dodd-Frank Act required companies to give their shareholders an advisory vote 

at least once every three years to approve, or disapprove of, the remuneration paid to 
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named executives. This Act also required boards of directors to provide a separate 

resolution, subject to shareholder vote, to approve executive remuneration. Under 

section 951 of Dodd-Frank Act, the Securities and Exchange Commission (SEC) 

stipulated the requirements for both the form of SOP proposals, and the executive 

officers whose remuneration was subject to a shareholder vote. The SEC required 

SOP votes to be held at public companies that had more than $75 million in a public 

equity float; these SOP votes began at shareholder meetings held after 21 January 

2011.  

2.3.3 The ‘Say on Pay’ Regulation in European Countries 

Thomas and Van der Elst (2014) discuss different SOP regulations that apply in 

European countries. The legal rules of remuneration are clear and straightforward in 

Belgium. The financial crisis and the national and international debates about top 

executives’ excessive pay triggered laws designed to enhance Belgian shareholders’ 

power to determine executive pay. Under the law of 6 April 2010, advisory annual 

SOP votes were required at shareholder AGMs. 

  

Initially, French shareholders had the power to approve only the total remuneration 

for the board of directors. In June 2013, the French Corporate Governance Code 

introduced SOP votes for shareholders. Companies were required to give 

shareholders an advisory vote separately on remuneration of the CEO and the other 

executives, otherwise to explain why they did not do so. 

  

The Netherlands, Sweden, Norway and Denmark have empowered shareholders by 

giving them binding votes on remuneration reports. Following the 2003 accounting 
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scandal, the Netherlands government responded to concerns about executive pay by 

adopting a SOP provision in corporate governance principles. In contrast to UK 

shareholders, who vote on two aspects of remuneration reports – pay policy for both 

the prior year’s and the following year’s remuneration practices – Dutch shareholders 

vote on pay policy for the following year only (Delman, 2010). Further, the 

shareholder vote in the Netherlands is not necessarily annual if the previously 

approved policy remains unchanged. The shareholder vote is required to be held 

annually in both Sweden and Norway. 

 

There are voluntary (non-mandatory) regimes of SOP in Germany and Canada, and 

shareholder votes are advisory. Although there is no legislation on SOP in Spain, 

corporate governance principles recommend that reports on remuneration policy be 

submitted for an advisory vote. 

2.4 Summary 

This chapter provided a brief history of the evolution of Australia’s regulatory 

frameworks for executive remuneration. An historical explanation has been 

attempted to briefly review the most contentious reforms that have been considered 

necessary for the improvement of transparency and accountability of Australian 

executives’ remuneration. A brief review of the history of corporate governance 

reforms suggests that one of the most significant aspects in the evolution of 

regulation is about giving voice to shareholders. This matter has prompted regulators 

to legislate the ‘two-strikes’ rule as a new shareholder power. Chapter 3 presents an 

overview of the extant literature related to this thesis. 
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Chapter 3: Literature Review 

3.1 Introduction 

This chapter provides a review of relevant literature about the level and structure of 

remuneration. Further, it reviews existing literature on how various regulatory 

reforms (i.e., ‘say on executive pay’ regulations) impact on the level and structure of 

executive remuneration, as well as pay–performance linkages in different settings. 

Moreover, this chapter reviews evidence from prior studies that have examined 

determinants of shareholder votes on remuneration reports. The purposes of this 

chapter are (i) to evaluate the extent to which scholars have addressed the above 

issues and (ii) to identify the gap in the literature that leads to the research questions 

and research hypotheses of this study.  

3.2 The Level and Structure of CEO Remuneration 

Debate about the level and structure of executive remuneration has been active since 

the 1990s. Jensen and Murphy (1990) conducted a comprehensive analysis of 

executive remuneration in US public companies during two separate periods: 1974 to 

1988 and 1934 to 1938. Their analysis suggests that, contrary to public perceptions 

and press opinion, record salaries and bonuses were not paid to top executives during 

the study period. In addition, annual changes to CEO remuneration were much lower 

than growth in the market value of the firms involved. Furthermore, the distributions 

of remuneration to CEOs, hourly paid employees and salaried employees were very 

similar. However, in terms of pay for performance, CEO remuneration had grown 

worse over time, rather than better. 
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Murphy (1999) undertook one of the most extensive reviews of US remuneration 

contracts. Most executive pay packages in the US consisted of four components – a 

base salary, an annual bonus tied to accounting performance, stock options, and long-

term incentive pay – even though substantial heterogeneity can be seen in pay 

practices across firms and industries (Murphy, 1999). Abowd and Kaplan (1999) 

compared the executive remuneration arrangements in 12 countries between 1984 

and 1996, and found that the US had the largest CEO total pay. Conyon and Murphy 

(2000) compared CEO pay practices in the US and the UK for 1997. Their study 

indicated that, in the US, while base salaries contained 29 per cent of total CEO pay, 

share option grants were the most prevalent type at 42 per cent. Conyon, Fernandes, 

Ferreira, Matos, and Murphy (2011) also concluded that CEO remuneration and 

incentives offered by US firms were greater than those of UK firms from 1997 to 

2003.  

 

Conyon (2006) investigated the trend of executive pay and incentives in US firms 

over the period 1993 to 2003 and reported that total remuneration experienced a 

seven per cent annual growth during this period. He concluded that total CEO pay 

had increased mostly because of stock option grants. In addition, Conyon 

documented that American executives had received significant equity incentives over 

this period with the rate of 15 per cent annual growth in value of options. Fernandes, 

Ferreira, Matos, and Murphy (2009) carried out a comparative analysis across 27 

countries for 2006. Their findings suggested that Australia ranked 7th in terms of 

total CEO pay in 2006. Prior to 1998, specific components of Australian managerial 

remuneration packages were not disclosed publicly. This limitation had led to a 
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scarcity of research that examined components of executive remuneration packages 

in Australia. 

 

Deegan (1997) undertook a survey to determine the components of Australian 

management remuneration packages. His findings indicated that except for one 

senior manager whose salary was paid totally on a variable basis, all other 

respondents received a fixed portion of their pay. While nearly 45 per cent of the 

respondents received all of their remuneration as a fixed salary, other managers 

received bonuses based on their firm’s performance, particularly where the returns 

on the firm’s resources were dependent on the skills of particular mangers. 

Moreover, a large proportion of managers held no equity interest in the firm. Taking 

a different point of view, Brooks et al. (1999) conducted a survey to explore attitudes 

of individual shareholders about CEO remuneration plans in Australian public 

companies. Their findings showed that 76 per cent of the respondents preferred 

incentive-based components with shares and share options to cash incentives for up 

to 50 per cent of annual remuneration for CEOs. 

 

While academic research on executive remuneration had grown rapidly in the US, 

such research grew slowly in Australia until 1998, due to the lack of CEO 

remuneration disclosure (Chalmers et al., 2006). After 1998, new requirements for 

disclosing director and executive pay enabled researchers to examine the components 

of CEO pay packages in more detail. For instance, Coulton and Taylor (2002) 

provided evidence on the composition of CEO pay packages for ASX-listed 

companies in 2000. They found that all sample firms gave a base salary, and 131 
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firms (51 per cent) of the sample awarded a bonus. Salary represented nearly 65 per 

cent of the total remuneration (AU$1,061,433 on average for CEOs); bonuses added 

another 10 per cent, and stock options 11 per cent, on average, to the total 

remuneration package. Although only 81 CEOs had been granted executive stock 

options (ESOs), only 153 CEOs from 258 firms had current option holdings, 

suggesting that the awarding of ESOs was not as systematic in Australia as it was in 

the US. Furthermore, their findings specified that larger firms were significantly 

more likely to award options, and that stock options were not awarded to CEOs every 

year. 

 

Chalmers et al. (2006) argued that examining CEO remuneration for just one year 

can provide a false image about its structure because options are issued only once 

every two or three years. Consequently, they studied the determinants of CEO 

remuneration using a sample constructed from the top 200 ASX firms over the period 

1999 to 2002. They revealed a relative decrease in the significance of salary; fixed 

salary now comprised up to approximately 60 per cent to total pay, while cash 

bonuses contributed approximately 16 per cent, and options approximately 19 per 

cent of average executive pay. 

 

Matolcsy and Wright (2007) argued that – despite Australia’s unique setting, in 

which CEO remuneration structures vary because not all CEOs are rewarded equity-

based remuneration – there was very little detailed descriptive evidence about the 

levels and structures of Australian CEOs’ remuneration. They provided a 

comprehensive description of both the levels and structure of CEO remuneration for 
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a sample of the top 500 ASX firms during the period 1999 to 2001, following the 

introduction of the Company Law Review Act (CLRA98) in July 1998. They also 

compared their findings with those from the US. Their study extended the previous 

Australian evidence of CEO remuneration by using a larger data set, giving a more 

detailed picture and conducting more analysis based on industry. 

 

Izan, Sidhu, and Taylor (1998) claimed, based on anecdotal evidence, that Australian 

firms pay cash for CEOs’ remuneration more frequently than equity-based 

remuneration; hence, they used only cash remuneration in their study. However, 

Matolcsy and Wright (2007) found that about 66 per cent of the sample firms had an 

equity-based remuneration scheme in place. Furthermore, while Merhebi et al. 

(2006) concluded that Australian and American CEOs are remunerated similarly, the 

results obtained by Matolcsy and Wright (2007) did not support this claim. Merhebi 

et al. (2006) indicated that there are structural differences in remuneration between 

Australia and the US, as observed in the US by Murphy (1999). In contrast to the 

findings of Chalmers et al. (2006) and Coulton and Taylor (2002), Merhebi et al. 

found that only a small percentage of firms did not pay a base salary to CEOs. 

Moreover, 34 per cent of CEOs were paid bonuses in Merhebi et al.’s sample 

compared to 51 per cent in Coulton and Taylor’s (2002) sample. 

 

Dewi and Brooks (2008) provided empirical evidence pertaining to the levels and 

structure of CEO remuneration in Australia for the period 2002–2004. They 

documented that although salary was still known as the main component of the 

Australian CEOs’ remuneration, the structure had moved from fixed to performance-
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based remuneration during the study period. While previous studies focused on 

remuneration of executives as a group (Ryan & Wiggins, 2000), the studies 

discussed above concentrated on the structure of remuneration awarded only to the 

CEO. Since the CLERP9 was issued in 2004, remuneration disclosure requirements 

changed substantially and attention was also paid to the importance of senior 

managers other than the CEO. 

 

Rankin (2010) investigated the level and structure of Australian executive 

remuneration packages between 2006 and 2009, updated the analysis of Matolcsy 

and Wright (2007), and then extended this examination to the top management team. 

Indeed, Rankin evaluated remuneration through the periods of economic growth 

(2006–2007) and GFC (2008–2009). The average total CEO pay was higher in 

Chalmers et al.’s (2006) study than that in Rankin’s study. Furthermore, Rankin’s 

findings indicate that 33 CEOs were paid no salary, proportionately a much higher 

number than in Matlocsy and Wright’s (2007) observations. Rankin (2010) also 

found important differences in both the level and structure of remuneration among 

the executive team, and the variety of CEO pay practices across industries. The 

higher levels of salary in the finance sector and increases in cash payments to CEOs 

in 2009 may have reflected the impact of the GFC on executive pay structures.  

 

An overview of previous studies shows that there are few detailed descriptive 

analyses about the level and structure of CEO remuneration over limited periods, and 

no analyses in evidence after the GFC. Although the business press provides some 

descriptive evidence of Australian CEO remuneration practices, for example, The 
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Australian Financial Review’s yearly salary review, they offer no further analysis 

(Matolcsy & Wright, 2007). Thus, this study will provide the detailed descriptive 

evidence and analysis of Australian CEO remuneration during the period 2004–2013. 

3.3 ‘Say on Pay’ (SOP) Literature  

During the last two decades, executive pay has been a controversial subject (Jensen 

& Murphy, 2004). Academics, media and regulators monitor executive pay because 

it is an economic and social issue (Cahan, Chua, & Nyamori, 2005). While 

proponents say that executive pay reflects a well-functioning market (Core, Guay, & 

Thomas, 2005), opponents claim that executive pay is excessive, and set by captured 

boards (Bebchuk & Fried, 2004). Investors and regulators around the world have 

spent considerable time debating and advocating different solutions. One result of the 

debate has been proposals that shareholders should have a greater ‘say on executive 

pay’. Since the late 1990s, regulators have legislated shareholder voting on executive 

remuneration (SOP) in different countries. 

 

The UK is the first country to mandate a non-binding shareholder vote on 

remuneration reports as early as 2002 (Ferri & Maber, 2013). Following the UK 

example, Australia (2004), Spain (2007) and the US (2011) required a non-binding 

shareholder vote, and the Netherlands (2004), Sweden (2007), Denmark (2007), and 

Norway (2007) mandated a binding shareholder vote on remuneration reports 

(Nelson, 2012). Interestingly, while binding shareholder votes have been required in 

countries with lower investor protection (e.g., the Netherlands, Norway and Sweden), 

countries with higher investor protection (e.g., Australia and the UK) have mandated 

non-binding shareholder votes (Cai & Walkling, 2011). These SOP regulations have 
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increased the shareholder voice on executive pay in different jurisdictions. While 

descriptive and anecdotal evidence exists regarding shareholder voting behaviour, 

empirical research in this area is limited (Dew-Becker, 2009). Attempts have been 

made to investigate the consequences of SOP regulations on the level and structure 

of executive remuneration, and firm performance as well as shareholders’ value. 

Moreover, some studies have explored the determinants of shareholders’ voting on 

the remuneration report. The ensuing sections provide details of SOP research in 

different settings. 

3.3.1 SOP Literature of the UK Setting 

Historically, best practices, rather than explicit regulations, have driven pay practices 

in the UK (Carter & Zamora, 2009). In 2002, the UK government introduced the 

DRR Regulation that required UK listed companies to produce a detailed annual 

directors’ remuneration report and to hold a non-binding, majority shareholder vote 

on the directors’ remuneration report, effective for fiscal years ending on or after 31 

December 2002. However, compared to the US, in the UK empirical research 

investigating the consequences of SOP regulation on executive remuneration and 

reaction of boards to shareholders’ discontent has been delayed. 

 

Carter and Zamora (2009) examined the role of shareholder remuneration votes in 

the design of executive remuneration in the UK context. They investigated which 

elements of CEO pay are disapproved of by shareholders and the extent to which 

boards respond to shareholders’ dissatisfaction. The results showed that shareholders 

vote against higher salaries, weak pay–performance link in bonus pay and greater 

potential dilution in equity pay. In addition, this study provided evidence that 
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excessive salary and dilution of stock option grants were reduced, and pay–

performance linkage was improved by boards in responding to past negative votes by 

shareholders. Their study provides direct evidence on whether shareholders use SOP 

to express their dissatisfaction over CEO pay, and whether boards show reactions to 

this discontent by changing CEO remuneration elements. Furthermore, they 

emphasized that their research may shed light on the potential effects of proposed 

regulation for regulators in other countries. 

 

Al-Issa (2009) examined how the SOP regulation affected the behaviour of 

shareholders and boards in the UK. This study is different from Carter and Zamora’s 

study in that it provided evidence of CEO turnover as a response to shareholders’ 

dissatisfaction and showed that boards will reduce remuneration for firms whose 

CEOs have above the mean excess remuneration. Al-Issa (2009) also found evidence 

that shareholders use their vote to convey their dissatisfaction with excessive 

executive remuneration practices. Al-Issa (2009) also concluded that these findings 

provide evidence of SOP regulation playing a role in firms’ corporate governance. 

 

Conyon and Sadler (2010) investigated the determinants of shareholder voting and its 

relation to CEO pay in the UK. This study contributed to a broader literature on 

shareholder activism, including studies that specifically investigate voting on 

shareholders’ proposals (e.g., Becht, Franks, Mayer, & Rossi, 2009; Ferri & Sandino, 

2009). More specifically, this research extended the growing empirical evidence on 

shareholder voice and UK CEO pay by (i) showing the characteristics that drive 

shareholder voting dissent and (ii) explaining how shareholder dissent subsequently 
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may affect CEO pay. These authors found that the total level of shareholder dissent 

on the DRR is very low and has been decreasing over time. They also found that 

shareholders are much more likely to vote against the DRR and other pay resolutions 

compared to non-pay related resolutions. Additionally, consistent with Carter and 

Zamora’s study, they found that companies with high executive pay were more likely 

to experience greater shareholder dissent on resolutions relating to the DRR. Conyon 

and Sadler (2010) concluded that the shareholder remuneration vote is a way to 

signal shareholders’ dissatisfaction to the firm about pay. However, in contrast with 

previous studies (e.g., Al-Issa, 2009; Carter & Zamora, 2009), they found little 

evidence that SOP regulation substantially changes the subsequent level and design 

of CEO remuneration. 

 

In a recent study, Ferri and Maber (2013) examined the effect of SOP regulation in 

the UK. They performed three sets of analyses that added to the literature on 

executive remuneration and shareholder voting, at a time when the role of 

shareholders’ voices in corporate governance was increasing through regulatory 

reforms. First, using standard event study methodologies, they examined market 

reaction to the announcement of new SOP regulations. They found positive abnormal 

returns for firms whose CEOs received excessive pay, especially in firms that were 

performing poorly, and firms that provided generous severance contracts. They 

argued that these results are consistent with the view that shareholders regard SOP as 

a value-enhancing monitoring mechanism. This study also contributed to previous 

US-based research that focused on market reactions to SOP-related events (e.g., Cai 

& Walkling, 2011; Larcker et al., 2011). 
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In their second set of analyses, Ferri and Maber (2013) compared changes made by a 

sample of high-dissent firms before and after the first SOP vote, with changes made 

by a matched sample of low-dissent firms. In their third set of analyses, they used 

regression analysis to evaluate the sensitivity of CEO pay to realized performance 

and other economic determinants, before and after the introduction of SOP 

regulations. Their findings showed that UK firms responded to negative votes by 

removing controversial CEO pay practices (e.g., long notice periods and retesting 

provisions for option grants) and increasing the sensitivity of pay to poor realizations 

of performance. Early US studies showed that shareholder proposals are generally a 

weak governance mechanism (see Karpoff, 2001) and have become increasingly 

effective only when a majority of shareholders support them (Ertimur et al., 2011; 

Ertimur et al., 2010; Thomas & Cotter, 2007). In contrast, Ferri and Maber (2013) 

provided evidence that boards respond when shareholders’ dissent over executive 

remuneration exceeds 20 per cent (not a majority vote). 

 

Unlike prior UK studies, research by Gregory-Smith, Thompson and Wright (2014) 

extended the study period to post-GFC years. These authors examined the operation 

of SOP in the UK using a sample of non-investment trust companies in the FTSE 350 

over the period 2003–2012. Their analysis suggested that the level of executive 

remuneration is positively related to dissent on the remuneration report, although the 

magnitude of this effect is small. However, they failed to find a stronger effect in the 

aftermath of the financial crisis. Furthermore, they found that following year 

executive remuneration levels are moderated by shareholder dissent above 10%. 
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3.3.2 SOP Literature of the US Setting   

In 1992, to reduce the cost of shareholder monitoring of executive remuneration, the 

US Securities and Exchange Commission (SEC) extended the scope of allowable 

topics for shareholder proxy proposals to include executive remuneration issues. 

Johnson and Shackell-Dowell (1997) investigated shareholders’ motivations for 

filing proxy proposals about executive remuneration, and documented how 

companies responded to such proposals. They compared and contrasted the decision 

criteria used by three corporate constituencies: the ‘gadfly’ investors who typically 

sponsor these proposals; the institutional investors who hold majority voting power; 

and the remuneration committee members who must determine what action, if any, 

should be taken in response to the receipt of a proposal. Their results indicated little 

overlap between the factors that explain the probability of receiving a shareholder 

proposal on executive remuneration and subsequent voting support for the proposal. 

Moreover, they found no evidence that remuneration proposals are associated with 

subsequent changes in the level of executive remuneration. 

 

Thomas and Martin (1999) examined data from the US 1993–1997 proxy seasons on 

168 executive remuneration proposals submitted to 145 different companies. They 

attempted to determine (1) whether one of the most popular methods for individual 

investors–shareholder proposals using Rule 14a-8- had any impact on the level and 

composition of CEO's remuneration at target companies, (2) how shareholders chose 

their target companies and (3) whether these companies' boards responded to 

investors' proposals by reducing CEO pay levels or by adjusting the composition of 

their pay packages. They found that companies which had poor performance and 
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higher levels of executive pay compared to other similarly sized firms in their 

industry were targeted by shareholders’ proposals. They argued that this result is 

consistent with the claim that by such proposals, shareholders monitor excessive 

levels of executive remuneration.  

 

Furthermore, their analysis showed that target companies did not increase average 

total CEO remuneration levels as rapidly in the year after receiving a shareholder 

proposal (two per cent increases on average) as firms that did not receive such 

proposals (22.3 per cent increases on average). However, when the total 

remuneration packages were compared, changes in levels and composition were not 

statistically significant. Finally, their results indicated that boards of directors were 

responsive to shareholders' expressions of dissatisfaction on executive pay packages, 

especially when they were raised as corporate governance issues. 

 

Karpoff (2001) surveyed 20 empirical studies on shareholder activism in the US and 

concluded that the empirical literature provides little evidence that shareholder 

proposals create value, although some negotiation efforts may have. Specifically, he 

found that (1) large firm size, high levels of institutional ownership and poor prior 

stock returns and earnings performance trigger activist efforts, (2) shareholder 

activism has been successful at encouraging some firms to adopt limited changes in 

their governance structures and (3) shareholder activism is not related to subsequent 

changes to CEO remuneration. 
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Thomas and Cotter (2007) reported that the effectiveness of Rule 14a-8 has been 

frequently questioned. Like Thomas and Martin (1999), they analysed shareholder 

voting patterns on shareholder proposals based on Rule 14a-8, and board reactions to 

them using new data from the 2002–2004 proxy seasons. In contrast to earlier 

periods, they found that many more proposals received majority shareholder support 

during their sample period. They concluded that Rule 14a-8 was serving a more 

valuable function than in the past, because it may be reducing agency costs more, 

due to the separation of ownership.  

 

To shed light on whether shareholder votes influence management decisions and 

governance practices despite their advisory nature, Ferri and Sandino (2009) 

investigated the impact of Employee Stock Options (ESO) expensing proposals on 

the level and composition of CEO pay in the US setting. They found that targeted 

firms subsequently experienced a decrease in the level of CEO remuneration relative 

to a control sample of S&P 500 firms. This finding showed that ESO expensing 

proposals were associated with subsequent changes in the level and composition of 

CEO pay in targeted firms in which the proposal received higher voting support. In 

addition, their findings are in contrast with previous studies (Johnson & Shackell-

Dowell, 1997; Thomas & Martin, 1999) that found no evidence that remuneration-

related shareholder proposals during the mid-1990s influenced the level or 

composition of CEO remuneration. Ferri and Sandino (2009) emphasised that their 

evidence of significant effects of ESO expensing proposals on CEO remuneration 

suggests a growing influence of shareholder proposals and shareholder votes on 

governance practices. Further, they argued that this has particular relevance for 
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policymakers debating the introduction of a mandatory advisory annual vote by 

shareholders (known as the SOP vote) on the executive remuneration report included 

in the proxy statement. 

 

Using a large US sample of director elections, Cai, Garner and Walkling (2009) 

documented that abnormally higher CEO remuneration results in significantly fewer 

votes. Particularly, directors serving on the remuneration committee receive 

significantly fewer votes when the CEO receives abnormally higher remuneration. 

Moreover, shareholders express their dissatisfaction with CEOs’ positive abnormal 

remuneration with significantly fewer votes than for other directors when the 

company’s operating performance is better than its industry peers. This result implies 

that other directors, more than the overpaid CEOs, were rewarded for good operating 

performance. These authors also examined whether votes matter in affecting 

subsequent remuneration and found that fewer votes for remuneration committee 

directors significantly reduce subsequent abnormal CEO remuneration. In regard to 

the findings of Cai et al. (2009), it can be argued that shareholders use their voting 

power in different ways to convey their dissatisfaction over executive remuneration. 

 

Ertimur, Ferri, and Stubben (2010) argued that the cost of ignoring majority-vote 

proposals may have increased, both for targeted firms and for individual directors in 

the post-Enron period, although until the late 1990s, the US boards usually ignored 

majority-vote (MV) shareholder proposals. Using a sample of 620 MV proposals 

between 1997 and 2004, these authors confirmed that the determinants of the voting 

outcomes are consistent with those of previous studies (Gillan & Starks, 2000; 
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Gordon & Pound, 1993). They found that institutions, on average, support 

governance-related shareholder proposals, while insiders oppose them. Additionally, 

proposals attract lower voting support in larger firms, possibly because collective 

action has a higher cost in these firms and because they invest greater resources in 

campaigning against the proposal. The authors also examined the relation between 

voting outcomes and shareholder rights, and found higher voting support in firms 

with poor shareholder rights (G score), suggesting that shareholders assess the 

quality of the proposal based on the existing governance provisions. Further, the 

findings of Ertimur et al. (2010) have also contributed to the literature on the impact 

of shareholder activism and, in particular, shareholder proposals, traditionally viewed 

as an ineffective governance mechanism. 

 

Since the US Congress passed the Sarbanes-Oxley Act of 2002 (SOX), regulators 

and activist shareholders have debated, advocated, and in some cases implemented, 

additional measures that give shareholders more influence in boardrooms (Cai & 

Walkling, 2011). In 2007, the US House of Representatives passed the SOP bill 

which allows shareholders to have an annual advisory vote on executive 

remuneration. This bill’s efficacy was widely debated in the US. Advocates argued 

that it would increase shareholder democracy and align owner–manager interests. In 

contrast, opponents believed that it would limit the power of boards. Although Cai et 

al. (2009) examined the efficacy of shareholder votes in the election of directors, 

their empirical evidence suggests that even non-binding shareholder votes could 

affect directors’ decisions on executive remuneration. More specifically, Cai and 

Walkling (2011) examined the impact of the SOP bill on American shareholder 
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wealth. Larcker, Ormazabal and Taylor (2011) reported no abnormal returns 

resulting from the passage of this bill, but Cai and Walkling (2011), using slightly 

different methodology, found that when this bill was passed the market showed 

significantly positive reactions in firms that provided abnormally high CEO 

remuneration, weak pay–performance links, and responsiveness to shareholder 

pressure. In addition, the findings of this study showed that activist-sponsored SOP 

proposals target large firms, not those with excessive CEO pay, poor governance, or 

poor performance. Cai and Walkling (2011) concluded that SOP creates value for 

companies with inefficient remuneration but can destroy value in others. 

 

Although prior studies (Johnson & Shackell-Dowell, 1997; Thomas & Martin, 1999) 

found no evidence that remuneration-related shareholder proposals submitted under 

SEC Rule 14a-8 have an impact on CEO pay, there have been numerous changes in 

remuneration-related shareholder activism since the 1990s (Ertimur et al., 2011). 

Ertimur et al. believed that the increasing frequency of, and voting support for, 

remuneration-related shareholder proposals – as well as the frequency of no-vote 

campaigns – trigger a re-examination of the effectiveness of remuneration-related 

activism. As a result, they examined the determinants and consequences of 

remuneration-related shareholder activism in the US using a comprehensive sample 

of 1332 shareholder activist events related to executive pay over the 1997–2007 

period. They found that while activists target firms with high CEO pay (whether 

excessive or not), voting support is higher only in firms whose CEOs received 

excessive pay. Further, firms with excessive CEO pay, and which were targeted by 

no-vote campaigns, reacted by significantly reducing the pay of their CEOs (US$7.3 
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million). These findings have made valuable contributions to the debate on SOP and 

other reforms that empower shareholders. 

 

Some researchers (e.g., Anabtawi & Stout, 2008) claim that the voting process is not 

a sufficient mechanism to prevent minority shareholders from pursuing their private 

agendas. However, Ertimur et al (2011) argued that their findings imply that 

shareholder votes and proxy advisor recommendations seem to reflect a sophisticated 

understanding of CEO pay levels and an ability to “sieve out” the lack of 

sophistication or the social equity objectives of activists. Likewise, they examined 

the consequences of remuneration-related activism; consistent with other shareholder 

proposals, they indicated that the rate of implementation for pay-related proposals 

increases significantly when the proposal receives a majority vote (32.2%), although 

this rate is low in non-majority vote cases (5.3%). Then, they investigated the overall 

effect on CEO pay and found a decrease in CEO’s excessive pay in firms targeted by 

no-vote campaigns. From a policy perspective, their findings supported an advisory 

SOP vote.  

 

In July 2010, Section 951 of the Dodd-Frank Act was signed into law. It required all 

US public companies to give their shareholders the opportunity to cast a non-binding 

vote to approve or reject remuneration of the five highest-paid executives at least 

once every three years. Subsequently, the SEC implemented SOP regulations in 

January 2011. Cuñat Martinez, Gine, and Guadalupe (2013) noted the absence of 

studies on the impact of SOP on detailed components of pay or, more importantly, on 

the long-term performance of firms in the US. Consequently, they examined the 



47 

 

effect of increasing shareholders’ voices through SOP regulation on shareholder 

value, firm performance and executive pay. They found that shareholders’ value is 

increased about 5.4 per cent by SOP. In addition to short-term market reaction, SOP 

causes higher growth in firms’ accounting and operational performance during the 

years following the vote. However, they found no large systematic changes in the 

level and structure of CEO remuneration after adopting SOP.  

 

Kimbro and Xu (2013) argued that the passage of SOP regulation after a period of 

financial scandals in the US provides a unique and different setting. They 

investigated determinants of shareholder approval or rejection votes on executive 

remuneration. Their findings showed that shareholder ‘no’ votes are related to lower 

performance, higher institutional ownership, higher levels of CEO remuneration, 

higher returns volatility, higher excessive remuneration and higher abnormal 

accruals. They provided evidence that boards reduce the level of excessive 

remuneration by responding to shareholders’ ‘no’ votes. Based on these findings, 

they suggested that shareholder voting rights, even when advisory, act effectively as 

a corporate governance mechanism, and address incomplete contracts and rent 

extraction by managers. 

 

Burns and Minnick (2013) have also contributed to emerging studies on shareholder 

activism and shareholder voice in the US. They investigated the impact of SOP 

proposals on changes of remuneration of executives and directors. Their findings 

indicate that although CEOs’ total remuneration of SOP firms is not significantly 

changed by proposals, compared to non-SOP firms, the pay combination is changed 



48 

 

for both CEOs and non-CEO executives. Companies move away from using cash 

remuneration toward more incentive-based remuneration, offsetting the reduction in 

bonuses. They concluded that SOP most likely serves a purpose by providing a 

shareholder voice that influences executive pay.  

3.3.3 SOP literature of the Australian Setting  

In Australia, as mentioned in the previous chapter, the CLERP9 required a non-

binding shareholder vote on a separate and audited remuneration report. Sheehan 

(2009) argues that this reform was introduced to promote shareholders’ engagement 

in the area of executive remuneration. Historically, Australian shareholders have 

shown little significant opposition to the contents of remuneration reports 

(Productivity Commission Inquiry Report, 2009, p. 95). In spite of this, a larger 

number of companies have experienced a higher proportion of ‘no’ votes by 

shareholders since 2008 (Thomas & Hill, 2012). Sheehan (2010) found that the 

shareholder vote on an annual remuneration report has influenced remuneration 

practice in Australia. However, the analysis examined the shareholder vote in the 

first three years of its operation and focused on large Australian companies. The 

results are largely inconclusive as to whether the annual shareholder vote has 

resulted in an improvement in executive remuneration practice.  

 

However, Clarkson et al. (2011) conducted an empirical investigation to explore the 

effect of increased shareholder oversight through SOP on the pay–performance link, 

while controlling for concurrent changes in corporate governance structure. They 

analysed a sample of 240 ASX listed firms during the period 2001–2009 and found 

that increased sensitivity of CEO pay to firm performance is associated with non-
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binding shareholder votes on the remuneration reports of large Australian companies. 

They concluded that SOP regulations affect executive remuneration process by 

strengthening the pay–performance link and making the process more accountable. 

 

More recently, the GFC has brought further attention to executive remuneration in 

Australia, and has resulted in a Productivity Commission inquiry into the current 

Australian regulatory framework around remuneration of directors and executives. 

This Commission suggested providing new powers for Australian shareholders to 

express their concerns over remuneration reports by introducing the ‘two-strikes’ 

rule. This rule became effective on 1 July 2011. Although this rule mandates non-

binding shareholder votes on remuneration reports similar to CLERP9, there are 

specific and predictable consequences for companies after a ‘first strike’ and a 

‘second strike’. Monem and Ng (2013) conducted the first study of the effectiveness 

of the ‘two-strikes’ rule in Australia by investigating the impact of the ‘two-strikes’ 

rule on the pay–performance link in two Australian samples.  

 

Specifically, their study examined whether shareholders use the ‘two-strikes’ rule 

judiciously, and compared the pay–performance link of the firms which received a 

‘strike’ with a matched control group. They considered executive pay at two levels – 

CEO pay and key management personnel (KMP) pay – and found at both levels that 

there was no significant positive relationship between executive pay changes and 

stock returns of the ‘first strike’ firms, but that the relations improved significantly in 

the following year. However, their findings about ‘first strike’ firms in 2011 showed 

that CEO pay changes were negatively associated with the level of shareholder 
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dissent on the remuneration reports. They argued that these results imply that 

shareholders may have been over-enthusiastic in exercising their votes in the first 

year. In addition, unlike the control group, the firms that received a ‘strike’ had 

sensitivity to the pay–performance link that has been increasing with the lagged level 

of shareholder dissent. 

 

To provide preliminary evidence of the impact of the ‘two-strikes’ rule on non-

executive director (NED) remuneration, Bugeja, Fohn and Matolcsy (2014) 

examined whether there is any association between the ‘two-strikes’ rule and changes 

in NED remuneration, as well as the NED pay–performance link. They did not find 

any relationship.  

3.4 Summary 

This chapter has reviewed previous research into (1) the level and structure of 

executive remuneration and their determinants broadly and (2) the consequences and 

determinants of regulatory reforms about executive remuneration more specifically. 

A review of past research suggests that only a handful of studies addressed the 

determinants of shareholders’ dissent on executive remuneration. In particular, there 

has been no study on this issue in Australia. In addition, only one study has 

investigated the consequences of the ‘two-strikes’ rule as a controversial regulation 

in Australia. Therefore, this thesis extends the literature on the consequences of SOP 

regulation.  

 

The next chapter will outline the theoretical framework that is based on the literature 

reviewed, and the gaps identified in this chapter. In this study I attempt to reconcile 
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the different theoretical perspectives into a single empirical framework. The 

framework will then be used to develop several hypotheses that will be empirically 

tested.  
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Chapter 4: Theoretical Framework and Hypotheses Development 

4.1 Introduction  

Executive pay is one of the most extensively debated issues in the corporate 

governance literature (Doucouliagos, Haman, & Askary, 2007). Several theories – 

such as agency theory, managerial power theory, stewardship theory and contracting 

theory – have been developed to explain the process through which directors’ 

remuneration is determined. This chapter discusses the theoretical framework 

underlying this thesis, together with the formulation of the research hypotheses. The 

hypotheses are developed (1) to investigate the determinants of a ‘first strike’, and 

whether the ‘first-strike’ firms that avoided a ‘second strike’ have changed the level 

and structure of CEO remuneration after receiving the ‘first strike’, and (2) to 

examine the impact of the ‘two-strikes’ rule on the structure and level of CEO 

remuneration, as well as the sensitivity of pay-to-performance in Australia. 

4.2 Agency Theory Perspective 

In studying executive pay, the dominant perspective is agency theory – a perspective 

that has been reflected in many executive pay articles. The principal-agent model is 

one of the main theoretical frameworks in the executive remuneration area because 

the alignment of interests between the principal and the agent is a primary 

mechanism for reducing agency costs (Gómez-Mejía, Berrone, & Franco-Santos, 

2010). Originally, Jensen and Meckling (1976) are responsible for conceptualizing 

agency theory. This theory analyses the relationship between the principal who 

concedes authority to the agent who acts in the principal’s name, so that the wealth 

of the principal is maximised by decisions made by the agent. According to agency 

theory, agency costs arise following separation of ownership from control by the 
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principal, because there are conflicts between the interests of the agent and those of 

the principal (Fama & Jensen, 1983). Further, agency theory contends that 

information asymmetry and uncertainty are characteristics of most business 

situations. Two main problems that can arise in business situations are moral hazard 

and adverse selection. Moral hazard problems arise when an agent’s efforts cannot be 

observed by the principal. The adverse selection problem appears when the principal 

has less information than the agent – especially information that is useful in decision-

making. As a result, costly mechanisms are needed to control and reduce these 

agency costs.  

 

Agency theory provides several theoretical solutions to mitigate agency conflicts. 

There are two distinct internal and external mechanisms. Internal mechanisms 

include remuneration contracts and monitoring activities within the firm (Eisenhardt, 

1989). While shareholders and managers can observe output of managerial effort, 

only the manager can observe the effort level. Although shareholders, as principals, 

are not aware of the level of a manager’s effort, they attempt to diminish the 

differing incentives of managers and owners by designing a remuneration contract 

that provides the right incentives for the manager to employ optimal effort (Barnea, 

Haugen, & Senbet, 1985). Agency theorists (Jensen & Meckling, 1976) argue that 

the alignment of managers’ interests with those of shareholders cannot be exclusively 

promoted by salary. Thus, more equity ownership by managers results in better 

alignment of the monetary incentives between them (Jensen & Meckling, 1976). 

Consequently, executive remuneration contracts usually comprise several measures, 

such as cash bonuses and long-term incentive pay, to align managers’ interests with 
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those of shareholders. On the other hand, the agency theory literature argues that 

when optimal remuneration contracts cannot be written, the alignment of mangers’ 

and owners’ incentives can be improved through monitoring by the board (Beatty & 

Zajac, 1994; Fama, 1980); however, an efficient contract is the ideal option to solve 

agency problems that exist between owners and managers (Beatty & Zajac, 1994). 

 

According to Beatty and Zajac (1994), the optimal level of monitoring is determined 

by the magnitude of the incentive gap between the principal and the agent. Existing 

corporate governance literature provides evidence that one of the most important 

functions of a corporate board of directors is the monitoring of executive 

management (Hermalin & Weisbach, 2003). Some researchers (e.g., Crystal, 1991; 

Jensen, 1993) believe that boards of directors are ineffective in monitoring executive 

management because board culture discourages conflict, the meeting agenda of 

boards of directors is written by CEOs, and CEOs hire and remove outside directors 

(Core et al., 1999). In addition, Cai and Walkling (2011) argue that it is likely that a 

remuneration contract is designed in the interests of the manager instead of the 

shareholders when the manager influences board nominations. Consistent with these 

conjectures, Core et al. (1999) find that less-effective boards are related to higher 

executive pay. Given the perception that a board of directors is not able to align 

shareholders’ interests with those of managers, much attention is given to the 

monitoring of managers by shareholders. Shareholders engage in determining 

executive pay by voting on the remuneration report. 
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Extant literature suggests a wide range of theoretical approaches to explain executive 

remuneration. Although Otten (2007) identified four sub-theories based on agency 

theory trying to explain pay arrangements, two dominant approaches emerged to 

explain the nature of executive pay (Hüttenbrink, 2012). On the one hand, the well-

established optimal contracting theory argues that agency costs arising from the 

manager–shareholder conflict are minimized and shareholder value is maximized by 

designing executive pay. In contrast, the managerial power approach argues that self-

interested executives extract rents from the firm by designing remuneration 

arrangements. Sections 4.3 and 4.4 provide an overview of the two competing 

theories in explaining the role of remuneration incentives in corporate governance. 

4.3 Optimal Contracting Theory Perspective 

The optimal contracting approach is constructed from fundamental aspects of agency 

theory. The theory argues that agency costs are minimized and shareholder value is 

maximized by designing remuneration contracts (Core, Guay, & Larcker, 2003). 

Boards design remuneration contracts and negotiate with executives in order to 

provide incentives for managers to act in the interest of the shareholders. As a result, 

optimal contracting theory predicts that remuneration contracts will be organized in a 

way such that each manager receives his/her reservation wage; that is, the lowest 

wage rate at which the manager would be willing to work or the wage offered by the 

next best opportunity available, plus an additional performance-based component. 

Performance-based pay schemes are incentives designed to encourage managers to 

maximize shareholder wealth. Theoretically, the first–best contract is that 

shareholders (or the board of directors) can assess every manager’s action that is 

appropriate for the desired outcome. Since this is not possible, the second best 
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contract is one by which managers can be rewarded to act in shareholders’ interest by 

tying the manager’s wealth to the firm’s performance. 

4.4 Managerial Power Theory Perspective 

The optimal contracting theory does not appear to fully explain the growth of 

executive pay during the last two decades. Financial economists have assumed that 

pay arrangements are the product of arm’s-length bargaining – bargaining between 

executives attempting to gain incentives for themselves and boards seeking to 

maximise shareholders’ value (Bebchuk & Fried, 2004). These authors argue that 

although both the managerial power theory perspective and the arm’s-length 

contracting view recognize the agency problem inherent in the relationship between 

manager and shareholder, the managerial power approach considers the pay-setting 

process as a major part of this agency problem and not as a remedy for the problem. 

Moreover, the managerial power theory does not assume that the interests of 

shareholders are the most important concerns of the board when negotiating 

executive pay arrangements. Rather, it claims that deviations from optimal 

arrangements in line with managers’ interests are substantial, and optimal contracting 

alone cannot explain remuneration practices sufficiently. However, the managerial 

power approach is not suggested as a complete replacement for the optimal 

contracting approach, although it is conceptually quite different. 

 

According to the managerial power theory, in firms where managers have relatively 

more power, executive pay is expected to be higher and/or less sensitive to 

performance. Managers with power are able to influence the level and structure of 

the pay they receive, and managers with more power are expected to be able to do so 
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to a greater extent (Bebchuk, Fried, & Walker, 2002). From the managerial power 

perspective, power includes the ability to secure critical resources for the firm, cope 

with uncertainty, or network with the business elites (Finkelstein, 1992; Grabke-

Rundell & Gomez-Mejia, 2002; Hambrick, 1981). 

 

Bebchuk et al. (2002) and Bebchuk and Fried (2004) argue that shareholders can 

prevent excessive pay by voting against employee remuneration plans. While 

shareholders have the opportunity to control excessive pay by voting against 

executive stock option plans, managerial power theorists are sceptical that 

shareholders are able to challenge remuneration plans. However, in recent years there 

has been a tendency around the world to empower shareholders by giving them the 

right to vote against the provisions of remuneration reports.   

4.5 Research Hypotheses 

In this section, the research hypotheses are developed. As a first step, the study lays 

out hypotheses on the determinants of a ‘first strike’ under the ‘two-strikes’ rule. In 

other words, hypotheses that explore characteristics of ‘first-strike’ firms are 

developed. Next, an approach is described to test potential reactions of firms that 

receive a ‘first strike’ and a ‘second strike’. Finally, theoretical predictions are 

provided, which relate to the impact of the ‘two-strikes’ rule on the level and 

structure of CEO remuneration and the sensitivity of pay to performance.  

4.5.1 Determinants of a ‘First Strike’  

Following the introduction of SOP regulations, some studies investigated the relation 

between firms’ characteristics and shareholders’ voting on executive remuneration in 



59 

 

the UK (e.g., Carter & Zamora, 2009; Conyon & Sadler, 2010), while others 

investigated this relation in the US setting (e.g., Cai & Walkling, 2011; Ertimur et 

al., 2011). Due to differences in institutional settings – such as (1) differences in 

ownership concentration and litigation risk between Australia and the US (Monem, 

2013), and (2) differences between the UK and Australia (e.g., differences in history 

of the capital market, non-binding nature of UK SOP and investor sophistication) – it 

is not clear whether the same firm characteristics will lead to shareholder rejection of 

the remuneration report in Australia. Therefore, in this thesis I attempt to identify 

some characteristics of firms that are associated with the incidence of a ‘first strike’. 

4.5.1.1 CEO’s Total Pay  

The popular press, academic research and regulators convey a sense of shareholders’ 

dissatisfaction over CEOs’ pay practices (e.g., Brooks et al., 1999; Cahan et al., 

2005; Conyon, 2006; Core et al., 1999; Perry & Zenner, 2001). Prior research shows 

that shareholder voting on remuneration reports has been used to express concerns 

about the level of executive remuneration and CEO pay in particular. In most firms, 

the CEO is the centre of attention. Because the CEO is the highest executive officer 

in the firm, and provides leadership and strategic directions, CEO pay is likely to 

capture the essence of the firm’s remuneration philosophy and pay structure. Thus, if 

shareholders perceive the CEO pay to be excessive and detrimental to the firm’s 

value, it is expected that shareholders will vote against the remuneration report; 

consequently, the likelihood of a ‘first strike’ will increase with the level of a CEO’s 

total pay.  Thus, my first hypothesis is as follows: 

H1: The incidence of a ‘first strike’ is positively related to CEO total remuneration. 
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4.5.1.2 Ownership Concentration  

The degree of ownership concentration may influence executive remuneration 

(Bebchuk & Fried, 2003). When the ownership concentration decreases, agency costs 

rise due to the non-alignment between shareholders’ and managers’ interests (Jensen 

& Meckling, 1976). Moreover, Bebchuk and Fried (2003) argue that executive 

remuneration is also an important source of agency costs because self-interested 

executives may take the weakness of ownership capacity to monitor managers. Prior 

studies that investigated the relationship between ownership concentration and 

remuneration generally concluded that companies with a lower ownership 

concentration have higher executive pay (e.g., Barontini & Bozzi, 2011; Cyert, Kang, 

& Kumar, 2002). 

 

On the other hand, high ownership concentration may plausibly discourage 

manager’s rent-seeking behaviour in an environment that features low litigation risk, 

such as Australia (Monem, 2013). Moreover, the private benefits of control can be 

enhanced for those who currently have control under the existing structure (Bebchuk 

& Roe, 1999). In a firm with a low ownership concentration, large blocks of 

shareholders have no incentives to join the board of directors to enhance their shared 

or private benefits of control because they would not be in a position to influence 

management decisions directly (Holderness, 2003). If the above argument holds, low 

ownership concentration would attract shareholders’ ‘no’ votes on the remuneration 

report. Thus, I hypothesise the following:  

H2: The incidence of a ‘first strike’ is negatively related to ownership concentration. 
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4.5.1.3 Firm Size  

Prior research finds that firm size is a determinant of remuneration-related proposals 

and shareholder votes in supporting them. While some studies (e.g., Cai & Walkling, 

2011; Ertimur et al., 2011; Karpoff, 2001) find that larger firms are more likely to be 

targeted by shareholder activism, other studies (e.g., Ertimur et al., 2010; Gordon & 

Pound, 1993) find that no-vote campaigns are less frequent among larger firms. 

 

The theory of managerial power proposes that larger firms need a top management 

team with greater expert power. Core et al. (1999) argue that larger firms with 

greater growth opportunities and more complex operations will demand higher-

quality managers with higher pay, and find that larger firms are more likely to pay 

higher levels of remuneration as a result of their demand for higher-quality 

managerial talent. Thus, higher levels of executive remuneration can be justified in 

the AGM by the board of directors in the larger firms. In addition, large firms are 

more likely to have an efficient pay setting process. Specifically, large firms are 

likely to have a stronger governance structure, including (1) the separation of the 

board chair from the CEO (Monem, 2013), (2) greater representation of non-

executive and independent directors in the board (Monem, 2013) and (3) the 

existence of a remuneration committee in which the CEO is not a member (Monem 

& Ng, 2013). Larger firms can also afford to hire independent remuneration 

consultants to design efficient and effective remuneration schemes. All of these 

governance features of larger firms are likely to discourage dissenting votes by 

shareholders. Hence, my third hypothesis is the following:  

H3: The incidence of a ‘first strike’ is negatively related to firm size. 
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4.5.1.4 Institutional Investors  

Hill and Snell (1989) contend that agents can be effectively monitored and agency 

costs decreased by large owners due to their greater incentives and relatively lower 

coordination costs compared with more dispersed owners. There is empirical 

evidence that institutional investors who have large shareholdings play an important 

monitoring role (Jensen, 1993), and that even activist shareholders can be influential 

(Rawling, 2006). McCahery, Starks and Sautner (2011) discuss how traditional 

models of shareholder activism employ direct involvement and voice (e.g., Faure-

Grimaud & Gromb, 2004; Huddart, 1993; Shleifer & Vishny, 1986); however, recent 

theoretical models show that activism through exit can be effective and perhaps more 

beneficial (e.g., Attari, Banerjee, & Noe, 2006; Edmans & Manso, 2011). McCahery 

et al. (2011) conducted a survey to elicit institutional investors’ views on investor 

protection and corporate governance, and found that most institutional investors 

become involved in shareholder activism. 

 

Moreover, there is a positive relationship between the level of institutional holdings 

and the probability of being targeted by shareholder proposals (Karpoff, Malatesta, & 

Walkling, 1996; Smith, 1996). There is also evidence that institutional investors have 

become more vocal in recent decades, about both the levels and structure of 

executive remuneration (Khan, Dharwadkar, & Brandes, 2005). I contend that, in the 

Australian setting, if institutional shareholders are concerned about the remuneration 

report, they will express their concern by exercising ‘no’ votes on the remuneration 

report. Thus, I hypothesise the following: 
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H4: The incidence of a ‘first strike’ is positively related to the level of institutional 

investors in a firm. 

4.5.1.5 Board Characteristics  

Because remuneration contracts are not totally effective in resolving agency conflicts 

(Hart, 1995), corporate governance mechanisms have been developed to monitor 

managerial activities and restrict undesirable managerial behaviour (Jensen & 

Meckling, 1976). Both agency theory and managerial power theory acknowledge that 

executives have the potential to influence their remuneration contracts to extract 

rents (Bebchuk et al., 2002). Extant literature (e.g., Bebchuck & Fried, 2004; Crystal, 

1991; Jensen, 1993) argues that the board of directors acts against the CEO weakly 

or ineffectually and pays more executive remuneration when it is itself weaker. Thus, 

it can be argued that shareholders would consider characteristics of a board in 

judging the level of ‘unjustified’ pay and in using a ‘first strike’ against the 

remuneration report of a firm. 

 

Two fundamental board characteristics are: (1) whether the CEO is also the board 

chair (CEO duality) and (2) the level of board independence. This thesis focuses on 

these two board characteristics in investigating the role of corporate governance on 

the incidence of a ‘first strike’. 

  

CEO duality 

Jensen (1993) argues that to improve monitoring effectiveness, the CEO should not 

be the chair of the board. This is because the chair sets the agenda, configures 

committees, decides on operating procedures and communicates with other board 
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members. The separation of the board chair and the CEO is advocated by activist 

shareholders (Core et al., 1999), and several empirical studies suggest that agency 

problems and CEO remuneration are higher when the CEO is also the board chair 

(e.g., Core et al., 1999; Yermack, 1996). Thus, I expect that Australian shareholders 

are more likely to vote against a remuneration report in the presence of CEO duality 

because it may suggest higher agency costs, concentration of power in the CEO and 

excessive CEO pay. The above discussion leads to the following hypothesis: 

H5: The incidence of a ‘first strike’ is positively related to the presence of CEO 

duality. 

 

Board independence 

Core et al. (1999) argue that shareholder activists consistently prefer more 

independent directors to be on the board. However, prior studies find that the 

likelihood of firms being targeted by remuneration-related shareholder proposals or 

‘no’ votes is higher for firms with a greater percentage of independent directors 

(Karpoff, 2001; Thomas & Cotter, 2007). Ertimur et al. (2011) contend that the 

reason for this empirical regularity is the shareholders’ high expectation that such 

boards be more responsive.  A second reason that a board with a larger proportion of 

independent directors may face greater shareholder dissent is the perceived 

ineffectiveness of the board. Such boards may have perceived ineffectiveness 

because independent directors may lack incentives to restrain executive pay due to 

the non-alignment between the firm’s value and its independent director’s pay. 

Hence, I hypothesise the following: 
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H6: The incidence of a ‘first strike’ is positively related to the level of board 

independence.  

4.5.1.6 CEO Pay Composition  

Jensen and Murphy (1990) argue that, in relation to executive pay, large rewards are 

not a problem; the real problem is how CEOs are paid. Extant research supports this 

argument. Ferri and Maber (2013) find that shareholder votes affect CEO pay 

practices so that firms remove the rewards as a penalty for failure. Ertimur et al. 

(2011) examined whether activists target firms based on the structure of CEO pay, 

and find that firms with higher cash (salary plus bonus) and equity pay have been 

targeted by shareholder proposals and no-vote campaigns. The overall evidence from 

prior studies suggests that shareholders make an effort to target firms with pay 

practices unfavourable to them. Thus, in the Australian institutional setting, I expect 

that shareholders will take into consideration the level of CEO’s cash pay and equity 

pay in exercising their dissent votes. Extending the above discussion leads to the 

following hypothesis: 

H7: The incidence of a ‘first strike’ is positively related to CEO cash and equity pay. 

4.5.1.7 CEO’S Excessive Pay 

The level of executive pay has been a subject of controversy in recent decades. As a 

result, one of the aims of legislation giving shareholders ‘voice’ is typically aimed at 

reducing managers’ excessive pay. Prior research indicates that shareholders’ 

concerns are often about the level of executive pay and its potential excessiveness. 

Al-Issa (2009) argues that the excessiveness of remuneration packages is one of the 

sources of shareholders’ dissatisfaction and that if shareholders disapprove of the 
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CEO’s excessive remuneration, then their vote should reflect their disapproval. He 

finds evidence that shareholders use their vote to convey their dissatisfaction with 

excessive executive remuneration practices in UK firms. Cai and Walkling (2011) 

find a positive reaction of the stock market to the passage of the US SOP Bill in 2007 

for firms with CEO’s whose pay was excessive. By using standard event study 

methodologies, Ferri and Maber (2013) found positive abnormal returns for firms 

whose CEOs were excessively paid after the announcement of SOP regulations in the 

UK. The overall evidence from prior studies suggests that shareholders make an 

effort to target firms with unfavourable pay practices. 

 

Moreover, firms vary from one another along many dimensions, including industry 

characteristics, size, age, risk, performance, strategic orientation, and complexity 

(Linck, Netter, & Yang, 2008). All of these characteristics are likely to have a 

bearing on a CEO’s pay. For example, Core et al. (1999) argue that large firms and 

firms with complex operations have demands for higher quality CEOs and are indeed 

prepared to pay accordingly. On the contrary, when CEO pay levels are not 

supported by firms’ characteristics (such as complexity, size, risk or performance), 

then shareholders are likely to perceive the CEO pay as being “excessive” (Matolcsy 

& Wright, 2011), and the presence of any “excessive pay” is likely to receive 

shareholder dissent votes. Thus, I hypothesise the following:  

H8: The incidence of a ‘first strike’ is positively related to the CEO’s excessive pay. 

4.5.2 Reaction of Firms to a ‘First Strike’ 

An emerging body of literature addresses the question of how effective SOP 

regulation around the world has been to alter the pay-setting process in aligning 
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executive and shareholder interests (e.g., Armstrong et al., 2013; Conyon & Sadler, 

2010; Ferri & Maber, 2013). However, the literature is still scant, and is mainly 

related to legislation in the UK and the US, where shareholder voting on executive 

pay is non-binding. Monem and Ng (2013) are the first to investigate the 

consequences of Australia’s ‘two-strikes’ rule, and the consequences of the new 

shareholder power on the pay–performance link. In this thesis I examine the effect of 

the ‘two-strikes’ rule on CEO remuneration in the ‘first-strike’ and ‘second strike’ 

firms in several ways, by comparing the level and structure of CEO remuneration 

before and after the ‘strikes’. I extend Monem and Ng’s work and contribute to the 

SOP literature by investigating the impact of shareholders’ dissent votes on the level 

and structure of CEO remuneration. In order to answer the second research question 

and achieve the research objectives, several hypotheses have been proposed, as 

discussed in the following sections.  

4.5.2.1 The Level of CEO Remuneration Following the ‘First Strike’  

According to the Remunerations Amendment Act, remuneration reports that follow a 

‘first strike’ should include a section indicating how shareholders’ concerns over the 

previous remuneration report have been addressed [Section 249(L)2]. Prior research 

documents that firms with higher CEO pay attract greater shareholder dissent 

(Conyon & Sadler, 2010). Indeed, boards do respond to shareholders’ concerns over 

CEO pay by reducing CEO pay in the following year after a high level of shareholder 

dissent (Clarkson et al., 2011; Martin & Thomas, 2005). Thus, if a ‘first-strike’ firm 

avoids a ‘second strike’, it can be inferred that the board has responded effectively to 

shareholders’ concerns over the remuneration report, and a decline in CEO pay 

following the ‘first strike’ should be positively associated with a decline in 
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shareholder dissent level. This is a reasonable inference because shareholders’ 

dissent votes in the first place may have been triggered by a weak pay–performance 

link due to excessive pay relative to the firm’s performance, especially in terms of 

excessive CEO pay (Monem & Ng, 2013). Thus, I hypothesise the following: 

H9: The ‘first-strike’ firms reduce their CEO total remuneration following the ‘first 

strike’ and such a reduction in remuneration is positively related to the change in 

shareholders’ dissent level. 

4.5.2.2 CEO Performance-Based Pay and the ‘First Strike’ 

Jensen and Murphy (1990) argue that the real problem with CEO remuneration is 

how CEOs are paid. There is empirical evidence supporting this argument. Analysing 

a sample of UK firms, Ferri and Maber (2013) show that shareholders effectively 

vote against rewards (controversial CEO pay practices) when failure is perceived, 

rather than unsystematically penalizing all CEOs. Clarkson et al. (2011) argue that 

shareholder dissatisfaction with one or more components of the remuneration 

package might be reflected in a high level of shareholder dissent. Monem and Ng 

(2013) document that the ‘first-strike’ firms of 2011 that avoided the ‘second strike’ 

in 2012 improved their pay–performance link relative to a set of control firms.  

 

Firms can improve the pay–performance link either by making changes in the pay 

level, by changing pay composition and/or improving firm performance. Because it 

is always difficult to know how much performance improvement is required to avoid 

a ‘second strike’, ‘first-strike’ firms are more likely to signal to shareholders that 

managers are largely paid for performance by increasing the performance-based 

component of pay. Performance-based pay is unlikely to reward managers for failure, 
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and thus, increasing the performance-based pay is likely to appease shareholder 

dissent. Hence, I hypothesise the following:  

H10: The ‘first-strike’ firms increase the proportion of performance-based 

remuneration for the CEOs following the ‘first strike’, and such an increase is 

negatively related to the change in shareholders’ dissent level. 

4.5.3 The Impact of the ‘Two-Strikes’ Rule on the Level and 

Structure of CEO Remuneration and the Sensitivity of Pay to 

Performance  

Matolcsy and Wright (2007) provide evidence of the levels and the structures of 

Australian CEO remuneration between 1999 and 2001 following the new 

remuneration disclosure requirements that were introduced by the Company Law 

Review Act, part of the Australian Government’s Corporate Law Economic Reform 

Program in 1998. Rankin (2010) extends Matolcsy and Wright’s study, bringing it up 

to date by detailing the level and structure of executive team remuneration packages 

through distinct periods of economic growth and recession after substantial changes 

occurred to remuneration disclosure requirements by CLERP9 (Audit Reform and 

Corporate Disclosure) in 2004. In this thesis, I intend to extend these studies by 

modelling the level and structure of CEO remuneration within the Australian context 

during the 2004–2013 period, before and after the ‘two-strikes’ rule that was 

legislated in 2011. In order to answer the third research question and achieve the 

research objectives, several hypotheses have been proposed (see below). 

 

Prior research indicates that regulatory changes can influence remuneration policy. 

Goolsbee (2000) and Hite and Long (1982) highlight how changes in tax laws can 

affect remuneration policy in the US. Perry and Zenner (2001) examine whether the 
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enhanced disclosure rules and Section 162 (m) of tax legislation have actually 

changed remuneration behaviour of US firms. They show that some firms have 

reduced salaries and that salary growth rates have declined in the post-regulation era 

for the firms most likely to be affected by the regulations. Chalevas (2011) 

investigates empirically the impact of the mandatory adaption of corporate 

governance mechanisms on the level of executive remuneration in Greece, and 

concludes that this regulation reduces it.  

 

In regard to SOP regulation, more specifically, the US studies find that US firms 

have reduced the level of CEO pay and changed its structure. For example, Ertimur 

et al., (2011) show that (1) firms whose CEO’s excessive pay has been targeted by 

no-vote campaigns, experience a significant reduction in CEO pay ($7.3 million on 

average) and (2) boards reduce the level of excessive remuneration in responding to 

shareholder ‘no’ votes (Kimbro & Xu, 2013). Similarly, the findings of Burns and 

Minnick (2013) indicate that remuneration structures are changed for both CEOs and 

non-CEO executives. Moreover, companies move away from using cash 

remuneration towards more incentive remuneration, offsetting the reduction in 

bonuses. They concluded that SOP probably serves a purpose by providing 

shareholders a voice in limiting executive pay. Also, the UK studies provide 

evidence that shareholder voting reduces excessive salaries, and controversial CEO 

pay practices are removed by boards (e.g., Al-Issa, 2009; Carter & Zamora, 2009; 

Ferri & Maber, 2013; Gregory-Smith et al., 2014). In Australia, Clarkson et al. 

(2011) analysed a sample of 240 ASX listed firms over the period 2001–2009 and 

find that increased shareholder oversight (through ‘no’ votes on the remuneration 
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report) strengthens the pay–performance link. Furthermore, Monem and Ng (2013) 

investigate the effect of the ‘two-strikes’ rule on the pay–performance link in 2011 

and 2012. They find that pay changes of CEOs and key management personnel were 

not significantly positively related to the stock returns of the firms that registered a 

‘first strike’ in 2011 under the ‘two-strikes’ rule; however, the relationship improved 

significantly in 2012 for firms that avoided a ‘second strike’.  

 

From a policy perspective, these findings support a SOP vote and suggest that it acts 

effectively as a corporate governance mechanism and addresses incomplete contracts 

and rent extraction of managers. It is likely that firms which are considered to be 

paying ‘too generously’ experience shareholder rejection of the remuneration report 

through dissent votes. More importantly, the firms receiving either a ‘first strike’ or a 

‘second strike’ will face predictable and specific consequences. Moreover, because 

in theory any firm could be subject to the ‘first strike’ under the ‘two-strikes’ rule, 

firms have incentives to improve the sensitivity of pay-to-performance by increasing 

the performance-related component of executive remuneration. Scholars holding 

capture theory, represented by Bebchuck et al. (2002), generally believe that the 

strengthened monitoring of CEOs by imposing CEO pay capping or shareholder 

voting can increase management’s responsibility, strengthen the pay–performance 

link and reduce the executive pay level (e.g. Bebchuk et al., 2007; Clarkson et al., 

2009). Because the ‘two-strikes’ rule was introduced to improve the executive pay-

setting process and executive pay accountability, it is likely that Australian firms will 

alter their behaviour over CEO remuneration. The above discussion leads to the last 

two hypotheses:   
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H11: The ‘two-strikes’ rule has resulted in a decrease in the level of CEO total 

remuneration. 

H12: The ‘two-strikes’ rule has resulted in an increase in the sensitivity of CEO pay 

to performance.  

4.6 Summary  

This chapter has provided a discussion on the development of the hypotheses related 

to the determinants of ‘first strike’, firms’ reaction to ‘first strike’, and the impact of 

the ‘two-strikes’ rule on the level and structure of CEO remuneration, as well as the 

sensitivity of pay-to-performance. Table 4.1 provides a summary of study research 

questions and hypotheses. The next chapter will describe the research method that 

will be used to test the hypotheses outlined in the current chapter, including the 

definition and measurement of variables and models. 
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Table 4. 1: Research Questions and Corresponding Hypotheses  

Research questions Hypotheses 

1) What are the determinants of ‘first strike’? Or 

which firm’s characteristics are associated with 

an incidence of a ‘first strike’? 

 

H1: The incidence of a ‘first strike’ is positively related to the CEO total remuneration. 

H2: The incidence of a ‘first strike’ is negatively related to ownership concentration. 

H3: The incidence of a ‘first strike’ is negatively related to firm size. 

H4: The incidence of a ‘first strike’ is positively related to the level of institutional investors in a firm. 

H5: The incidence of a ‘first strike’ is positively related to the presence of CEO duality. 

H6: The incidence of a ‘first strike’ is positively related to the level of board independence. 

H7: The incidence of a ‘first strike’ is positively related to CEO cash and equity pay. 

H8: The incidence of a ‘first strike’ is positively related to the CEO’s excessive pay. 

2) How did ‘first-strike’ firms avoid the ‘second 

strike’? In particular, did ‘first-strike’ firms 

change CEO remuneration level and structure 

following the ‘first strike’? 

H9: The ‘first-strike’ firms reduce their CEO total remuneration following the ‘first strike’ and such a 

reduction in remuneration is positively related to the change in shareholders’ dissent level. 

H10: The ‘first-strike’ firms increase the proportion of performance-based remuneration for the CEOs 

following the ‘first strike’, and such an increase is negatively related to the change in shareholders’ dissent 

level. 

3) What is the effect of the ‘two-strikes’ rule on 

the overall level and structure of CEO 

remuneration, and the sensitivity of CEO pay to 

performance in Australia? 

H11: The ‘two-strikes’ rule has resulted in a decrease in the level of CEO total remuneration. 

H12: The ‘two-strikes’ rule has resulted in an increase in the sensitivity of CEO pay to performance. 
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Chapter 5: Research Methodology and Data Sources 

5.1 Introduction 

This chapter describes the research method that is used to test the hypotheses 

outlined in the previous chapter. This study adopts a quantitative research approach. 

A quantitative approach involves precision and can offer statistical and significant 

effects, while a qualitative approach can handle rich sources of data. More 

importantly, quantitative approach is appropriate to the nature of the research 

questions proposed in this thesis. 

 

The rest of the chapter is divided into the following sections. Section 5.2 presents the 

modelling specification used for the first research question. Section 5.3 specifies 

research models for the second research question. The research model for the third 

research question is provided in Section 5.4. Section 5.5 explains the data used in this 

study. Section 5.6 describes the sample selection. The following section (5.7) defines 

the variables and provides measurements for all dependent and independent variables 

of this study. Finally, Section 5.8 summarizes this chapter. 

5.2 Research Model for First Research Question   

The first research question investigates which characteristics of firms determine the 

incidence of a ‘first strike’. The series of determinants that were identified in 

Chapter 4 (H1-H8) are tested using two multivariate models: binary logistic 

regression and Ordinary Least Square (OLS) regression techniques. In the binary 

logistic regression model, the dependent variable is the incidence of ‘first strike’ 

coded as one, otherwise zero. In the OLS regression model, the dependent variable is 
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the percentage of ‘no’ votes cast on the remuneration report.  In both models, the 

hypothesised variables are the independent variables. 

 

To test H1 to H6, the following pooled firm-year level binary logistic regression with 

standard errors clustered by firms is estimated: 

 

Pr  (𝐹𝐼𝑅𝑆𝑇𝑆𝑇𝑅𝐼𝐾𝐸𝑡 ) = 

∝ + 𝛽1 𝑇𝑅𝐸𝑀𝑈𝑡 +  𝛽2𝑂𝑊𝑁𝐶𝑂𝑁𝐶𝑡 +  𝛽3𝐹𝑆𝐼𝑍𝐸𝑡 +  𝛽4𝐼𝑁𝑆𝑇𝑂𝑊𝑁𝑡

+ 𝛽5𝐶𝐸𝑂𝐷𝑈𝐴𝐿𝑡 + 𝛽6𝐵𝑂𝐴𝑅𝐷𝐼𝑁𝐷𝐸𝑃𝑡 +  𝛽 𝐶𝑜𝑛𝑡𝑟𝑜𝑙 𝑉𝑎𝑟𝑖𝑎𝑏𝑙𝑒𝑠

+ 𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌𝐷𝑈𝑀𝑀𝑌 + 𝑌𝐸𝐴𝑅𝐷𝑈𝑀𝑀𝑌 +  𝜀𝑡                         (1)     

Where: 

FIRSTSTRIKE = An indicator variable set equal to one if the firm faces a ‘first 

strike’ at the year t annual general meeting, otherwise zero. 

TREMU = CEO total pay at year t scaled by market capitalisation of the firm at 

year-end t. 

OWNCONC = Ownership concentration, which is defined as the percentage of firm 

shares owned by the Top 20 shareholders at year t. 

FSIZE = Natural logarithm of total assets at year t as a proxy for firm size. 

INSTOWN = Percentage of firm shares owned by institutional investors at year t. 

CEODUAL = An indicator variable set equal to one if the CEO is also the chair of 

the board of directors at year-end t, otherwise zero. 

BOARDINDEP = Board independence, which is measured as the number of non-

executive directors divided by the total number of directors in board at year-end t. 

Control variables include: 
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ADJ_RET = Industry-adjusted shareholders return measured as the excess of annual 

buy-and-hold shareholders’ return of the firm at the end of year t over the industry 

median shareholders’ return at the end of year t.  

ROE = Return on equity, net profit after tax scaled by shareholders’ equity for year t. 

DEBT = Firm leverage, measured as the ratio of total liabilities to total equity at 

year t. 

CEOOWN = CEO ownership, measured as the percentage of total shares owned by 

the CEO at the end of year t. 

BKMKT = Firm growth, measured as the ratio of book-to-market value of equity at 

year t. 

INDUSTRYDUMMY = A dummy variable set for each industry to capture industry 

fixed effects. 

YEARDUMMY = A dummy variable set for each year to capture year fixed effects. 

 

The first variable of interest is CEO total pay (TREMU). The second variable of 

interest is ownership concentration (OWNCONC). Firm size (FSIZE) is the third 

variable of interest. Institutional ownership (INSTOWN) is the fourth variable of 

interest. The fifth and sixth variables of interest are CEO duality (CEODUAL) and 

board independence (BOARDINDEP). To be consistent with H1, H2, H3, H4, H5, 

and H6, β1 > 0, β2 < 0, β3 < 0, β4 > 0, β5 > 0, and β6 > 0 are expected, respectively. 

Also, the coefficients need to be statistically significant. 

 

Further analysis is undertaken by converting model (1) into an OLS regression 

model. The OLS model is used as an alternative approach to understand how a firm’s 
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specific attributes influence its shareholding votes over a remuneration report. 

Accordingly, the OLS regression equation is specified as follow: 

  

𝐷𝐼𝑆𝑆𝐸𝑁𝑇𝑡 = ∝ + 𝛽1 𝑇𝑅𝐸𝑀𝑈𝑡 +  𝛽2𝑂𝑊𝑁𝐶𝑂𝑁𝐶𝑡 +  𝛽3𝐹𝑆𝐼𝑍𝐸𝑡 +  𝛽4𝐼𝑁𝑆𝑇𝑂𝑊𝑁𝑡

+ 𝛽5𝐶𝐸𝑂𝐷𝑈𝐴𝐿𝑡 +  𝛽6𝐵𝑂𝐴𝑅𝐷𝐼𝑁𝐷𝐸𝑃𝑡 +  𝛽 𝐶𝑜𝑛𝑡𝑟𝑜𝑙 𝑉𝑎𝑟𝑖𝑎𝑏𝑙𝑒𝑠

+ 𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌𝐷𝑈𝑀𝑀𝑌 + 𝑌𝐸𝐴𝑅𝐷𝑈𝑀𝑀𝑌 +  𝜀𝑡                        (1𝑎)     

where: 

DISSENT = shareholder dissent votes, measured as the ratio of the number of ‘no’ 

votes to the sum of total ‘no’ and total ‘yes’ votes cast on the remuneration report. 

All other variables are as defined earlier. 

 

To test H7, following Ertimur et al. (2011), CEO total pay (TREMU) in model (1) is 

replaced with two main components of CEO remuneration: CEO cash pay 

(CASHPAY) and CEO equity pay (EQUITYPAY). The following pooled firm-year 

level binary logistic regression with standard errors clustered by firms is estimated: 

 

Pr(𝐹𝐼𝑅𝑆𝑇𝑆𝑇𝑅𝐼𝐾𝐸𝑡) = 

∝  + 𝜆1𝐶𝐴𝑆𝐻𝑃𝐴𝑌𝑡 +  𝜆2𝐸𝑄𝑈𝐼𝑇𝑌𝑃𝐴𝑌𝑡 + 𝜆3𝑂𝑊𝑁𝐶𝑂𝑁𝐶𝑡 +  𝜆4𝐹𝑆𝐼𝑍𝐸𝑡

+ 𝜆5𝐼𝑁𝑆𝑇𝑂𝑊𝑁𝑡 +  𝜆6𝐶𝐸𝑂𝐷𝑈𝐴𝐿𝑡 +  𝜆7𝐵𝑂𝐴𝑅𝐷𝐼𝑁𝐷𝐸𝑃𝑡 + 𝜆𝐶𝑜𝑛𝑡𝑟𝑜𝑙 𝑉𝑎𝑟𝑖𝑎𝑏𝑙𝑒𝑠

+ 𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌𝐷𝑈𝑀𝑀𝑌 + 𝑌𝐸𝐴𝑅𝐷𝑈𝑀𝑀𝑌

+ 𝜀𝑡                                                                                                                                  (2) 

where: 

CASHPAY = CEO cash pay, measured as the sum of salary, bonus and any other 

cash pay (such as consulting and committee fees, allowance and so on) at year t 

scaled by market capitalisation of firm at year-end t.  
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EQUITYPAY = Equity pay, measured as the total value of options and shares 

granted to the CEO during the year t as part of the remuneration package scaled by 

market capitalisation of the firm at year-end t. 

All other variables are as defined earlier. 

To be consistent with H7, it is expected that λ1 > 0 and λ2 > 0 and the coefficients 

need to be statistically significant. 

 

Again for further test of H7, the continuous variable (shareholders’ dissent votes) is 

replaced with binary variable (‘first strike’) as the dependent variable. The following 

pooled firm-year level OLS regression with standard errors clustered by firms is 

estimated: 

 

𝐷𝐼𝑆𝑆𝐸𝑁𝑇𝑡 = ∝  + 𝜆1𝐶𝐴𝑆𝐻𝑃𝐴𝑌𝑡 +  𝜆2𝐸𝑄𝑈𝐼𝑇𝑌𝑃𝐴𝑌𝑡 +  𝜆3𝑂𝑊𝑁𝐶𝑂𝑁𝐶𝑡

+  𝜆4𝐹𝑆𝐼𝑍𝐸𝑡 +  𝜆5𝐼𝑁𝑆𝑇𝑂𝑊𝑁𝑡 +  𝜆6𝐶𝐸𝑂𝐷𝑈𝐴𝐿𝑡

+  𝜆7𝐵𝑂𝐴𝑅𝐷𝐼𝑁𝐷𝐸𝑃𝑡 + 𝜆𝐶𝑜𝑛𝑡𝑟𝑜𝑙 𝑉𝑎𝑟𝑖𝑎𝑏𝑙𝑒𝑠

+ 𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌𝐷𝑈𝑀𝑀𝑌 + 𝑌𝐸𝐴𝑅𝐷𝑈𝑀𝑀𝑌

+ 𝜀𝑡                                                                                         (2𝑎)   

where all variables are as defined earlier. 

 

The degree of ‘sophistication’ of Australian shareholders is examined by testing 

whether the incidence of a ‘first strike’ is associated with CEO’s excessive pay. 

Following Core, Guay, and Larcker (2008) and Ertimur et al. (2011), CEO’s 

excessive pay is measured as follows: 

𝐶𝐸𝑂′𝑠 𝑒𝑥𝑐𝑒𝑠𝑠 𝑝𝑎𝑦 = 𝑎𝑐𝑡𝑢𝑎𝑙 𝐶𝐸𝑂 𝑝𝑎𝑦 − 𝑒𝑥𝑝𝑒𝑐𝑡𝑒𝑑 𝐶𝐸𝑂 𝑝𝑎𝑦          (A) 
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The benchmark model for CEO’s expected pay follows Core et al.’s (2008) model 

and is obtained by regressing the natural logarithm of CEO’s total pay on proxies for 

economic determinants of CEO pay: 

 

𝐿𝑁𝑇𝑅𝐸𝑀𝑈𝑖𝑡 = 

∝ + 𝛽1𝐿𝑁𝑇𝐸𝑁𝑈𝑅𝐸𝑖𝑡 + 𝛽2𝐿𝑁𝐿𝐴𝐺𝑆𝐴𝐿𝐸𝑖𝑡−1 +  𝛽3𝐴𝑆𝑋300𝑖𝑡

+  𝛽4𝐿𝐴𝐺𝐵𝐾𝑀𝐾𝑇𝑖𝑡−1 + 𝛽5𝑅𝐸𝑇𝑖𝑡 +  𝛽6𝐿𝐴𝐺𝑅𝐸𝑇𝑖𝑡−1 + 𝛽7𝑅𝑂𝐴𝑖𝑡

+ 𝛽8𝐿𝐴𝐺𝑅𝑂𝐴𝑖𝑡−1 + 𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌𝐷𝑈𝑀𝑀𝑌 +  𝑌𝐸𝐴𝑅𝐷𝑈𝑀𝑀𝑌

+  𝜀𝑡                                                                                                (3) 

where: 

LNTREMU = CEO total remuneration, measured as the natural logarithm of CEO 

total pay.  

LNTENURE = CEO tenure, measured as the natural logarithm of CEO tenure. CEO 

tenure is the number of years the CEO has been at his/her current position as of 

year t. 

LNLAGSALE = One-year lagged sale, measured as the natural logarithm of sales 

revenue of a firm during year t1. 

ASX300 = ASX300 index, is as an indicator variable set equal to one if the firm is in 

the ASX300 index at the end of year t, otherwise zero. 

LAGBKMKT = One-year lagged book-to-market ratio, defined as the ratio of book 

value of assets to book value of liabilities plus market value of equity at the end of 

year t-1. 

ADJ_RET = Industry-adjusted shareholders return measured as the excess of annual 

buy-and-hold shareholders’ return of the firm at the end of year t over the industry 

median shareholders’ return at the end of year t.  
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LAGRET = One-year lagged shareholder returns, which defined as the industry-

adjusted shareholder return for year t-1. 

ROA = Return on assets, measured as EBIT divided by Total Assets. 

LAGROA = One-year lagged ROA. 

 

Model (3) is estimated by using pooled cross-sectional OLS regression. Similar to 

Core et al. (2008), a CEO’s expected remuneration is computed by taking the 

exponent of the predicted value of LNTREMU in model (3). After estimating the 

CEO’s expected remuneration and excessive pay, the following pooled firm-year 

level logistic regression with standard errors clustered by firms is estimated to test 

H8. Firm size and firm performance are excluded when estimating model (4) because 

these variables are used to estimate CEO expected pay in model (3). 

 

Pr  (𝐹𝐼𝑅𝑆𝑇𝑆𝑇𝑅𝐼𝐾𝐸𝑡 ) = 

∝ + 𝛽1 𝑃𝑅𝐸𝑇𝑅𝐸𝑀𝑈𝑡 + 𝛽2𝑅𝐸𝑆𝐼𝐷𝑇𝑅𝐸𝑀𝑈𝑡 +  𝛽3𝑂𝑊𝑁𝐶𝑂𝑁𝐶𝑡

+  𝛽4𝐼𝑁𝑆𝑇𝑂𝑊𝑁𝑡 + 𝛽5𝐶𝐸𝑂𝐷𝑈𝐴𝐿𝑡 +  𝛽6𝐵𝑂𝐴𝑅𝐷𝐼𝑁𝐷𝐸𝑃𝑡

+  𝛽 𝐶𝑜𝑛𝑡𝑟𝑜𝑙 𝑉𝑎𝑟𝑖𝑎𝑏𝑙𝑒𝑠 + 𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌𝐷𝑈𝑀𝑀𝑌 + 𝑌𝐸𝐴𝑅𝐷𝑈𝑀𝑀𝑌

+  𝜀𝑡                                                                                                         (4)  

where: 

PRETREMU = expected CEO total pay, which is defined  as the level of ‘expected’ 

CEO total pay given its economic determinants scaled by market capitalisation of the 

firm at year-end t.  

RESIDTREMU = residual CEO total pay, which is defined as the CEO’s residual 

pay scaled by market capitalisation of the firm at year-end t.  

All other variables are as defined earlier.  
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To be consistent with H8, β1 > 0 and β2 > 0 are expected and the coefficients need to 

be statistically significant. 

 

A further analysis for H8 is taken by substituting the ‘first strike’ (FIRSTSTRIKE) 

variable for shareholders’ dissent votes (DISSENT) and running the following 

pooled firm-year level OLS regression with standard errors clustered by firms: 

 

𝐷𝐼𝑆𝑆𝐸𝑁𝑇𝑡 = ∝ + 𝛽1 𝑃𝑅𝐸𝑇𝑅𝐸𝑀𝑈𝑡 + 𝛽2𝑅𝐸𝑆𝐼𝐷𝑇𝑅𝐸𝑀𝑈𝑡 +  𝛽3𝑂𝑊𝑁𝐶𝑂𝑁𝐶𝑡

+  𝛽4𝐼𝑁𝑆𝑇𝑂𝑊𝑁𝑡 + 𝛽5𝐶𝐸𝑂𝐷𝑈𝐴𝐿𝑡 +  𝛽6𝐵𝑂𝐴𝑅𝐷𝐼𝑁𝐷𝐸𝑃𝑡

+  𝛽 𝐶𝑜𝑛𝑡𝑟𝑜𝑙 𝑉𝑎𝑟𝑖𝑎𝑏𝑙𝑒𝑠 + 𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌𝐷𝑈𝑀𝑀𝑌 + 𝑌𝐸𝐴𝑅𝐷𝑈𝑀𝑀𝑌

+  𝜀𝑡                                                                                               (4𝑎)    

where all variables are as defined before. 

5.2.1 Additional Test for First Research Question 

This section provides additional analysis of the determinants of a ‘first strike’. Carter 

and Zamora (2009) argue that the CEO pay–performance link appears to be at the 

centre of shareholders’ concerns, and if there is no alignment between firm 

performance and CEO’s bonus pay, the CEO pay–performance link will be 

considered weak by shareholders. As a result, it can be expected that there is a 

positive relation between shareholders’ dissent votes and a weak pay–performance 

link. Following Carter and Zamora (2009), CEO’s excessive bonus is measured as 

CEO’s actual bonus minus CEO’s expected bonus. The benchmark model for CEO’s 

expected bonus follows Carter’s and Zamora’s (2009) model and is obtained by 

regressing the CEO bonus on proxies for return on assets (ROA), natural log of total 

assets (LNASSET), book-to-market ratio (BKMKT), industry and year indicators for 

firm i in year t: 
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𝐶𝐸𝑂𝐵𝑂𝑁𝑈𝑆𝑖𝑡  

=  𝛼 +  𝛽1 𝑅𝑂𝐴𝑖𝑡  +  𝛽2 𝐿𝑁𝐴𝑆𝑆𝐸𝑇𝑖𝑡  +  𝛽3 𝐵𝐾𝑀𝐾𝑇𝑖𝑡  

+  𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌𝐷𝑈𝑀𝑀𝑌 + 𝑌𝐸𝐴𝑅𝐷𝑈𝑀𝑀𝑌 +  𝜀𝑖𝑡     (5) 

where: 

CEOBONUS = Defined as CEO cash bonus at year t. 

All other variables are as defined earlier. 

  

Model (5) is estimated using pooled cross-sectional OLS regression on 448 

observations. After estimating CEO’s expected bonus, the following pooled firm-

year level binary logistic regression with standard errors clustered by firms is 

estimated. Firm size, firm accounting performance and growth opportunity are 

excluded from model (6) because these variables are used to estimate CEO’s 

expected bonus in model (5). 

 

𝑃𝑟 (𝐹𝐼𝑅𝑆𝑇𝑆𝑇𝑅𝐼𝐾𝐸𝑡)

=  𝛼 +  𝛽1 𝐻𝐼_𝐵𝑂𝑁𝑈𝑆𝑡  +  𝛽2 𝐿𝑂_𝐵𝑂𝑁𝑈𝑆𝑡  +  𝛽3 𝑂𝑊𝑁𝐶𝑂𝑁𝐶𝑡  

+  𝛽4 𝐼𝑁𝑆𝑇𝑂𝑊𝑁 𝑡 +  𝛽5 𝐶𝐸𝑂𝐷𝑈𝐴𝐿𝑡  +  𝛽6 𝐵𝑂𝐴𝑅𝐷𝐼𝑁𝐷𝐸𝑃𝑡  

+  𝛽 𝐶𝑜𝑛𝑡𝑟𝑜𝑙 𝑉𝑎𝑟𝑖𝑎𝑏𝑙𝑒𝑠 +  𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌𝐷𝑈𝑀𝑀𝑌 + 𝑌𝐸𝐴𝑅𝐷𝑈𝑀𝑀𝑌

+  𝜀𝑡                                                                                                             (6) 

where: 

HI_BONUS = High bonus firms, a binary variable set equal to one if the firm is in 

the fourth quartile of the CEO’s excessive bonus in ascending order, otherwise zero. 

CEO’s excessive bonus is measured as CEO’s actual bonus minus CEO’s expected 

bonus. 

LO_BONUS = Low bonus firms, a binary variable set equal to one if the firm is in 

the first quartile of the CEO’s excessive bonus in ascending order, otherwise zero. 

All other variable are as defined earlier. 
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Following Carter and Zamora (2009), Conyon and Sadler (2010), and Ferri and 

Maber (2013), β1 > 0 and β2 > 0 are expected in model (6) and the coefficients need 

to be statistically significant. 

5.3 Research Model for Second Research Question   

This section discusses the two models that have been used to examine whether ‘first-

strike’ firms that avoided the ‘second strike’ change CEO remuneration level and 

structure following the ‘first strike’; then, such change is associated with change of 

shareholders’ dissent votes. It details the models used to test hypotheses H9 and H10. 

To minimise the effect of confounding factors on results, a “difference-in-difference” 

approach is adopted in testing H9 and H10. Specifically, the change in shareholder 

dissent votes (dissent votes at year t – dissent votes at year t-1) as a dependent 

variable is regressed on hypothesised variables and several control variables, which 

are also measured as “change” rather than “level”. The following OLS regressions 

are employed to test H9 and H10: 

 

𝐷𝐼𝑆𝑆𝐸𝑁𝑇𝐶𝐻𝑖𝑡 = 

∝ + 𝛽1𝐶𝐸𝑂𝑇𝑅𝐸𝑀𝑈𝐶𝐻𝐹𝑖𝑡 + 𝛽2𝑃𝐵𝐴𝑆𝐸𝐷𝑅𝐸𝑀𝑈𝐶𝐻𝑖𝑡

+ 𝛽3𝑆𝐻𝐴𝑅𝐸𝑃𝐸𝑅𝐹𝐶𝐻𝑖𝑡 + 𝛽4𝐶𝐸𝑂𝐶𝐻𝐴𝐼𝑅𝑀𝐴𝑁𝐶𝐻𝑖𝑡

+ 𝛽5𝐵𝑂𝐴𝑅𝐷𝐼𝑁𝐷𝐸𝑃𝐶𝐻𝑖𝑡 + 𝛽6𝑂𝑊𝑁𝐶𝑂𝑁𝐶𝐶𝐻𝑖𝑡 +  𝛽7𝐼𝑁𝑆𝑇𝑂𝑊𝑁𝐶𝐻𝑖𝑡

+ 𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌𝐷𝑈𝑀𝑀𝑌 + 𝑌𝐸𝐴𝑅𝐷𝑈𝑀𝑀𝑌

+ 𝜀𝑖𝑡                                                                                                           (7) 

 
The above model tests the effects of change in CEO total remuneration and CEO 

performance-based pay in response to change of shareholders dissent votes for 

treatment and control samples separately. This study also investigates whether 

change in CEO total remuneration and CEO performance-based pay are related to 
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change in shareholders dissent votes for a pooled sample (treatment and control 

sample). The following model adds a binary variable for ‘first-strike’ firms and the 

interaction terms between main variables and ‘first strike’ into the existing model 

presented earlier: 

 

𝐷𝐼𝑆𝑆𝐸𝑁𝑇𝐶𝐻𝑖𝑡 = 

∝ + 𝛽1𝐶𝐸𝑂𝑇𝑅𝐸𝑀𝑈𝐶𝐻𝐹𝑖𝑡 + 𝛽2𝑃𝐵𝐴𝑆𝐸𝐷𝑅𝐸𝑀𝑈𝐶𝐻𝑖𝑡

+ 𝛽3𝑆𝐻𝐴𝑅𝐸𝑃𝐸𝑅𝐹𝐶𝐻𝑖𝑡 + 𝛽4𝐶𝐸𝑂𝐶𝐻𝐴𝐼𝑅𝑀𝐴𝑁𝐶𝐻𝑖𝑡

+ 𝛽5𝐵𝑂𝐴𝑅𝐷𝐼𝑁𝐷𝐸𝑃𝐶𝐻𝑖𝑡 + 𝛽6𝑂𝑊𝑁𝐶𝑂𝑁𝐶𝐶𝐻𝑖𝑡 +  𝛽7𝐼𝑁𝑆𝑇𝑂𝑊𝑁𝐶𝐻𝑖𝑡

+ 𝛽8𝐹𝐼𝑅𝑆𝑇𝑆𝑇𝑅𝐼𝐾𝐸𝑖𝑡 + 𝛽9 𝐹𝐼𝑅𝑆𝑇𝑆𝑇𝑅𝐼𝐾𝐸 × 𝐶𝐸𝑂𝑇𝑅𝐸𝑀𝑈𝐶𝐻𝐹𝑖𝑡 

+ 𝛽10𝐹𝐼𝑅𝑆𝑇𝑆𝑇𝑅𝐼𝐾𝐸 × 𝑃𝐵𝐴𝑆𝐸𝐷𝑅𝐸𝑀𝑈𝐶𝐻𝑖𝑡 + 𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌𝐷𝑈𝑀𝑀𝑌

+ 𝑌𝐸𝐴𝑅𝐷𝑈𝑀𝑀𝑌

+  𝜀𝑖𝑡                                                                                                         (8)  

where: 

DISSENTCH = Shareholder dissent votes change, which is defined as shareholder 

dissent level with the remuneration report at year t less shareholder dissent level at 

year t-1.  

CEOTREMUCHF = CEO total pay change, which is defined as CEO total pay at 

year t less CEO total pay at year t-1 scaled by CEO total pay at year t-1.  

PBASEDREMUCH = Change in CEO performance-based pay, which defined as the 

proportion of the CEO’s performance-based remuneration at year t less the 

proportion of the CEO’s performance-based remuneration at t-1.  

SHAREPERFCH = Change in shareholders’ return defined as shareholders’ annual 

return at year t less shareholders’ annual return at year t-1.  

CEOCHAIRMANCH = CEO duality change, which is defined as a binary variable 

set equal to 1 if CEO duality improved over the year (i.e., CEO duality scored 0 last 
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year and 1 this year), otherwise 0. CEO duality is defined as a binary variable set 

equal to 1 if the CEO and board chair roles are held by two different persons, 

otherwise 0.  

BOARDINDEPCH = Board independence change, which is defined as board 

independence at year t less board independence at year t-1. Board independence is 

defined as the proportion of non-executive directors on the board.  

OWNCONCCH = Change in ownership concentration, which is defined as the 

percentage of shares owned by the top 20 shareholders at year t less the percentage of 

shares owned by the top 20 shareholders at year t-1. 

INSTOWNCH = Institutional ownership change, which is defined as the percentage 

of institutional ownership at year t less the percentage of institutional ownership at 

year t-1. 

FIRSTSTRIKE = First strike, which is defined as a binary variable set equal to 1 for 

‘first-strike’ firms that avoided a ‘second strike’, and zero for matched control firms. 

FIRSTSTRIKE × CEOTREMUCHF = Interaction term between FIRSTSTRIKE 

and CEOTREMUCHF.  

FIRSTSTRIKE × PBASEDREMUCH = Interaction term between FIRSTSTRIKE 

and PBASEDREMUCH. 

All other variables are as defined earlier. 

5.4 Research Model for Third Research Question   

This section provides the research model of the third research question and the 

associated hypotheses (H11 and H12). Analysing any likely changes in the level and 

structure of CEO remuneration provides evidence for the usefulness of SOP 

regulation in improving accountability of CEO remuneration.  
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As a starting point, descriptive analysis of the CEO remuneration is provided for 

sample firms over the period 2004–2013. Each individual component of a CEO’s 

total remuneration will be analysed to identify any plausible change in pattern in the 

post-’two-strikes’ rule era (i.e., 2011–2013). It is likely that descriptive analysis 

provides direct evidence of the effect of the ‘two-strikes’ rule on the level and the 

structure of CEO remuneration. However, it may understate this effect because it 

shows only changes in disclosed remuneration elements. Ferri and Maber (2013) 

argue that important components of CEO pay (e.g., bonuses) involve considerable 

discretion, and boards do not disclose how they exercise such discretion from year to 

year. For H11, any change in the level of CEO pay is investigated as captured by the 

Trend variable after controlling for economic determinants. For H12, to be consistent 

with Ferri and Maber (2013), the sensitivity of CEO pay-to-performance before and 

after the ‘two-strikes’ rule is evaluated by using regression analysis to detect changes 

in discretionary components of CEO pay.  

 

In the multivariate tests, the dependent variables are CEO total pay and CEO cash 

pay (base salary + cash bonus). As explanatory variables, the economic determinants 

of CEO pay include firm performance, firm size, growth opportunities, CEO 

ownership, and time. The following panel regression
2
 on a sample of 3922 firm-year 

observations over the period 2004–2013 is estimated to test H11 and H12. The 

coefficients α (β) measure the association between CEO pay and its economic 

determinants for the pre- and post-‘two-strikes’ rule observations. The coefficients 𝜕𝑖 

                                                 
2
 The main issue of panel data modelling is how to deal with problems of observed and unobserved 

heterogeneity as well as their sources (Park, 2011). Kennedy (2008) suggests that an investigation is 

always conducted before a panel estimation technique is adopted. I therefore conduct a number of 

diagnostic tests to select a suitable estimating technique which is explained in the results chapter 

(Chapter 6).  
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are industry fixed effects and the coefficient γ detects whether the ‘two-strikes’ rule 

leads to a one-time, performance independent shift in the average level of CEO pay.  

 

𝐿𝑁𝑇𝑅𝐸𝑀𝑈𝑖𝑡 =  𝜕𝑖(1 − 𝑃𝑜𝑠𝑡𝑖𝑡) [∑ ∝𝑗

10

𝑗=1
× 𝑃𝑎𝑦 𝑑𝑒𝑡𝑒𝑟𝑚𝑖𝑛𝑎𝑛𝑡𝑠𝑗,𝑖𝑡] +  𝛾 𝑃𝑜𝑠𝑡𝑖𝑡

+  𝑃𝑜𝑠𝑡𝑖𝑡  [∑ 𝛽𝑗

10

𝑗=1
× 𝑃𝑎𝑦 𝑑𝑒𝑡𝑒𝑟𝑚𝑖𝑛𝑎𝑛𝑡𝑠𝑗.𝑖𝑡]

+  𝜀𝑖𝑡                                                                                                     (9) 

where:  

LNTREMU = CEO total remuneration, which is defined as the natural log of CEO 

total remuneration.  

Pay determinant variables include: 

POSRET = positive industry-adjusted returns, which is defined as the difference 

between the 1-year shareholder return of a given firm and that of its industry, if 

positive, and 0 otherwise. 

NEGRET = negative industry-adjusted returns, which is defined as the difference 

between the 1-year shareholder return of a given firm and that of its industry if 

negative, and 0 otherwise. 

MEANRET = Industry returns, which is defined as the average 1-year shareholder 

return of firms in a given industry. 

POSROA = positive industry-adjusted ROA, which is defined as the difference 

between the annual ROA of a given firm and that of its industry if positive, and 0 

otherwise. 

NEGROA = negative industry-adjusted ROA, which is defined as the difference 

between the annual ROA of a given firm and that of its industry if negative, and 0 

otherwise. 
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MEANROA = Industry ROA, which is defined as the average annual ROA of firms 

in a given industry. 

LNSALE = Sale, which is defined as the natural log of annual revenue. 

MKTBK = Market-to-book ratio, which is defined as the ratio of market-to-book 

value of equity. 

CEOOWN = CEO ownership, which is defined as the percentage of the firm’s 

equity held by the CEO. 

TREND = Trend is defined as the fiscal year minus 2003 (2010) for observations 

from the pre- (post-) the ‘two-strikes’ period. 

 

Following Ferri and Maber (2013), an indicator variable, POST, is employed to 

capture any post-regulation changes in the sensitivity of CEO pay to its determinants. 

POST is set equal to 1 for observations in the post-‘two-strike’ rule period (2011–

2013) and 0 for observations in the pre-‘two-strike’ rule period (2004–2010). In 

particular, the aforementioned determinants of pay are interacted both with 1-POST 

and POST. Thus, two regressions are essentially stacked: the first where the 

observations are from the pre-’two-strikes’ rule period (2004–2010) and the second 

where the observations are from the post-’two-strikes’ rule period (2011–2013). Ferri 

and Maber (2013) argue that by stacking the regressions, it is possible to test whether 

the coefficient estimates (e.g., the sensitivity of pay to performance) change after 

SOP regulation. 

 

For further analysis, one additional OLS panel regression is used to identify the 

effects of the ‘two-strikes’ rule on cash components of CEO remuneration. In model 

(9a), CEO total remuneration is replaced with CEO cash pay including base salary 
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and bonus. The results of this model will be useful as additional evidence to help 

understand which cash components of CEO remuneration have been more affected 

by the ‘two-strikes’ rule. The model for cash components of CEO remuneration is 

specified as follows: 

 

𝐿𝑁𝐶𝐴𝑆𝐻𝑃𝐴𝑌𝑖𝑡

=  𝜕𝑖(1 − 𝑃𝑜𝑠𝑡𝑖𝑡) [∑ ∝𝑗

10

𝑗=1
× 𝑃𝑎𝑦 𝑑𝑒𝑡𝑒𝑟𝑚𝑖𝑛𝑎𝑛𝑡𝑠𝑗,𝑖𝑡] +  𝛾 𝑃𝑜𝑠𝑡𝑖𝑡

+  𝑃𝑜𝑠𝑡𝑖𝑡  [∑ 𝛽𝑗

10

𝑗=1
× 𝑃𝑎𝑦 𝑑𝑒𝑡𝑒𝑟𝑚𝑖𝑛𝑎𝑛𝑡𝑠𝑗.𝑖𝑡] +  𝜀𝑖𝑡      (9𝑎)          

where: 

LNCASHPAY = CEO cash remuneration, which is defined as the natural log of 

CEO base salary pay plus CEO cash bonus pay. All other variables are as defined 

before. 

5.5 Data 

The data for this study come from multiple sources. Fairfax Business Research 

(FBR) of Fairfax Media collects voting data from first-hand sources, such as 

company secretaries and the reporting of AGMs. The voting results of sample firms 

are obtained from FBR. Remuneration data were collected mainly from Connect 4’s 

Boardroom database. All financial data were drawn from the MorningStar 

DatAnalysis Premium database. Corporate governance data were collected mostly 

from the Sirca database. I hand-collected any missing remuneration and corporate 

governance data from company annual reports available from Connect 4 and 

MorningStar DatAnalysis Premium databases. 
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5.6 Sample Selection 

The initial sample for the first research question consists of all ‘strike’ firms from 

fiscal years 2011 to 2013. Table 5.1 presents the sample selection process. There 

were 111 ‘first strike’ firms in 2011 since the Remuneration Amendment Act became 

effective on 1 July 2011. From this sample of 111 firms, one overseas firm, one firm 

with negative revenue, one firm that held the AGM before 1 July 2011 and 19 firms 

for missing data are excluded. In 2012, a total of 122 firms received a ‘strike’. From 

this sample of 122 firms, there are 9 firms with missing annual reports, one overseas 

firm, two firms with negative revenue, 14 firms with missing data, and 22 firms that 

received a ‘second strike’ in 2012; all these are excluded. 

 

Table 5. 1: Sample selection for first research question 

Descriptions / Years 2011 2012 2013 Total 

Number of ‘strike firms’ 111 122 102 335 

Less: Firms with missing annual reports  (0) (9) (0) (9) 

Less: Overseas firms (1) (1) (0) (2) 

Less: Firms with negative revenue  (1) (2) (0) (3) 

Less: Firms that held AGM before 1 July 2011 (1) N/A N/A (1) 

Less: Firms that received a ‘second strike’ N/A (22) (22) (44) 

Less: Firms with missing data (19) (14) (20) (53) 

Final treatment sample size 89 74 60 223 

Add: Control sample 89 74 60 223 

Total firms for models 1 & 2 178 148 120 446 

Less: Firms with missing data for CEO predicted and 

CEO residual remuneration and their matched 

control firms 

(20) (48) (26) (94) 

Total firms for model 4 158 100 94 352 
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In 2013, a total of 102 firms received a ‘strike’. After excluding 22 firms that 

received a ‘second strike’ in 2013 and 20 firms with missing data, the sample of 

‘first-strike’ firms in 2013 is 60 firms. Thus, the treatment sample consists of 223 

unique ‘first-strike’ firms (89 in 2011, 74 in 2012 and 60 in 2013). The final pooled 

sample (treatment and control samples) size is 446 firms (reported in Table 5.1). 

 

Table 5.2 shows the distribution of the ‘first-strike’ firms in 2011, 2012, and 2013 by 

GICS industry sectors. The Materials sector has the largest number (and highest 

proportion) of ‘first-strike’ firms in each year, followed by Energy companies 

consisting of more than 15 per cent of ‘first strike’ firms in each year. More than 25 

per cent of ‘first strike’ firms in each year come from three sectors: Industrials, 

Consumer Discretionary and Financials. The Consumer Staples and 

Telecommunications sectors have the smallest number of ‘first strike’ firms in each 

year. There is no ‘first strike’ firm in the Utilities sector.  

 

Table 5. 2: Distribution of the ‘first-strike’ firms by GICS industry sectors 

Industry Sector (GICS code) Year: 2011 

Freq. 

(proportion) 

Year: 2012 

Freq. 

(proportion) 

Year: 2013 

Freq. 

(proportion) 
Energy (10) 14 (15.7%) 15 (20.3%) 9 (15%) 

Materials (15) 29 (32.7%) 27 (36.6%) 20 (33.3%) 

Industrials (20) 9 (10.1%) 11 (14.9%) 8 (13.3%) 

Consumer Discretionary (25) 11 (12.4%) 8 (10.8%) 5 (8.3%) 

Consumer Staples (30) 2 (2.2%) 1 (1.5%) 1 (1.7%) 

Health Care (35) 8 (9%) 3 (3.4%) 5 (8.4%) 

Financials (40) 10 (11.2%) 4 (5.5%) 6 (10%) 

Information Technology (45) 4 (4.5%) 4 (5.5%) 5 (8.3%) 

Telecommunications (50) 2 (2.2%) 1 (1.5%) 1 (1.7%) 

Utilities (55) 0 (0%) 0 (0%) 0 (0%) 

Total 89 (100%) 74 (100%) 60 (100%) 



93 

 

Table 5.3 presents the sample selection process for the second research question. In 

2011, a total of 111 firms received a ‘first strike’. In 2012, there are 22 of these 111 

firms that received the ‘second strike’ (i.e., received a ‘strike’ both in 2011 and 

2012). Another eight firms did not vote on the remuneration report in 2012. One 

overseas firm, one firm with negative revenue, one firm that had its AGM before 1 

July 2011, and 13 firms with missing or incomplete data were also excluded from the 

sample. After excluding all of these 46 (= 22 + 8 + 16) firms, the final sample of 

2011 ‘first strike’ firms that avoided a ‘second strike’ in 2012 (treatment sample) 

consists of 65 firms. 

 

Table 5. 3: Sample selection for second research question 

Descriptions / Years 2012 2013 Total 

‘First-strike’ firms of the previous year 111 105 216 

Less: ‘Second-strike’ firms of 2012 (22) (22) (44) 

Less: ‘Second-strike’ firms of 2013 N/A (17) (17) 

Less: Previous year’s ‘first-strike’ firms that did not 

vote on the remuneration report in the current year 
(8) (0) (8) 

‘First-strike’ firms that avoided the ‘second strike’ 81 66 147 

Less: Firms with missing or incomplete data (13) (14) (27) 

Less: Overseas firms (1) (0) (1) 

Less: Firms with negative revenue  (1) (0) (1) 

Less: Firms that held AGM before 1 July 2011 (1) (0) (1) 

Final sample of ‘first-strike’ firms that avoided the 

‘second strike’ 
65 52 117 

Add: Control sample 65 52 117 

Total pooled sample 130 104 234 
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In 2012, 105 firms received a ‘strike’. However, in this sample of 105 firms, there 

was already a ‘second strike’ for 22 firms. Thus, it was a ‘first strike’ in 2012 for the 

remaining 83 firms. In 2013, 17 of these 83 firms received the ‘second strike’. In 

addition 14 firms had missing or incomplete data. Thus, the final sample of the ‘first 

strike’ firms of 2012 that avoided the ‘second strike’ in 2013 is 52. In total, there are 

117 (= 65 + 52) treatment firms and 117 matched-pair control firms. Because this 

work is interested in the changes in CEO pay when firms avoid the ‘second strike’, 

the 2012 data for the ‘first-strike’-only firms of 2011 and 2013 data for the ‘first 

strike’ only firms of 2012 are analysed. 

 

Table 5.4 shows the distribution of the treatment samples of the second research 

question (before adjusting for missing or incomplete firm-specific data) in 2012 and 

2013 by GICS industry sectors.  

 

Table 5. 4: Industry distribution of 74 ‘First-strike’ firms that avoided the ‘second 

strike’ in 2012 and 66 ‘first-strike’ firms that avoided the ‘second strike’ in 2013 

Industry Sector (GICS code) 
 

Year: 2012 

Freq.(proportion) 

Year: 2013 Freq. 

(proportion) 

Energy (10) 
 

12 (16.3%) 10 (15.2%) 

Materials (15) 
 

22 (29.7%) 29 (44.0%) 

Industrials (20) 
 

9 (12.2%) 10 (15.2%) 

Consumer Discretionary (25) 
 

9 (12.2%) 7 (10.6%) 

Consumer Staples (30) 
 

2 (2.7%) 1 (1.5%) 

Health Care (35) 
 

6 (8.1%) 2 (3.0%) 

Financials (40) 
 

9 (12.2%) 3 (4.5%) 

Information Technology (45) 
 

4 (5.4%) 3 (4.5%) 

Telecommunications (50) 
 

1 (1.2%) 1 (1.5%) 

Utilities (55) 
 

0 (0.0%) 0 (0.0%) 

Total 
 

74 (100%) 66 (100%) 
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Of the 74 firms in 2012, 46% of the treatment firms came from only two sectors 

(Materials, 29.7%; Energy, 16.3%) and another 44.7% came from sectors comprising 

Industrials, Consumer Discretionary, Financials, and Health Care. Of the 66 firms in 

2013, 74.4% of the ‘first-strike’ firms that avoided a ‘second strike’ came from only 

three sectors (Materials, 44%; Energy, 15.2%; Industrials, 15.2%). 

 

To examine the third research question, a ten-year study period from 2004 to 2013 is 

used. This period allows that some history can be seen before 2011, specifically CEO 

remuneration patterns during two distinct economic periods – one of economic 

growth (2006–2007) and one of economic downturn because of the GFC (2008–

2009). As mentioned earlier, the third research question is investigated by conducting 

both descriptive analysis and multivariate tests. Table 5.5 shows a summary of the 

sample selection process. 

 

Firms were excluded from the sample for several reasons, including companies that 

presented remuneration data in a foreign currency, thus reducing comparability; 

companies that recorded a change in the CEO; companies with negative 

remuneration data; and firms with missing or zero remuneration data. To ensure 

consistency in the sample composition over time, each firm had to have complete 

data for at least one year in both the pre- (2004–2010) and post- (2011–2013) ‘two-

strikes’ rule periods. Thus, firms which did not meet this condition were also 

excluded. From the remaining sample, any ‘first-strike’ firm of 2012 and 2013 was 

excluded because the purpose of third research question is to investigate the effect of 

the ‘two-strikes’ rule on the firms which when not subject to a ‘first strike’. Some of 

‘first strike’ firms of 2012 and 2013 have been already excluded because they did not  
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Table 5. 5: Sample selection for the third research question 

 

Descriptions / Years  2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 

Initial sample 992 1134 1220 1333 1459 1400 1370 1372 1292 1267 

Less: CEO pay reported in foreign currency (7) (13) (14) (16) (20) (19) (26) (34) (36) (38) 

Less: Firms with CEO changes (92) (86) (85) (107) (115) (108) (81) (92) (82) (97) 

Less: Firms with negative remuneration data (0) (0) (0) (0) (0) (3) (1) (2) (2) (1) 

Less: Missing or zero remuneration data (176) (196) (210) (223) (226) (203) (230) (220) (170) (167) 

Less: CEO pay data not available for at least one 

year in both pre and post period 
(165) (247) (274) (269) (254) (173) (93) (76) (116) (120) 

Less: ‘first-strike’ firms N/A N/A N/A N/A N/A N/A N/A N/A (44) (44) 

Final Sample 552 592 637 718 844 894 939 948 842 800 
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have data for at least one year in both pre and post period. For multivariate tests, I 

have an unbalanced panel
3
 of 3922 firm-year observations.  

 

To enhance the credibility of the first and second research questions’ findings, a 

matched-pair design is adopted in selecting control firms. Following Monem and Ng 

(2013), control firms are matched first on GICS-based industry group membership
4
, 

second on operating revenue, and third on fiscal year-end. Operating revenue was 

chosen instead of market capitalization or total assets to match the control firms 

because many treatment firms had zero or no operating revenues during the study 

period. Monem and Ng (2013) argue that one of the key characteristics of a healthy 

firm is its ability to generate operating revenues and firms with active operations will 

generate operating revenues. Moreover, investors and analysts pay close attention to 

operating revenues in evaluating a firm. Control firms are matched on fiscal year-end 

because it is likely firms with similar fiscal year-ends have similar AGM dates. 

Market sentiment can influence the timing of AGMs early or late in the season and 

shareholders’ voting behaviour could be affected by such market sentiments (Monem 

& Ng, 2013). 

                                                 
3
 I use an unbalanced panel for two reasons.  First, most panels are unbalanced in the real world 

(Greene, 2008); therefore, sample selection bias into the dataset may be introduced by choosing a 

balanced panel which may make results less representative of the population. Second, I have no 

reason to believe that the data is non-randomly sampled since I included all listed firms as at the 

sample date, although the choice of an unbalanced panel may also be subject to attrition bias 

(Baltagi,2012).   
4
 The Global Industry Classification Standard (GICS) has been jointly developed by Standard and 

Poor’s and Morgan Stanley Capital International. Sector is the first level of industry classification in 

the GICS, which comprises 10 economic sectors, 23 industry groupings, 59 industries, and 122 sub-

industries. 
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5.7 Variables Description and Measurement 

In order to test the research hypotheses, a number of constructs need to be defined 

and measured.  

5.7.1 Dependent Variables  

This section discusses the definitions and proxies of the dependent variables for the 

regression analysis of all research questions.  

5.7.1.1 Incidence of ‘First Strike’  

The first part of this thesis analyses firm’s specific characteristics which drive ‘first 

strike’ and shareholder voting behaviour on remuneration reports. The incidence of a 

‘first strike’ is one of the dependent variables for this part. The Remuneration 

Amendment Act (2011) introduced the ‘two-strikes’ rule which has specific and 

predictable consequences if the board of directors does not respond to shareholder 

dissatisfaction (‘no’ votes) over executive remuneration. The ‘first strike’ occurs 

when shareholders cast 25 per cent or more ‘no’ votes to a company’s remuneration 

report at the company’s AGM. One binary variable is employed for incidence of a 

‘first strike’ set equal to one if the firm faces a ‘first strike’ at the year t annual 

general meeting, otherwise zero. 

5.7.1.2 Shareholders’ Dissent Votes 

The percentage of ‘no’ votes cast on the remuneration report is used as the dependent 

variable for analysis of the first and second research questions. Based on SOP 

regulations, shareholders can express their dissatisfaction with executive 

remuneration by voting on the remuneration report or remuneration proposals at the 
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AGM. Different measures have been used to calculate the percentage of 

shareholders’ dissent votes by prior studies that investigate the impact of SOP 

regulation on executive remuneration and boards’ responses to shareholder 

dissatisfaction. 

 

Some studies (e.g., Al-Issa, 2009; Conyon & Sadler, 2010; Gregory-Smith et al., 

2013) consider abstention votes in calculating the percentage of shareholder dissent 

votes.  They define voting dissent as the sum of votes against and abstention votes, 

divided by total votes cast, because they argue that abstention is widely understood 

as an expression of dissent. Ferri and Maber (2011) argue that the UK institutional 

investors use abstention votes to signal dissent and, in the absence of action, they 

will vote against the remuneration report at subsequent meetings. In the Australian 

context, the number of proxy ‘yes’, ‘no’, ‘abstain’, and ‘discretionary’ votes is only 

required to be disclosed by law, and there is no standard disclosure format for voting 

results (Clarkson et al., 2011). As a result, shareholders’ dissent votes (DISSENT) 

are measured with announced executive remuneration as the total number of ‘no’ 

votes divided by the sum of total ‘no’ and total ‘yes’ votes, an approach consistent 

with Carter and Zamora (2009), Clarkson et al. (2011), and Monem and Ng (2013). 

5.7.1.3 CEO Remuneration 

The third research question of this study utilises a number of measures of the 

dependent variable ‘CEO remuneration’. The empirical analysis of CEO 

remuneration is based on two different measures of remuneration: total pay and cash 

pay. The measurement of remuneration is limited to direct remuneration paid by 

companies to their executives. Total pay is measured as the sum of salary, bonus, 
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equity-based payment, termination benefits, and post-employment benefits, as well 

as any other annual pay. This is the most common measure of total pay in the 

academic literature (Core et al., 2008). The evidence of Matolcsy and Wright (2007) 

indicates that, even in the 2000s, CEO cash remuneration has a distinct CEO 

remuneration structure in Australia, and consists of salary and cash bonuses. Core et 

al. (1999) measure CEO cash remuneration as the sum of salary and annual bonuses, 

whereas salary simply measures the component of remuneration that is fixed (or non-

contingent). Consistent with prior literature (e.g., Core et al., 1999; Ertimur et al., 

2011; Ferri & Maber, 2013; Matolcsy & Wright, 2007), CEO cash remuneration is 

measured as base salary plus cash bonuses. Base salary and cash bonuses are 

measured as their dollar value, and are reported in the notes to the financial 

statements. 

5.7.2 Independent Variables 

This section discusses the definitions and proxies of the independent variables for the 

regression analysis of all research questions. An extensive literature on executive pay 

highlights the role of firm performance, firm size, growth opportunity and CEO 

ownership, and introduces them as economic determinants of executive pay (Core et 

al., 2008; Core et al., 1999; Jensen & Murphy, 1990 ; Murphy, 1985; Rankin, 2006). 

5.7.2.1 Firm Performance 

The relation between firm performance and executive remuneration has been widely 

documented (e.g., Coulton & Taylor, 2002; Jensen & Murphy, 1990; McKnight & 

Tomkins, 1999). Conyon and Sadler (2010) argue that each of the share-based 

measures and accounting measures of firm financial performance is likely to provide 
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valuable information that the CEO has taken the desired action. In addition, firms 

employ both share-based and accounting measures to varying degrees, to assign the 

appropriate bonus or long-term incentive component of remuneration. On the other 

hand, some studies (eg., Dechow, Huson, & Sloan, 1994; Gaver & Gaver, 1998; 

Leone, Wu, & Zimmerman, 2006; Shaw & Zhang, 2010) investigate the sensitivity 

of CEO pay to positive and negative performance realizations. Consistent with prior 

research, in this study realized share-based and accounting performance are 

calculated to evaluate the sensitivity of the CEO remuneration to them. Market 

performance is measured as the one-year share return, incorporating capital gains and 

reinvestment of dividends. It is calculated as follows: 

𝑜𝑛𝑒 − 𝑦𝑒𝑎𝑟 𝑠ℎ𝑎𝑟𝑒 𝑟𝑒𝑡𝑢𝑟𝑛

=
[(𝑐𝑙𝑜𝑠𝑖𝑛𝑔 𝑠ℎ𝑎𝑟𝑒 𝑝𝑟𝑖𝑐𝑒 𝑦𝑒𝑎𝑟 𝑡 − 𝑐𝑙𝑜𝑠𝑖𝑛𝑔 𝑠ℎ𝑎𝑟𝑒 𝑝𝑟𝑖𝑐𝑒 𝑦𝑒𝑎𝑟 𝑡 − 1) + 𝑑𝑖𝑣𝑖𝑑𝑒𝑛𝑑𝑠 𝑝𝑎𝑖𝑑]

𝑐𝑙𝑜𝑠𝑖𝑛𝑔 𝑠ℎ𝑎𝑟𝑒 𝑝𝑟𝑖𝑐𝑒 𝑦𝑒𝑎𝑟 𝑡 − 1
  

 

Then, positive and negative industry-adjusted share returns are measured as the 

difference between the 1-year share return of a given firm and that of its industry, if 

positive (negative), and 0 otherwise. Industry share returns are defined as the average 

1-year share return of firms in a given industry. 

 

The ratio of return on total assets (ROA) is used to represent accounting performance 

(Chalmers et al, 2006). This measure has been used in prior research investigating 

determinants of executive remuneration (see for example Ferri & Maber, 2013; 

Fleming & Stellios, 2002; McKnight & Tomkins, 1999; Rankin, 2006). Positive and 

negative industry-adjusted ROA are measured as the difference between the annual 
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ROA of a given firm and that of its industry, if positive (negative), and 0 otherwise. 

Industry ROA is defined as the average annual ROA of firms in a given industry. 

5.7.2.2 Firm Size 

Prior research shows that firm size is one of the most important determinants of 

executive remuneration level (e.g., Agarwal, 1981; Fleming & Stellios, 2002; 

Matolcsy & Wright, 2006; Murphy, 1985; Rosen, 1992). The size of the firm can be 

measured using a number of indicators. In the first research question, consistent with 

Chalmers et al. (2006) and Rankin (2006), the natural logarithm of total assets at the 

end of fiscal year t is employed as a proxy for firm size. However, a different proxy 

is used for firm size in the third research question; it is the natural logarithm of the 

firm’s annual revenue at the end of the fiscal year. This proxy has been used as the 

measure of firm size in prior studies by Core et al. (2008) and Ferri and Maber 

(2013).  

5.7.2.3 Growth Opportunities 

Market-to-book value of assets ratio (e.g., Rankin, 2006), market-to-book value of 

equity ratio (e.g., Ferri & Maber, 2013), book-to-market value of equity ratio (Cai & 

Walkling, 2011) and ratio of Book-to-market, that is (book value of assets)/(book 

value of liabilities + market value of equity) at the end of year (Core et al., 2008) 

have been used as different proxies for growth opportunities in empirical studies. The 

ratio of book-to-market value of equity is used as a proxy for firm growth in the first 

research question’s models. The market-to-book value of equity ratio is utilised as a 

proxy for growth opportunities in models of the third research question. 
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5.7.2.4 CEO Ownership  

Chalmers et al. (2006) find that ownership attributes play a role in determining CEO 

remuneration in Australia. Following previous studies (e.g., Ertimur et al., 2011; 

Ferri & Maber, 2013; Thomas & Cotter, 2007), this thesis uses the percentage of 

shares owned by the CEO as a proxy for insider ownership. 

5.7.2.5 Trend 

Following prior remuneration research (e.g., Yermack, 1995; Ferri & Maber, 2013), 

this thesis employs a linear variable to capture the effect of the general trend on CEO 

pay. Trend is defined as the fiscal year minus 2003 (2010) for observations from the 

pre- (post-) ‘two-strikes’ period. 

5.7.2.6 CEO Remuneration 

In order to be consistent with prior studies and the dependent variables section, CEO 

total remuneration is measured as the sum of salary, bonuses, equity-based payments, 

termination benefits, and post-employment benefits, as well as any other annual pay. 

CEO equity-based pay is defined as the total value of options and shares granted to 

the CEO during the year t as part of the remuneration package. In contrast to prior 

measurements, however, but consistent with Conyon and Sadler (2010), CEO cash 

pay is measured as the sum of salary, bonuses and any other cash payments (such as 

consulting and committee fees, allowances, and so on).  

5.7.2.7 Ownership Concentration 

Following Monem (2013), ownership concentration is measured as the percentage of 

a firm’s shares owned by the top 20 shareholders at year-end t. 
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5.7.2.8 Institutional Ownership 

To remain consistent with prior literature (e.g., Cai & Walkling, 2011; Del Guercio, 

Seery, & Woidtke, 2008; Ertimur et al., 2011; Thomas & Cotter, 2007), the 

institutional ownership is measured as the percentage of a firm’s shares owned by 

institutional investors at year t. Following Koh (2003), I consider the following 

organisations as institutional investors: insurance companies (life and non-life), 

superannuation and pension funds, investment trusts (including unit trusts), financial 

institutions (including banks and bank nominee companies, finance companies, 

building societies and credit cooperatives), investment companies and other nominee 

companies associated with the above categories of institutions. 

5.7.2.9 CEO Duality 

Consistent with Burns and Minnick (2013), Cai and Walkling (2011) and Ertimur et 

al. (2011), CEO duality is used as an explanatory variable. In the first research 

question’s models, CEO duality is defined as a binary variable set equal to one if the 

CEO is also the chair of the board of directors at year-end t, otherwise zero.  

5.7.2.10 Board Independence 

Previous literature (e.g., Del Guercio et al., 2008; Karpoff, 2001; Thomas & Cotter, 

2007) found that the percentage of independent directors is related to the probability 

of their being targeted by shareholder remuneration proposals or no-vote campaigns 

(Ertimur et al., 2011). Consistent with prior research, the relation between board 

independence and the likelihood of receiving a ‘strike’ over the remuneration report 

is investigated. The independence of board of directors is measured as the number of 
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non-executive directors divided by the total number of directors of the firm at year-

end t. 

5.7.2.11 Expected CEO Total Pay  

Consistent with previous literature (e.g., Core et al., 1999; Core et al., 2008; Murphy, 

1999; Smith & Watts, 1992), expected CEO total pay is computed by regressing the 

natural logarithm of CEO’s total pay on its economic determinants and then taking 

the exponent of the predicted value of natural logarithm of CEO total pay. 

5.7.2.12 Residual CEO Total Pay   

Residual CEO total pay is computed by estimating expected CEO total pay and 

subtracting it from actual pay. Residual CEO total pay is utilised to measure CEO’s 

excessive pay. 

5.7.3 Control Variables for Models of First Research Question 

Choice of control variables for the first research question is guided by evidence in 

the extant literature. Other factors and firm characteristics which are known to affect 

shareholders’ voting patterns on remuneration reports are firm performance, insider 

ownership, leverage, and growth opportunity.  

 

Karpoff (2001) surveyed empirical research that examined the characteristics of 

firms that attracted activists’ efforts. He shows that firm performance, and leverage 

and inside ownership are dominant characteristics of firms targeted by shareholder 

activists. Other extant literature (e.g., Cai & Walkling, 2011; Del Guercio et al., 

2008; Ertimur et al., 2011; Karpoff et al., 1996; Thomas & Cotter, 2007) show that 

firm performance, firm leverage, inside ownership and firm growth are associated 
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with the likelihood of being targeted by shareholder proposals or no-vote campaigns 

aimed at remuneration reports. Karpof (2001) argued that the overall evidence 

indicates that firms attracting dissent may have poor prior market-adjusted stock 

returns and poor performance by some accounting measures, and they do not exhibit 

superior performance by any standard accounting measure. 

 

As a consequence, I consider market and accounting performance as control 

variables in exploring characteristics of firms that face a ‘first strike’. Similar to 

Clarkson et al. (2011), Ertimur et al. (2011) and, Monem and Ng (2013), industry-

adjusted shareholders’ return is employed as a proxy for a firm’s market 

performance. Industry median shareholder return is used to calculate industry-

adjusted shareholder return in the first research question models. Thus, Industry-

adjusted shareholder return is measured as the difference between the 1-year share 

return of a given firm and its industry median shareholder return. Return on equity is 

also used as a measure of a firm’s accounting performance. Leverage is considered 

as a control variable, following Karpoff et al. (1996).The level of debt is measured 

by the ratio of total liabilities to total equity at year-end t. Following Carter and 

Zamora (2009), Conyon and Sadler (2010) and Ertimur et al. (2011), the percentage 

of shares owned by the CEO is employed as a proxy for insider ownership.  

5.7.4 Control Variables for Models of Second Research Question  

Changes in shareholders’ return is used as a control variable because shareholders, 

disgruntled due to poor stock return over the fiscal year, may exercise dissent votes 

on the remuneration report. Further, the governance structure in a firm is considered 

as a control variable because good governance can mitigate agency costs and thereby 
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discipline the pay-setting process (Clarkson et al., 2011; Core et al., 1999). Two 

variables, change in CEO duality and change in board independence, are employed.  

 

Change in CEO duality is also considered as a control variable because CEO duality 

potentially reflects a CEO’s bargaining power (Monem, 2013) and the consequent 

influence of the CEO in setting his/her pay. Thus, shareholders may vote against the 

remuneration report in the belief that CEO duality increases the likelihood of 

excessive CEO pay. In models of the second research question, CEO duality is 

defined in a different way because I consider change of CEO duality as a variable. 

Thus, CEO duality is defined as a binary variable set equal to one if the CEO and 

board chair roles are held by two different persons, otherwise zero.    

 

Change in board independence is considered as another control variable because 

independent directors play a management monitoring role (Core et al., 1999), and 

can constrain excessive CEO pay by constraining a CEO’s bargaining power 

(Hermalin & Weisbach, 1998). A change in ownership concentration is included as a 

control variable because high ownership concentration permits close monitoring of 

management (Monem, 2013). Such a monitoring mechanism may allay shareholders’ 

concern of excessive CEO pay and thus influence shareholder voting behaviour. 

Also, a change in institutional ownership is considered as a control variable because 

institutional shareholders play a significant role in shareholder activism (e.g., Gillan, 

Hartzell, & Starks, 2006; Karpoff et al., 1996; Smith, 1996). Finally, I include 

industry and year fixed-effects in the models to control for differences in shareholder 
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dissent across industries and years. Table 5.6 summarises the study’s variable 

definitions and labels. 
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Table 5. 6: Variable definition and labels 

Variable name Label Variable definition 

Natural log CEO 

total pay 

 

LNTREMU 

The natural log of CEO total 

remuneration. CEO total remuneration is 

the sum of salary, bonus, equity 

components of remuneration, termination 

benefits and postemployment benefits as 

well as any other annual pay. 

Positive industry-

adjusted returns 
POSRET 

The difference between the 1-year 

shareholder return of a given firm and that 

of its industry, if positive, and 0 otherwise. 

Negative 

industry-adjusted 

returns 

NEGRET 

The difference between the 1-year 

shareholder return of a given firm and that 

of its industry, if negative, and 0 

otherwise. 

Industry returns MEANRET 
The average 1-year shareholder return of 

firms in a given industry. 

Positive industry-

adjusted ROA 
POSROA 

The difference between the annual ROA 

of a given firm and that of its industry, if 

positive and 0 otherwise. 

Negative 

industry-adjusted 

ROA 

NEGROA 
The difference between the annual ROA 

of a given firm and that of its industry, if 

negative and 0 otherwise. 

Industry ROA MEANROA The average annual ROA of firms in a 

given industry. 

Sale LNSALE The natural log of annual revenue at year 

t. 

Growth 

opportunities 
MKTBK The ratio of market-to-book value of 

equity. 

CEO ownership CEOOWN The percentage of shares owned by the 

CEO at the end of year t. 

Trend TREND 
The fiscal year minus 2003 (2010) for 

observations from the pre (post-) the ‘two-

strikes’ period. 

Natural log of 

CEO cash pay 
LNCASHPAY The natural log of CEO base salary and 

CEO cash bonus pay. 

Incidence of a 

‘first 

strike’ 

FIRSTSTRIKE 

 

An indicator variable set equal to one if 

the firm faces a ‘first strike’ at the year t 

annual general meeting, otherwise zero. 

CEO total pay  

 
TREMU 

Represents CEO total pay at year t scaled 

by market capitalisation of firm at year-

end t. 

Ownership 

concentration 

OWNCONC 

 

The percentage of firm shares owned by 

the Top 20 shareholders at year t. 
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Firm size  FSIZE The natural logarithm of total assets at 

year t. 

Institutional 

ownership  

INSTOWN 

 

The percentage of firm shares owned by 

institutional investors at year t. 

CEO duality  
CEODUAL 

 

An indicator variable set equal to one if 

the CEO is also the chair of the board of 

directors at year-end t, otherwise zero. 

Board 

independence  

BOARDINDEP 

 

The number of non-executive directors 

divided by the total number of directors in 

board at year-end t. 

Industry-adjusted 

shareholders 

return 

ADJ_RET 

 

The excess of annual buy-and-hold 

shareholder return of the firm at the end of 

year t over industry median shareholder 

return at the end of year t.  

Return on equity  ROE Net profit after tax scaled by shareholders’ 

equity. 

Firm leverage  DEBT 
The ratio of total liabilities to total equity 

at year t. 

Firm growth  
BKMKT 

 

The ratio of book-to-market value of 

equity at year t. 

Shareholders’ 

dissent votes 
DISSENT 

Consistent with Carter and Zamora (2009), 

Clarkson et al. (2011) and Monem and Ng 

(2013), I measure DISSENT as the ratio of 

the number of ‘no’ votes to the sum of 

total ‘no’ and total ‘yes’ votes on the 

remuneration report. 

CEO cash pay  

 

CASHPAY 

 

CEO cash pay at year t scaled by market 

capitalisation of firm at year-end t. I 

measure CEO cash pay as the sum of 

salary, bonus and any other cash pay (such 

as consulting and committee fees, 

allowance, and so on). 

CEO equity pay  

 

EQUITYPAY 

 

CEO equity pay at year t scaled by market 

capitalisation if the firm at year-end t. I 

measure it as the total value of options and 

shares granted to the CEO during the year 

t as part of the remuneration package 

scaled by market capitalisation of the firm 

at year-end t. 

Natural log of 

CEO tenure 
LNTENURE 

CEO tenure is the number of years the 

CEO has been at his/her current position 

as of year t. 

Natural log of 

lagged sales 
LNLAGSALE The natural logarithm of sales revenue of a 

firm during year t-1. 

ASX300 index  

 
ASX300 

An indicator variable set equal to one if 

the firm is in the ASX300 index at the end 

of year t, otherwise zero. 

Lagged Book-to- LAGBKMKT The ratio of book value of assets to book 
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market 

ratio 

value of liabilities plus market value of 

equity at the end of year t-1. 

Lagged industry-

shareholder 

Return 

LAGRET 

The excess of annual buy-and-hold 

shareholder return of the firm at the end of 

year t-1 over industry median shareholder 

return at the end of year t-1.  

Return of asset ROA Measured as EBIT divided by total assets 

for year t. 

Lagged return of 

asset 
LAGROA Return on assets for year t-1. 

Expected CEO 

total pay 
PRETREMU 

The level of ‘expected’ CEO total pay 

given its economic determinants scaled by 

market capitalisation of the firm at year-

end t. I compute expected CEO pay by 

taking the exponent of the predicted value 

of model (3). 

Residual CEO 

total pay  
RESIDTREMU 

The residual of CEO pay scaled by market 

capitalisation of the firm at year-end t. I 

compute residual CEO pay by estimating 

expected pay and subtracting it from 

actual pay. 

CEO cash bonus CEOBONUS CEO cash bonus at year t. 

High bonus firms HI_BONUS 

A binary variable set equal to one if the 

firm is in the fourth quartile of the CEO’s 

excessive bonus in ascending order, 

otherwise zero. I measure CEO’s 

excessive bonus as CEO actual bonus 

minus CEO’s expected bonus. 

Low bonus firms  LO_BONUS 

A binary variable set equal to one if the 

firm is in the first quartile of the CEO’s 

excessive bonus in ascending order, 

otherwise zero. 

Shareholder 

dissent votes 

change 

DISSENTCH 
Shareholder dissent level with the 

remuneration report at year t less 

shareholder dissent level at year t-1.  

CEO total pay 

change 
CEOTREMUCHF 

CEO total pay at year t less CEO total pay 

at t-1 scaled by CEO total pay at year t-1. 

Change in CEO 

performance-

based pay 

PBASEDREMUCH 

The proportion of the CEO’s performance-

based remuneration at year t less the 

proportion of the CEO’s performance-

based remuneration at t-1. The proportion 

of the performance-based remuneration is 

calculated as the sum of all short-term 

incentives (including cash bonus) and 

long-term incentives (including options 

and shares) divided by the CEO’s total 

remuneration. 
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Change in 

shareholders’ 

return 

SHAREPERFCH 

Shareholders’ annual return at year t less 

shareholders’ annual return at year t-1. 

Shareholders’ annual return is calculated 

as the closing share price at the end of 

year t minus closing share price at the end 

of year t-1 plus adjusted dividend paid per 

share divided by closing share price at the 

end of year t-1. 

CEO duality 

change 
CEOCHAIRMANCH 

A binary variable set equal to 1 if CEO 

duality improved over the year (i.e., CEO 

duality scored 0 last year and 1 this year), 

otherwise 0. CEO duality is a binary 

variable set equal to 1 if the CEO and 

board chair roles are held by two different 

persons, otherwise 0. 

board 

independence 

change 

BOARDINDEPCH 

Board independence at year t less board 

independence at year t-1. Board 

independence is the proportion of non-

executive directors in the board of 

directors. 

Change in 

ownership 

concentration 

OWNCONCCH 

The percentage of shares owned by the top 

20 shareholders at year t less the 

percentage of shares owned by the top 20 

shareholders at t-1. 

Institutional 

ownership change 
INSTOWNCH 

The percentage of institutional ownership 

at year t less the percentage of institutional 

ownership at t-1. 

First strike FIRSTSTRIKE 
A binary variable set equal to 1 for ‘first-

strike’ firms that avoided a ‘second strike’ 

and zero for matched control firms. 

Interaction 

variable 

FIRSTSTRIKE*CEOTRE

MUCHF 

An interaction term between first strike 

and CEO total pay change 

Interaction 

variable 

FIRSTSTRIKE*PBASED

REMUCH 

An interaction term between first strike 

and CEO performance-based pay change 

Market 

capitalisation 
MAKTCAP The total market capitalisation at the end 

of the fiscal year t. 

Total asset TASSET The book value of total assets at year-end 

t. 

Industry-fixed 

effects 
INDUSTRYDUMMY Dummy variable for each industry. 

  

Year-fixed effects YEARDUMMY Dummy variable for each year. 
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5.8 Summary 

This chapter has presented an explanation of the planned research design and 

methodology for examining the hypotheses in order to achieve the objectives of this 

thesis. Data for ‘strike’ firms in the first and second research questions throughout 

the period from 2011 to 2013, and for all ASX listed firms considered in the first 

research question during 2004–2013 periods, were gathered from annual reports. 

Based on prior research, models have been developed to identify the determinants of 

‘first strike’, to examine whether ‘strike’ firms change the level and the structure of 

CEO pay after ‘first strike’, and to investigate the impact of the ‘two-strikes’ rule on 

the level and the structure of CEO remuneration as well as the sensitivity of pay to 

performance. Chapter 6 presents the results of the logistic and multiple regression 

models that were developed in this chapter to test the research hypotheses. 
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Chapter 6: Results  

6.1 Introduction 

The research design for testing the hypotheses was outlined in Chapter 5. This 

chapter reports the results of those tests. The research findings regarding the first 

research question are outlined in Section 6.2. Section 6.3 presents the research 

findings regarding the second research question. As part of the third research 

question – to see the impact of the ‘two-strikes’ rule on the level and structure of 

CEO remuneration – a detailed descriptive analysis related to the level and the 

structure of remuneration for CEOs during the period of 2004 to 2013 is presented in 

Section 6.4. Then, Section 6.5 presents the results of multivariate tests for the third 

research question. Section 6.6 summarises the chapter.  

6.2 Results Related to the First Research Question (The 

Determinants of a ‘First Strike’)  

Results of the multiple regression analyses that relate to the determinants of ‘first 

strike’ are presented in this section. First, the section provides descriptive statistics 

for the relevant dependent and independent variables. Next, the section presents and 

discusses the results of multiple regression analysis. The results of additional tests 

and relevant discussion are then also presented. Finally, this section provides 

evidence for the validity and robustness of the results. 

6.2.1 Descriptive Results of First Research Question  

6.2.1.1 Descriptive Statistics and Univariate Tests 

Table 6.1 provides descriptive statistics of the dependent and independent variables 

used in the regression analysis of models (1), (1a), (2) and (2a) for the ‘first- strike’ 
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Table 6. 1: Descriptive Statistics and Univariate Tests 

 

 

 

First-Strike Firms  
(N=223) 

Control Firms (N=223) 
First-Strike' Firms vs. Control Firms 

Variable 
 

Mean Median Mean Median Mean (t-test) Median (Wilcoxon) 

  
 

        Difference t-statistic Difference z-statistic 

DISSENT 
 

0.437 0.401 0.055 0.027 0.382 -35.43*** 0.374 -18.017*** 

TREMU  
 

0.029 0.015 0.02 0.01 0.009 -2.758*** 0.005 -2.804*** 

CASHPAY 
 

0.024 0.012 0.018 0.008 0.006 -2.417** 0.004 -2.891*** 

EQUITYPAY 
 

0.004 0 0.002 0 0.002 -1.632 0 -0.198 

ADJRET 
 

-0.003 -0.005 0.015 -0.01 -0.018 0.458 0.005 0.69 

ROE 
 

-0.16 -0.053 -0.151 -0.038 -0.009 0.243 -0.015 1.116 

% OWNCONC 
 

63.1 63.6 66.1 66 -3 1.923* -2.4 1.979** 

DEBT 
 

0.553 0.331 0.557 0.335 -0.005 0.075 -0.004 -0.071 

MKTCAP (in millions) 
 

163.803 28.726 184.267 52.848 -20.464 0.718 -24.122 1.527 

% INSTOWN 
 

28.507 24.32 8.396 29.5 20.111 -11.279*** 5.18 -12.855*** 

% CEOOWN 
 

5.2 0.7 6.3 1.1 -1.1 1.2 -0.4 0.552 

CEODUAL 
 

0.152 0 0.085 0 0.067 -2.202** - - 

% BORDINDEP 
 

71.5 75 69.2 75 2.3 -1.448 0 -1.237 

BKMKT 
 

1.166 0.884 0.976 0.635 0.19 -2.268** 0.249 -2.927*** 

This table reports summary statistics and results of t-test and Wilcoxon rank-sum test for the main variables in regression analyses. Variable definitions: DISSENT is the percentage of shareholder 

dissent votes on remuneration report. TREMU represents CEO total pay at year t scaled by market capitalisation of firm at year-end t. CASHPAY is CEO cash pay at year t scaled by market 

capitalisation of firm at year-end t. EQUITYPAY is the total value of options and shares granted to the CEO during the year t as part of the remuneration package scaled by market capitalisation of 

the firm at year-end. ADJRET is difference between industry median shareholder return at the end of year t and annual buy-and-hold shareholder return of the firm at the end of year t. ROE is return 

of equity of firm at year t. OWNCONC is the percentage of firm shares owned by the Top 20 shareholders at year t. DEBT is the ratio of total liabilities to total equity at year t. MKTCAP is market 

capitalisation of firm at the end of year t. INSTOWN is the percentage of firm shares owned by institutional investors at year t. CEOOWN is the percentage of shares owned by the CEO at the end 

of year t.  CEODUAL is an indicator variable set equal to one if the CEO is also the chair of the board of directors at year-end t, otherwise zero. BOARDINDEP is the number of non-executive 

directors divided by the total number of directors in board at year-end t. BKMKT is the ratio of book-to-market value of equity at year t. *, **, *** indicate statistical significance at the 0.10, 0.05, 

and 0.01 levels, respectively (based on a two-tailed test). 
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and control samples. This table also presents the results of univariate tests (Mean t-

test and Mann-Whitney U test) comparing the ‘first-strike’ firms with control firms. 

Consistent with prior studies (e.g., Brown, Matolcsy, & Wells, 2014; Larcker, 

Richardson, & Tuna, 2007; Monem & Ng, 2013), both the top and the bottom 5% of 

observations are winsorised in the pooled sample for each variable to mitigate the 

effect of outliers on the results. 

 

As Table 6.1 shows, the mean (median) shareholder dissent votes (DISSENT) in the 

‘first-strike’ firms is 43.7% (40.1%) compared with those of 5.5% (2.7%) in the 

control firms. The t-test and the Mann-Whitney U test (Wilcoxon rank sum test) 

indicate that the differences in mean (t-statistic = -35.43) and median (Wilcoxon z-

statistic = -18.017) of dissent votes between the two groups are statistically 

significant at the 1% level. The mean (median) CEO’s total pay (TREMU) in the 

‘first-strike’ firms is 2.9% (1.5%) of market capitalisation compared with the mean 

(median) of 2.0% (1.0%) in the control firms. The differences in mean TREMU (t-

statistic = -2.758) and median TREMU (Wilcoxon z-statistic = -2.804) are 

statistically significant at the 1% level. Similarly, the mean (median) CEO cash pay 

(CASHPAY) in the ‘first-strike’ firms is 2.4% (1.2%) of market capitalisation 

compared with the mean (median) of 1.8% (0.8%) in the control firms. The mean and 

median CEO cash pays are also significantly different between these two groups at 

the 5% and 1% levels, respectively.  

 

Although the mean of CEO’s equity pay (EQUITYPAY) is higher in the ‘first strike’ 

firms than it is in control firms (0.4% compared to 0.2%), the difference between 
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them is not statistically significant (t-statistic = -1.632). The two groups do not differ 

from each other statistically in terms of industry-adjusted stock returns (ADJRET), 

return on equity (ROE), leverage (DEBT), market capitalisation (MKTCAP), 

percentage of CEO ownership (%CEOOWN) and the level of board independence 

(%BOARDINDEP). However, ownership concentration is lower in the ‘first-strike’ 

firms (mean = 63.1%, median = 63.6%) compared with that in the control firms 

(mean = 66.1%, median = 66.0%). The difference in ownership concentration 

between the two groups is significant at the 10% level or better. Moreover, the ‘first 

strike’ firms have higher levels of institutional ownership (mean = 28.507%), higher 

incidence of CEO duality (mean = 0.152) and higher book-to-market ratio (mean = 

1.166) compared with the control firms. The differences in means and medians of 

these variables are statistically significant at the 5% level or better. 

6.2.1.2 Correlation Matrix Results  

Table 6.2 presents Pearson’s bivariate correlation matrix for all the variables used in 

models (1), (1a), (2), and (2a). In Table 6.2, among the key results, the incidence of a 

‘first strike’ (FIRSTSTRIKE) is positively correlated with CEO total pay (r = 0.13), 

CEO cash pay (r = 0.11), level of institutional ownership (r = 0.47), CEO duality (r = 

0.10) and book-to-market ratio (r = 0.11) at 5% or better level. On the other hand, 

CEO’s total pay is negatively related to industry-adjusted stock returns (r = -0.11), 

return on equity (r = -0.26), firm size (r = - 0.45) measured as the natural log of total 

assets and institutional ownership (r = -0.15), while it is positively related to book-to-

market ratio (r = 0.33). These results suggest that the incidence of a ‘first strike’ 
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Table 6. 2: Correlation Matrix for Models (1), (1a), (2), and (2a) 

  
Variable  1 2 3 4 5 6 7 8 9 10 11 12 13 14 

1 
 

FIRSTSTRIKE  1.00 
             

2 
 

TREMU  0.13 1.00 
            

3 
 

CASHPAY  0.11 0.92 1.00 
           

4 
 

EQUITYPAY  0.08 0.60 0.26 1.00 
          

5 
 

ADJRET  -0.02 -0.11 -0.10 -0.06 1.00 
         

6 
 

ROE  -0.01 -0.26 -0.25 -0.09 0.07 1.00 
        

7 
 

OWNCONC  -0.09 -0.02 0.02 -0.11 0.12 0.23 1.00 
       

8 
 

DEBT  0.00 -0.06 -0.02 -0.10 -0.05 0.06 0.17 1.00 
      

9 
 

LNASSET  0.01 -0.45 -0.47 -0.11 0.01 0.46 0.20 0.40 1.00 
     

10 
 

INSTOWN  0.47 -0.15 -0.19 0.01 0.02 0.11 0.18 0.09 0.38 1.00 
    

11 
 

CEOOWN  -0.06 0.09 0.14 -0.06 0.08 0.13 0.24 0.02 -0.11 -0.12 1.00 
   

12 
 

CEODUAL  0.10 0.05 0.05 0.03 0.01 0.00 0.02 -0.09 -0.17 -0.04 0.24 1.00 
  

13 
 

BOARDINDP  0.07 -0.09 -0.11 -0.02 -0.03 0.08 0.04 0.11 0.32 0.18 -0.24 -0.24 1.00 
 

14 
 

BKMKT  0.11 0.33 0.40 0.00 -0.22 0.08 0.05 0.04 0.09 0.02 0.11 -0.01 0.06 1.00 

Table shows Pearson pair-wise correlation matrix. The sample consists of 446 firm-year observations between 2011 and 2013. Bold texts indicate statistically significant at 5% level or better. 

Variable definitions: FIRSTSTRIKE is an indicator variable set equal to one if the firm faces a ‘first strike’ at the year t annual general meeting, otherwise zero. TREMU represents CEO total 

pay at year t scaled by market capitalisation of firm at year-end t. CASHPAY is CEO cash pay at year t scaled by market capitalisation of firm at year-end t. EQUITYPAY is the total value of 

options and shares granted to the CEO during the year t as part of the remuneration package scaled by market capitalisation of the firm at year-end. ADJRET is difference between industry median 

shareholder return at the end of year t and annual buy-and-hold shareholder return of the firm at the end of year t. ROE is return of equity of firm at year t. OWNCONC is the percentage of firm 

shares owned by the Top 20 shareholders at year t. DEBT is the ratio of total liabilities to total equity at year t. LNASSET is the natural logarithm of total assets at year t. INSTOWN is the 

percentage of firm shares owned by institutional investors at year t. CEOOWN is the percentage of shares owned by the CEO at the end of year t.  CEODUAL is an indicator variable set equal to 

one if the CEO is also the chair of the board of directors at year-end t, otherwise zero. BOARDINDEP is the number of non-executive directors divided by the total number of directors in board at 

year-end t. BKMKT is the ratio of book-to-market value of equity at year t. 
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is positively associated with higher CEO pay, higher level of institutional ownership, 

low-growth firms and firms with CEO duality. On the other hand, smaller firms, 

poorly performing firms, firms with lower levels of institutional ownership and low-

growth firms pay more to their CEOs. 

6.2.2 Multivariate Tests Results 

Table 6.3 presents the binary logistic regression estimates of models (1), (2) and (4). 

In all of the estimates, I include fixed effects both for year and GICS-based industry 

sector to control for time-varying and industry-specific effects. Moreover, standard 

errors are clustered by firms. Overall, all of the models perform very well; they 

correctly classify over 80% of the cases against a naïve prediction model of 50%. As 

predicted in H1, the incidence of a ‘first strike’ is strongly and positively associated 

with the level of CEO’s total pay (t-statistic of TREMU in column A = 3.41, 

significant at the 1% level). Thus, H1 is supported. Consistent with Ertimur et al. 

(2011), this result indicates that Australian shareholders are concerned about large 

rewards and use their new voting power against firms with higher levels of CEO total 

remuneration. I also find that firms with lower levels of ownership concentration are 

more likely to receive a ‘first strike’ from shareholders (t-statistic of OWNCONC = -

4.07, significant at the 1% level). Thus, H2 is supported and the result is consistent 

with the notion that low ownership concentration encourages rent-seeking behaviour 

in managers. Monem (2013) argues that, in a low-litigation-risk environment such as 

Australia, high ownership concentration offers an alternative monitoring mechanism. 

Thus, low ownership concentration in such an environment creates opportunities for 

rent-seeking behaviour.  
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Table 6. 3: Determinants of 'first-strike' firms - Binary Logistic Regression of Models (1), (2), and (4) 

 
Column A - Model (1) Column B - Model (2) Column C - Model (4) 

Variable  Coefficient t-statistic Coefficient t-statistic Coefficient t-statistic 

Intercept  3.42* (1.66) 3.75* (1.82) 0.41 (0.44) 

TREMU  20.76*** (3.41) 
    

CASHPAY  
  

20.15*** (2.9) 
  

EQUITYPAY  
  

12.11 (0.83) 
  

PRETREMU  
    

29.71*** (4.02) 

RESIDTREMU  
    

34.75*** (3.13) 

OWNCONC  -3.52*** (-4.07) -3.56*** (-4.09) -3.61*** (-3.50) 

LNASSET  -0.21* (-1.74) -0.23* (-1.89) 
  

INSTOWN  0.09*** (9.49) 0.09*** (9.42) 0.08*** (8.85) 

CEODUAL  1.30*** (2.9) 1.27*** (2.85) 1.56*** (2.75) 

BOARDINDP  0.80 (0.96) 0.84 (1.02) 0.28 (0.3) 

ADJRET  0.25 (0.72) 0.23 (0.69) 
  

ROE  0.33 (0.9) 0.31 (0.83) 
  

DEBT  0.20 (0.72) 0.2 (0.71) 0.12 (0.4) 

CEOOWN  0.00 (0.00) -0.04 (-0.03) 0.55 (0.36) 

BKMKT  0.20 (0.99) 0.22 (1.08) -0.11 (-0.54) 

Industry-fixed effects                Included Included Included 

Year-fixed effects                Included Included Included 

N                   446 446 352 

Pseudo R-squared                   0.327 0.325 0.328 

% of Correct classification by model                    80.72 80.72 80.11 

Table 6.3 presents the analysis of the characteristics of the ‘first-strike’ firms using a logistic regression. In all columns, the dependent variable, FIRSTSTRIKE, is an indicator variable that is equal to one if the firm 

receive ‘first strike’ in year t. Explanatory Variable definitions: TREMU represents CEO total pay at year t scaled by market capitalisation of firm at year-end t. CASHPAY is CEO cash pay at year t scaled by market 
capitalisation of firm at year-end t. EQUITYPAY is the total value of options and shares granted to the CEO during the year t as part of the remuneration package scaled by market capitalisation of the firm at year-end. 

PRETREMU is the level of ‘expected’ CEO total pay given its economic determinants scaled by market capitalisation of the firm at year-end t. CEO expected pay is computed by taking the exponent of the predicted 

value of model (4). RESIDTREMU is the CEO’s residual pay scaled by market capitalisation of the firm at year-end t. CEO residual pay is computed by estimating expected pay and subtracting it from actual pay. 
OWNCONC is the percentage of firm shares owned by the Top 20 shareholders at year t. LNASSET is the natural logarithm of total assets at year t. INSTOWN is the percentage of firm shares owned by institutional 

investors at year t. CEODUAL is an indicator variable set equal to one if the CEO is also the chair of the board of directors at year-end t, otherwise zero. BOARDINDEP is the number of non-executive directors divided 

by the total number of directors in board at year-end t. ADJRET is difference between industry median shareholder return at the end of year t and annual buy-and-hold shareholder return of the firm at the end of year t. 
ROE is return of equity of firm at year t. DEBT is the ratio of total liabilities to total equity at year t. CEOOWN is the percentage of shares owned by the CEO at the end of year t.  BKMKT is the ratio of book-to-market 

value of equity at year t. Fixed effects for year and GICS-based industry sector are included in the regressions, but not tabulated.*, **, and ***denote significance at the 0.10, 0.05, and 0.01 levels, respectively (based on a 

two-tailed test). 
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In Table 6.3, column A, the significant negative coefficient (= -0.21) on firm size 

(LNASSET) (t-statistic = -1.74, significant at the 10% level) implies that 

shareholders of smaller ASX listed firms are more likely to express their 

dissatisfaction with the remuneration report. Thus, H3 is supported and the result is 

consistent with prior research. A probable reason is that it is costly to convince 

shareholders for a joint action against executive remuneration in larger firms 

(Ertimur et al., 2011). Furthermore, larger firms tend to be more stable and profitable 

(e.g., Matolscy & Wright, 2011; Merherbi et al., 2006) and smaller firms are likely to 

have weaker governance structures, suggesting higher agency costs (Linck et al., 

2008; Monem, 2013). In Table 6.3, column A, I observe that institutional ownership 

has a positive association with a firm’s likelihood of receiving a ‘first strike’ (t-

statistic of INSTOWN = 9.49, significant at 1%). Thus, H4 is supported. This result 

is consistent with the notion that institutional shareholders play a monitoring role on 

management (Bushee, 1998; Hartzell & Starks, 2003; Koh, 2003).  

 

Unlike Cai and Walkling (2011) and Ertimur et al. (2011) who find no association 

between CEO duality and the likelihood of being targeted by remuneration-related 

shareholder proposals in the US, I find that there is a significantly positive 

relationship between the incidence of a ‘first strike’ and CEO duality (t-statistic of 

CEODUAL = 2.90, significant at the 1% level). Although this result is consistent 

with H5, the inconsistency between the US evidence and my result can be explained 

by differences in governance structures between the US and Australia. In the US, the 

board chair and CEO roles are combined in large firms (Linck et al., 2008) whereas 

in Australia these two roles are combined in smaller or less-profitable firms (Monem, 
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2013). Moreover, in the US, successful CEOs are awarded the board leadership as 

part of the promotion and succession plan (Brickley, Coles, & Jarrell, 1997). Finally, 

I find that the likelihood of a ‘first strike’ increases with board independence, but the 

coefficient of BOARDINDP is not significant (t-statistic = 0.96). Thus, H6 is not 

supported. Overall, five of my six hypotheses are empirically supported. 

 

Column B of Table 6.3 presents the results of estimating model (2). In column B, 

while the variable CASHPAY is positive as predicted and the coefficient is 

statistically significant (t-statistic = 2.90) at the 1% level, the coefficient of 

EQUITYPAY is not significant at conventional levels (t-statistic = 0.83). All other 

results in column B are qualitatively similar to those reported in column A. While 

Ertimur et al. (2011) find that US activists target firms with both higher CEO cash 

pay and higher CEO equity pay, my findings indicate that Australian shareholders 

use a ‘first strike’ against firms with higher CEO cash pay but not against higher 

CEO equity pay. Thus, Australian investors might take the view that CEO incentives 

are aligned with shareholders’ incentives via equity pay. 

 

In column C of Table 6.3, I report the results of estimating model (4). In model (4), I 

use the CEO’s excessive pay as the independent variable, which I derive by 

subtracting CEO’s “expected pay” (as predicted by model (3)) from CEO’s actual 

total pay. Table 6.4 presents the results of estimating model (3). These results are 

qualitatively similar to those of the benchmark model for expected CEO pay as 

reported in Core et al.’s (2008) Table 4. Core et al. estimate a pooled cross-sectional 

OLS regression of 12,090 observations and report an R
2
 of 42.90%. My pooled 
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cross-sectional OLS estimate of model (3) on a sample of 352 observations produces 

an R
2
 of 46.0%. The coefficients and t-statistics between my results and Core et al. 

somewhat differ (potentially due to my very small sample). However, these are 

consistent with Core et al.  

 

Table 6. 4: Results of pooled OLS regression of model (3) 

Table 6.4 presents results of pooled OLS regression for the logarithm of CEO total remuneration and 

the economic determinants of remuneration. The sample consists of 352 firm-year observations for 

fiscal years 2011 to 2013. The dependent variable is the natural logarithm of CEO total remuneration. 

CEO total remuneration is the sum of salary, bonus, equity components of remuneration, termination 

benefits and postemployment benefits as well as any other annual pay. Explanatory variable definitions:  

LNTENURE is the natural logarithm of the CEO’s tenure. CEO tenure is the number of years the CEO 

has been at his/her current position as of year t. LNLAGSALE is the natural logarithm of sales revenue 

of a firm during year t-1. LAGRET is the industry-adjusted shareholder return for year t-1. RET is the 

industry-adjusted shareholder return for year t. LAGROA is return of assets for year t-1. ROA is return 

of assets for year t. LAGBKMKT is the ratio of book value of assets to book value of liabilities plus 

market value of equity at the end of year t-1. ASX300 is an indicator variable set equal to one if the firm 

is in the ASX300 index at the end of year t, otherwise zero. Fixed effects for year and GICS-based 

industry sector are included in the regressions, but not tabulated. *, **, and *** indicate two-tailed 

statistical significance at 10, 5, and 1 per cent levels, respectively. 

 

Variable  Coefficient 
 

t-statistic 

Intercept  11.84*** 
 

(36.54) 

LNTENURE  -0.01 
 

(-0.39) 

LNLAGSALEMIX  0.08*** 
 

(3.92) 

LAGRET  -0.04 
 

(-0.71) 

RET  -0.06 
 

(-0.93) 

LAGROA  0.06 
 

(0.31) 

ROA  0.40** 
 

(2.49) 

LAGBKMKT  0.02 
 

(0.20) 

ASX300  0.83*** 
 

(8.23) 

Industry-fixed effects Included 

Year-fixed effects Included 

N 352 

Adjusted R-square 0.462 
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I find that CEO’s total pay exhibits the expected positive association with firm size 

(LNLAGSALE), accounting firm performance (ROA), and whether the firm is a 

member of a stock market index (in my case, ASX300).  

 

As it can be seen in column C (Table 6.3), the likelihood of a ‘first strike’ is 

positively associated with both CEO’s predicted pay (t-statistic of PRETREMU = 

4.02, significant at 1% level) and CEO’s residual pay (t-statistic RESIDTREMU = 

3.13, significant at 1% level). Thus, although my H8 is supported, my results imply 

that Australian shareholders do not appear to be sophisticated in using a ‘first strike’ 

against a remuneration report. Shareholders of the ‘first-strike’ firms dislike both the 

expected “normal” pay for the CEO as well as the “excessive pay”. Ertimur et al. 

(2011) argue that if only CEO residual pay has a positive coefficient, it suggests 

shareholders’ sophistication in selecting target firms. However, a lack of 

shareholders’ sophistication can be argued if there is only a positive coefficient on 

CEO predicted pay (regardless of the coefficient of CEO residual pay) (Ertimur et 

al., 2011). 

6.2.3 Additional Tests Results 

Following model (6) as proposed in Chapter 5, I investigate whether there is a 

relation between the ‘first strike’ and weak pay–performance link. This model is 

estimated, based on pooled data of 448 firm-year observations over the 2011 to 2013 

period. In Table 6.5, I report the binary logistic regression estimates of model (6). As 

reported in Table 6.5, I find the coefficient of HI_BONUS is positive but not 

significant (t-statistic = 0.26). However, the coefficient of LO_BONUS is negative 

and significant (t-statistic = -2.43). This contrary result for LO_BONUS suggests 
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that paying the CEO a lower bonus relative to firm performance and firm size helps 

firms avoid the ‘first strike’.  

 

Table 6. 5: Determinants of 'first-strike' firms - Binary Logistic Regression of 

Model (6), includes zero-bonus firms 

Variable  Coefficient t-statistic 

Intercept  0.31 (0.45) 

HI_BONUS  0.07 (0.26) 

LO_BONUS  -0.80** (-2.43) 

OWNCONC  -3.12*** (-3.84) 

INSTOWN  0.08*** (8.74) 

CEODUAL  1.20*** (3.06) 

BOARDINDP  0.60 (0.84) 

ADJRET  0.01 (0.04) 

DEBT  0.09 (0.35) 

CEOOWN  0.82 (0.61) 

Industry-fixed effects  Included 

Year-fixed effects  Included 

N  448 

Pseudo R-squared  0.276 

% of Correct classification by model  79.24 

Table 6.5 presents the analysis of the characteristics of the ‘first-strike’ firms using a logistic regression. In all columns, 

the dependent variable, FIRSTSTRIKE, is an indicator variable that is equal to one if the firm receive ‘first strike’ in 

year t. Explanatory Variable definitions: HI_BONUS is a binary variable set equal to one if the firm is in the fourth 

quartile of the CEO’s excessive bonus in ascending order, otherwise zero. I measure CEO’s excessive bonus as CEO 

actual bonus minus CEO’s expected bonus. LO_BONUS is a binary variable set equal to one if the firm is in the first 

quartile of the CEO’s excessive bonus in ascending order, otherwise zero. OWNCONC is the percentage of firm shares 

owned by the Top 20 shareholders at year t. INSTOWN is the percentage of firm shares owned by institutional investors 

at year t. CEODUAL is an indicator variable set equal to one if the CEO is also the chair of the board of directors at 

year-end t, otherwise zero. BOARDINDEP is the number of non-executive directors divided by the total number of 

directors in board at year-end t. ADJRET is difference between industry median shareholder return at the end of year t 

and annual buy-and-hold shareholder return of the firm at the end of year t. DEBT is the ratio of total liabilities to total 

equity at year t. CEOOWN is the percentage of shares owned by the CEO at the end of year t. Fixed effects for year and 

GICS-based industry sector are included in the regressions, but not tabulated.*, **, and ***denote significance at the 

0.10, 0.05, and 0.01 levels, respectively (based on a two-tailed test). 
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6.2.4 Robustness Tests  

In this section, several sensitivity tests are employed to check the robustness of the 

results reported for models (1), (2), (4) and (6). First, I replace the binary dependent 

variable FIRSTSTRIKE with a continuous variable DISSENT (the percentage of 

shareholders’ dissent votes). I measure DISSENT following Clarkson et al. (2011) 

and Monem and Ng (2013). Then, I run an OLS regression for all of the above 

models. Results of estimating models (1), (2), and (4) are reported in Table 6.6. As 

Table 6.6 reveals, all of the results are consistent with the previous results, although 

the coefficient of LNASSET in model (2) turns out to be non-significant. 

 

Second, I re-estimate models (1), (2) and (4) after excluding firms in the financial 

and materials sectors due to their unique economic characteristics (Matolcsy et al., 

2012). As can be seen in Table 6.7, firm size (LNASSET) loses its significance 

across models (1) and (2). All other results are consistent and qualitatively similar to 

the main results reported earlier. Thus, although my results exhibit some sensitivity 

to the exclusion of materials and financial sectors from the sample, the results 

broadly support my hypotheses. This is expected given a significant presence of 

companies from the materials sector in my sample. Third, in my estimates of model 

(6), the sample of 448 firms includes 368 firms which reported a zero bonus during 

the sample period. When I exclude these 368 firms and re-run model (6) on the 80 

firms which did actually pay some bonus, the results (Table 6.8) are consistent with 

those in Table 6.5. 
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Table 6.6 presents the analysis of the characteristics of the ‘first-strike’ firms using an OLS regression. In all columns, the dependent variable, DISSENT, is a continuous variable that shows 

shareholders’ dissent (the ratio of the number of ‘no’ votes to the sum of total ‘no’ and total ‘yes’ votes) at year t. Explanatory Variable definitions: TREMU represents CEO total pay at year t 

scaled by market capitalisation of firm at year-end t. CASHPAY is CEO cash pay at year t scaled by market capitalisation of firm at year-end t. EQUITYPAY is the total value of options and 

shares granted to the CEO during the year t as part of the remuneration package scaled by market capitalisation of the firm at year-end. PRETREMU is the level of ‘expected’ CEO total pay 

given its economic determinants scaled by market capitalisation of the firm at year-end t. CEO expected pay is computed by taking the exponent of the predicted value of model (4). 

RESIDTREMU is the CEO’s residual pay scaled by market capitalisation of the firm at year-end t. CEO residual pay is computed by estimating expected pay and subtracting it from actual 

pay. OWNCONC is the percentage of firm shares owned by the Top 20 shareholders at year t. LNASSET is the natural logarithm of total assets at year t. INSTOWN is the percentage of firm 

shares owned by institutional investors at year t. CEODUAL is an indicator variable set equal to one if the CEO is also the chair of the board of directors at year-end t, otherwise zero. 

BOARDINDEP is the number of non-executive directors divided by the total number of directors in board at year-end t. ADJRET is difference between industry median shareholder return at 

the end of year t and annual buy-and-hold shareholder return of the firm at the end of year t. ROE is return of equity of firm at year t. DEBT is the ratio of total liabilities to total equity at year 

t. CEOOWN is the percentage of shares owned by the CEO at the end of year t.  BKMKT is the ratio of book-to-market value of equity at year t. Fixed effects for year and GICS-based 

industry sector are included in the regressions, but not tabulated.*, **, and ***denote significance at the 0.10, 0.05, and 0.01 levels, respectively (based on a two-tailed test). 

Table 6. 6: Determinants of 'shareholder dissent’ - OLS Estimates of Models (1), (2) and (4) 

 
Column A - Model (1) Column B - Model (2) Column C - Model (4) 

Variable Coefficient t-statistic Coefficient t-statistic Coefficient t-statistic 

Intercept 0.58*** (3.73) 0.51*** (3.12) 0.33*** (4.03) 
TREMU 1.03** (2.54) 

    
CASHPAY 

  
1.67*** (2.78) 

  
EQUITYPAY 

  
-0.21 (-0.43) 

  
PRETREMU 

    
1.96*** (3.55) 

RESIDTREMU 
    

2.00** (2.35) 

OWNCONC -0.26*** (-4.06) -0.27*** (-4.34) -0.23*** (-3.21) 

LNASSET -0.02** (-2.16) -0.02 (-1.51) 
  

INSTOWN 0.01*** (11.05) 0.01*** (11.22) 0.004*** (9.42) 
CEODUAL 0.09** (2.46) 0.09** (2.51) 0.09** (2.08) 

BOARDINDP 0.02 (0.26) 0.02 (0.28) -0.04 (-0.49) 

ADJRET 0.01 (0.71) 0.01 (0.57) 
  

ROE -0.01 (-0.31) -0.01 (-0.26) 
  

DEBT 0.03 (1.20) 0.02 (0.93) 0.01 (0.69) 

CEOOWN 0.06 (0.63) 0.06 (0.56) 0.05 (0.43) 

BKMKT 0.04** (2.56) 0.03* (1.89) 0.01 (0.68) 

Industry-fixed effects Included Included Included 
Year-fixed effects Included Included Included 

N 446 446 352 

Adjusted R-squared 0.247 0.252 0.228 
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Table 6.7 presents the analysis of the characteristics of the ‘first-strike’ firms using an OLS regression. In all columns, the dependent variable, FIRSTSTRIKE, is an indicator variable that is 

equal to one if the firm receive ‘first strike’ in year t. Explanatory Variable definitions: TREMU represents CEO total pay at year t scaled by market capitalisation of firm at year-end t. 

CASHPAY is CEO cash pay at year t scaled by market capitalisation of firm at year-end t. EQUITYPAY is the total value of options and shares granted to the CEO during the year t as part of 

the remuneration package scaled by market capitalisation of the firm at year-end. PRETREMU is the level of ‘expected’ CEO total pay given its economic determinants scaled by market 

capitalisation of the firm at year-end t. CEO expected pay is computed by taking the exponent of the predicted value of model (4). RESIDTREMU is the CEO’s residual pay scaled by market 

capitalisation of the firm at year-end t. CEO residual pay is computed by estimating expected pay and subtracting it from actual pay. OWNCONC is the percentage of firm shares owned by the 

Top 20 shareholders at year t. LNASSET is the natural logarithm of total assets at year t. INSTOWN is the percentage of firm shares owned by institutional investors at year t. CEODUAL is an 

indicator variable set equal to one if the CEO is also the chair of the board of directors at year-end t, otherwise zero. BOARDINDEP is the number of non-executive directors divided by the total 

number of directors in board at year-end t. ADJRET is difference between industry median shareholder return at the end of year t and annual buy-and-hold shareholder return of the firm at the 

end of year t. ROE is return of equity of firm at year t. DEBT is the ratio of total liabilities to total equity at year t. CEOOWN is the percentage of shares owned by the CEO at the end of year t.  

BKMKT is the ratio of book-to-market value of equity at year t. Fixed effects for year and GICS-based industry sector are included in the regressions, but not tabulated.*, **, and ***denote 

significance at the 0.10, 0.05, and 0.01 levels, respectively (based on a two-tailed test). 

Table 6. 7: Determinants of 'first strike' firms - Analysis for Models (1), (2) and (4) – without Materials & Financial firms 

 
Column A - Model (1) Column B - Model (2) Column C - Model (4) 

Variable Coefficient t-statistic Coefficient t-statistic Coefficient t-statistic 

Intercept 1.83 (0.59) 3.20 (1.01) 1.13 (1.02) 

TREMU 32.22*** (2.81) 
    

CASHPAY 
  

32.66*** (2.72) 
  

EQUITYPAY 
  

-56.34 (-1.34) 
  

PRETREMU 
    

44.66*** (2.72) 

RESIDTREMU 
    

57.08* (1.86) 
OWNCONC -5.21*** (-4.05) -5.46*** (-4.13) -5.32*** (-3.66) 

LNASSET -0.07 (-0.36) -0.14 (-0.73) 
  

INSTOWN 0.12*** (7.78) 0.12*** (7.78) 0.11*** (7.27) 
CEODUAL 1.46** (2.42) 1.39** (2.23) 1.70** (2.08) 

BOARDINDP -0.98 (-0.85) -0.76 (-0.66) -0.96 (-0.80) 

ADJRET 0.42 (0.69) 0.41 (0.65) 
  

ROE -0.14 (-0.30) -0.10 (-0.20) 
  

DEBT 0.36 (0.93) 0.35 (0.88) 0.61 (1.54) 

CEOOWN 0.79 (0.44) 0.81 (0.44) -0.12 (-0.06) 

BKMKT   0.67** (2.1)   0.72** (2.32) 0.44 (1.47) 

Industry-fixed effects Included Included Included 

Year-fixed effects Included Included Included 
N 248 248 208 

Pseudo R-squared 0.404 0.409 0.448 

% of correct classification by 

model 
82.26 81.85 86.54 
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Table 6. 8: Determinants of 'first strike' firms - Binary Logistic Regression of Model (6) 

excluded zero bonus firms 

Variable  Coefficient  t-statistic 

Intercept  4.46  (1.18) 

HI_BONUS  -0.63  (-0.72) 

LO_BONUS  -2.68**  (-1.99) 

OWNCONC  -9.05**  (-2.48) 

INSTOWN  0.13***  (3.8) 

CEODUAL  7.95***  (3.26) 

BOARDINDP  -3.26  (-0.83) 

ADJRET  0.53  (0.46) 

DEBT  0.29  (0.35) 

CEOOWN  -14.59*  (-1.72) 

Industry-fixed effects  Included 

Year-fixed effects  Included 

N  80 

pseudo R-squared  0.564 

% Correct classification by model  88.75 

% Naïve prediction  48.75 

Table 6.8 presents the analysis of the characteristics of the ‘first-strike’ firms using a logistic regression. In all 

columns, the dependent variable, FIRSTSTRIKE, is an indicator variable that is equal to one if the firms that  

receive a ‘first strike’ in year t. Explanatory Variable definitions: HI_BONUS is a binary variable set equal to one if 

the firm is in the fourth quartile of the CEO’s excessive bonus in ascending order, otherwise zero. I measure CEO’s 

excessive bonus as CEO actual bonus minus CEO’s expected bonus. LO_BONUS is a binary variable set equal to 

one if the firm is in the first quartile of the CEO’s excessive bonus in ascending order, otherwise zero. OWNCONC 

is the percentage of firm shares owned by the Top 20 shareholders at year t. INSTOWN is the percentage of firm 

shares owned by institutional investors at year t. CEODUAL is an indicator variable set equal to one if the CEO is 

also the chair of the board of directors at year-end t, otherwise zero. BOARDINDEP is the number of non-executive 

directors divided by the total number of directors in board at year-end t. ADJRET is difference between industry 

median shareholder return at the end of year t and annual buy-and-hold shareholder return of the firm at the end of 

year t. DEBT is the ratio of total liabilities to total equity at year t. CEOOWN is the percentage of shares owned by 

the CEO at the end of year t. Fixed effects for year and GICS-based industry sector are included in the regressions, 

but not tabulated.*, **, and ***denote significance at the 0.10, 0.05, and 0.01 levels, respectively (based on a two-

tailed test). 
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6.3 Results Related to the Second Research Question (Changes in 

CEO Pay of Firms that Received a ‘First Strike’) 

This section presents the results of investigating the consequences of the ‘two-

strikes’ rule on CEO remuneration by using the sample of ‘first strike’ firms which 

avoided the ‘second strike’ in the following year over the period 2011–2012. Section 

6.3.1 presents descriptive statistics for the dependent and the independent variables 

and univariate tests. Section 6.3.2 displays empirical results of the data analysis. 

Section 6.3.3 provides additional descriptive evidence of the changes in CEO total 

pay, base pay, bonus pay and long-term incentive pay for both the treatment and 

control samples. 

6.3.1 Descriptive Statistics and Univariate Tests 

Table 6.9 presents key descriptive statistics for the treatment group and the control 

group. It also provides univariate tests of differences comparing the treatment group 

with the control group for assessing the effectiveness of the matching process. As 

seen in Table 6.9, the mean (median) dissent votes for the treatment group declined 

by 34.8% (32.2%) compared with a 1.0% (0.0%) rise in the mean (median) dissent 

votes in the control group. As expected, the means (medians) are significantly 

different from each other as reflected in the univariate tests (t-statistic = 20.199; z-

statistic = 12.907) at the 1% level.  Although the CEO total remuneration is higher 

(mean = $743,983; median = $491,909) in the treatment group compared with that in 

the control group (mean = $720,126; median = $488,117), the difference in total 

remuneration between these two groups is not statistically significant (t-statistic = -

0.274; z-statistic = 0.087). However, the CEO mean (median) total remuneration 
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declined in the treatment group by 3.7% (4.8%) compared with a 3.6% (1.1%) rise in 

the control group. 

 

Table 6.9 shows that the proportion of CEO performance-based pay declined on 

average by 5.1% (median change = 0%) in the treatment group while it declined by 

1.7% on average (median change = 0%) in the control group. While the ownership 

concentration had a mean (median) increase in the treatment group by 0.6% (0.4%), 

it had a mean (median) decrease by 0.8% (0.0%) in the control group. In terms of 

total assets, the treatment firms were slightly larger (mean = $243.05 million; median 

= $43.21 million) than the control firms (mean = $205.83 million; median = $56.40 

million), but these differences in size are not statistically significant. On the other 

hand, although statistically non-significant, the treatment firms had smaller market 

capitalisation (mean = $168.98 million; median = $27.42 million) compared with 

that of the control firms (mean = $175.81 million; median = $46.13 million). When 

one considers total assets vis-à-vis market capitalisation, it appears that the control 

firms had relatively better market performance than the treatment firms.  In relation 

to other variables, the two groups do not differ statistically. Thus, it appears that the 

control firms are similar to the treatment firms along several key dimensions.  

6.3.2 Empirical Results 

Table 6.10 presents the results of OLS estimates of model (7) separately on the 

treatment group and the control group and model (8) for the pooled sample 

(combining these two samples). As seen in Table 6.10, while the coefficient of 

change in CEO total remuneration is not significant for control firms 
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Table 6.9 reports summary statistics and results of t-test and Wilcoxon rank-sum test for the main variables in regression analyses. Variable definitions: DISSENTCH is 

Shareholder dissent level with the remuneration report at year t less shareholder dissent level at year t-1. CEOTREMU is the CEO’s all-inclusive total annual remuneration, 

including fixed salary, short-term incentives (bonus), post-employment benefits, termination benefits, and long-term incentives (equity) payments. CEOTREMUCHF is CEO 

total pay at year t less CEO total pay at t-1 scaled by CEO total pay at year t-1. PBASEDREMUCH is the proportion of the CEO’s performance-based remuneration at year t less 

the proportion of the CEO’s performance-based remuneration at t-1. The proportion of the performance-based remuneration is calculated as the sum of all short-term incentives 

(including cash bonus) and long-term incentives (including options and shares) divided by the CEO’s total remuneration. SHAREPERFCH is shareholders’ annual return at year 

t less shareholders’ annual return at t-1. CEOCHAIRMANCH is a binary variable set equal to 1 if CEO duality improved over the year (i.e., CEO duality scored 0 last year and 

1 this year), otherwise 0. BOARDINDEPCH is board independence at year t less board independence at year t-1. Board independence is the proportion of non-executive 

directors in the board. OWNCONCCH is the percentage of shares owned by the top 20 shareholders at year t less the percentage of shares owned by the top 20 shareholders at t-

1. INSTOWNCH is the percentage of institutional ownership at year t less the percentage of institutional ownership at t-1. TASSET is the book value of total assets at year-end. 

MKTCAP is the total market capitalisation at the end of the fiscal year. *, **, *** indicate statistical significance at the 0.10, 0.05, and 0.01 levels, respectively (based on a two-

tailed test). 

Table 6. 9: Descriptive statistics and univariate tests 

 
Treatment group (N = 117) Control group (N = 117)  Treatment vs. Control group 

Variable Mean Std. Dev. Median Mean Std. Dev. Median  Mean (t-test) Median (Wilcoxon) 

       
 Difference t-statistic Difference z-statistic 

DISSENTCH -0.348 0.170 -0.322 0.001 0.080 0.000  -0.349 20.199*** -0.323 12.907*** 

CEOTREMU ($A) 743,983 700,560 491,909 720,126 628,700 488,117  23,858 -0.274 3792 0.087 

CEOTREMUCHF -0.037 0.350 -0.048 0.036 0.440 0.011  0.073 1.417 -0.059 1.400 

PBASEDREMUCH -0.051 0.190 0.000 -0.017 0.210 0.000  -0.034 1.278 0.000 0.887 

SHAREPERFCH -0.066 0.620 -0.001 -0.054 0.600 -0.015  -0.012 0.149 0.014 -0.984 

CEOCHAIRMANCH 0.034 0.180 0.000 0.009 0.090 0.000  -0.026 1.356 0.000 1.353 

BOARDINDEPCH 0.014 0.140 0.000 -0.004 0.160 0.000  0.018 -0.684 0.000 -1.316 

% OWNCONCCH 0.600 6 0.400 -0.800 6 0.000  0.014 -1.948* 0.004 -1.370 

% INSTOWNCH 23.300 19.220 0.300 -0.700 8 -0.600  0.240 -0.135 0.306 -0.857 

TASSET ($A million) 243.050 380.140 43.210 205.830 352.300 56.400  37.220 -0.777 -13.190 0.254 

MKTCAP ($A million) 168.980 281.080 27.420 175.810 307.000 46.130  -6.820 0.180 -18.720 1.170 
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(CEOTREMUCHF = 0.010, p = 0.668), a reduction in CEO total remuneration is 

positively and significantly associated with a decline in shareholder dissent in the 

year that ‘first-strike’ firms avoid a ‘second strike’ (CEOTREMUCHF = 0.096, p = 

0.044). These results are consistent with H9. Furthermore, a negative and significant 

coefficient on PBASEDREMUCH (= -0.213; p = 0.005) in the treatment sample 

suggests that an increase in the proportion of performance-based pay is associated 

with a decrease in shareholder dissent. In contrast, the coefficient of 

PBASEDREMUCH in the control sample is not significant (PBASEDREMUCH = 

0.028; p = 0.572). The significant results in the treatment sample and non-significant 

results in the control sample are consistent with the prediction in H10.  

 

Among the control variables, I find that the ‘first-strike’ firms that separated the 

board chair and the CEO roles after the ‘first strike’ experienced a decline in 

shareholder dissent (CEOCHAIRMANCH = -0.152, p = 0.004). Such contrasting 

results suggest that the optimal governance structure is firm-specific (Linck et al., 

2008; Monem, 2013) and that control firms may have very different governance 

demands compared with those of the ‘first-strike’ firms. This conjecture is further 

supported by the evidence that, unlike in the treatment group, shareholder dissent 

increases with the increase in board independence in the control group 

(BOARDINDEPCH = 0.121, p = 0.019). In the control group, shareholder dissent 

also increases with the increase in institutional ownership (INSTOWNCH = 0.273; p 

= 0.003). This result is consistent with the findings in the literature, that institutional 

shareholders play a significant role in shareholder activism (e.g., Gillian & Starks, 

2006; Karpoff et al., 1996; Smith, 1996). 



135 

 

Table 6. 10 OLS regression results of estimating model (7) separately on the ‘first-

strike’ firms that avoided the ‘second strike’ and the control sample and model (8) on 

the pooled sample 

  

‘First- strike’  
firms  

Control firms 
Pooled ‘first-strike’ & 

control firms 

Variable 
 

Coefficient (P- 
value) 

 

 

Coefficient 

(P- 
value) 

Coefficient (P-value) 

Intercept 
 

-0.341*** 
 

0.030 0.020 

  
(0.000) 

 
(0.130) (0.431) 

CEOTREMUCHF 
 

0.096** 
 

0.010 0.020 

  
(0.044) 

 
(0.668) (0.450) 

PBASEDREMUCH 
 

-0.213*** 
 

0.028 0.041 

  
(0.005) 

 
(0.572) (0.442) 

SHAREPERFCH 
 

-0.023 
 

-0.023* -0.023 

  
(0.331) 

 
(0.083) (0.105) 

CEOCHAIRMANCH 
 

-0.152*** 
 

0.035** -0.110** 

  
(0.004) 

 
(0.018) (0.030) 

BOARDINDEPCH 
 

0.009 
 

0.121** 0.040 

  
(0.934) 

 
(0.019) (0.494) 

OWNCONCCH 
 

-0.408 
 

-0.060 -0.260* 

  
(0.138) 

 
(0.648) (0.081) 

INSTOWNCH 
 

-0.000 
 

    0.273*** -0.000 

  
(0.566) 

 
(0.003) (0.553) 

FIRSTSTRIKE 
 

 
 

 -0.354*** 

  
 

 
 (0.000) 

FIRSTSTRIKE*CEOTREMUCHF 
 

 
 

 0.076 

  
 

 
 (0.131) 

FIRSTSTRIKE*PBASEDREMUCH 
 

 
 

 -0.256*** 

  
 

 
 (0.004) 

Industry-fixed effects 
 

Included 
 

Included 
 

Included 

Year-fixed effects 
 

Included 
 

Included 
 

Included 

N 
 

117 
 

117 
 

234 

Adjusted R-square 
 

0.051 
 

0.172 
 

0.661 
Table 6.10 presents the analysis of the consequences of the ‘two-strikes’ rule on CEO pay using an OLS regression. In all columns, 

the dependent variable, DISSENTCH, is Shareholder dissent level with the remuneration report at year t less shareholder dissent 

level at year t-1. Explanatory Variable definitions: CEOTREMUCHF is CEO total pay at year t less CEO total pay at t-1 scaled 

by CEO total pay at year t-1. PBASEDREMUCH is the proportion of the CEO’s performance-based remuneration at year t less 

the proportion of the CEO’s performance-based remuneration at t-1. The proportion of the performance-based remuneration is 

calculated as the sum of all short-term incentives (including cash bonus) and long-term incentives (including options and shares) 

divided by the CEO’s total remuneration. SHAREPERFCH is shareholders’ annual return at year t less shareholders’ annual 

return at t-1. CEOCHAIRMANCH is a binary variable set equal to 1 if CEO duality improved over the year (i.e., CEO duality 

scored 0 last year and 1 this year), otherwise 0. BOARDINDEPCH is board independence at year t less board independence at 

year t-1. Board independence is the proportion of non-executive directors in the board. OWNCONCCH is the percentage of shares 

owned by the top 20 shareholders at year t less the percentage of shares owned by the top 20 shareholders at t-1. INSTOWNCH is 

the percentage of institutional ownership at year t less the percentage of institutional ownership at t-1. FIRSTSTRIKE is a binary 

variable set equal to 1 for ‘first-strike’ firms that avoided a ‘second strike’ and zero for matched control firms. Fixed effects for 

year and GICS-based industry sector are included in the regressions, but not tabulated. *, **, *** indicate statistical significance at 

the 0.10, 0.05, and 0.01 levels, respectively (based on a two-tailed test). 
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In model (8), the variables of interest to me are the interactions of FIRSTSTRIKE 

with CEOTREMUCHF and PBASEDREMUCH. In Table 6.10, the dummy variable 

FIRSTSTRIKE is negative as expected and statistically significant (coefficient = 

0.354, p < 0.001). The negative coefficient of FIRSTSTRIKE suggests that 

shareholder dissent votes declined significantly in the treatment group compared 

with those of the control group. These are the firms that avoided the ‘second strike’. I 

note that, mainly driven by the variable FIRSTSTRIKE, the adjusted R
2
 improves 

significantly to 66.1% in model (8) from that reported for model (7), (5.1% for 

treatment group and 17.2% for the control group). In Table 6.10, among the 

interaction variables – although changes in the CEO total remuneration 

(CEOTREMUCHF) in the treatment firms do not have any significant incremental 

effect in reducing shareholder dissent – an increase in the proportion of performance-

based pay in the treatment group reduces shareholder dissent 

(FIRSTSTRIKE*PBASEDREMUCH = -0.256, p = 0.004). Thus, in model (8), 

although H9 is not supported, H10 is supported. In sum, the results in Table 6.10 

provide some evidence of changes in the level and composition of CEO pay that 

were associated with the ‘first-strike’ firms avoiding a ‘second strike’. 

6.3.3 Further Analysis 

This section provides additional descriptive evidence of the changes in CEO total 

pay, base pay, bonus pay and long-term incentive pay. I conduct this analysis both 

for the treatment and the control samples. I also examine CEO pay changes in the 

‘second-strike’ firms to understand whether CEO pay changes were significantly 

different between the treatment firms and the ‘second-strike’ firms.  
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Table 6.11 shows the distribution of ‘first-strike’ and control firms in terms of pay 

changes ranging from pay reduction > $500,000 to pay increase > $500,000. As seen 

in Table 6.11 panel A, 67 (54%) out of 123 firms reduced CEO total pay. In contrast, 

only 52 (43.9%) control firms reduced CEO total pay in the year following the ‘first 

strike’. Panel A also reveals that 51 ‘strike’ firms (41.5%) increased CEO total pay 

compared with 64 control firms (52%) taking such a measure. Clearly, a greater 

proportion of the ‘first-strike’ firms reduced CEO total pay. Panel B, Table 6.11, 

reveals that 50 (40.7%) ‘first-strike’ firms reduced their CEOs’ base pay compared 

with 41 (33.3%) control firms taking similar action. Interestingly, only three ‘first-

strike’ firms increased CEOs’ base pay by more than $250,000, compared with eight 

control firms taking such a measure. 
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Table 6. 11: Changes in CEO pay – ‘First-strike’ firms that avoided the ‘second strike’ & matched control firms  

 
Panel A: change in CEO total pay ($) Panel B: change in CEO base pay ($) 

 
Strike firms Control firms Strike firms Control firms 

Range 
Number of 

firms 
% of firms 

Number of 

firms 
% of firms 

Number 

of firms 

% of 

firms 

Number 

of firms 
% of firms 

Pay reduction > $500,000 16 13.01% 13 10.57% 1 0.81% 1 0.81% 

Pay reduction ranged between $250,000 & $500,000 10 8.13% 13 10.57% 5 4.07% 4 3.25% 

Pay reduction ranged between $1 & $250,000 41 33.33% 28 22.76% 44 35.77% 36 29.27% 

No change in pay 5 4.07% 5 4.07% 10 8.13% 8 6.50% 

Pay increase ranged between $1 & $250,000 35 28.46% 50 40.65% 60 48.78% 66 53.66% 

Pay increase ranged between $250,000 & $500,000 9 7.32% 7 5.69% 3 2.44% 6 4.88% 

Pay increase > $500,000 7 5.69% 7 5.69% - - 2 1.63% 

Total 123 100.00% 123 100.00% 123 100.00% 123 100.00% 

 
Panel C: change in CEO bonus pay ($) Panel D: change in CEO LTI pay ($) 

 
Strike firms Control firms Strike firms Control firms 

Range 
Number of 

firms 
% of firms 

Number of 

firms 
% of firms 

Number 

of firms 

% of 

firms 

Number 

of firms 
% of firms 

Pay reduction > $500,000 8 6.50% 4 3.25% 7 5.69% 6 4.88% 

Pay reduction ranged between $250,000 & $500,000 3 2.44% 5 4.07% 8 6.50% 2 1.63% 

Pay reduction ranged between $1 & $250,000 28 22.76% 21 17.07% 20 16.26% 31 25.20% 

No change in pay 62 50.41% 60 48.78% 49 39.84% 44 35.77% 

Pay increase ranged between $1 & $250,000 17 13.82% 31 25.20% 31 25.20% 27 21.95% 

Pay increase ranged between $250,000 & $500,000 3 2.44% 1 0.81% 4 3.25% 7 5.69% 

Pay increase > $500,000 2 1.63% 1 0.81% 4 3.25% 6 4.88% 

Total 123 100.00% 123 100.00% 123 100.00% 123 100.00% 
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Moreover, two control firms increased CEO base pay by more than $500,000, but 

none of the ‘first-strike’ firms made such an increase in base pay. Panel C shows the 

distribution of changes in CEO bonus pay. Again, panel C presents a pattern that is 

observed in panels A and B. Specifically, 39 (31.7%) of the 123 ‘first-strike’ firms 

reduced bonus pay to some extent. By comparison, 30 (24.4%) of the control firms 

took such a measure.  

 

In Table 6.11, a contrasting image appears in the case of bonus pay increases. 

Twenty-two (17.9%) ‘first-strike’ firms and 33 (26.8%) control firms increased 

bonus pay. Furthermore, while a much higher proportion of the ‘first-strike’ firms 

(28 ‘first-strike’ firms versus 21 control firms) reduced bonus pay by up to $250,000, 

a much higher proportion of control firms (31 control firms versus 17 ‘first-strike’ 

firms) increased bonus pay by up to $250,000. Panel D, Table 6.11, shows the 

distribution of changes in long-term incentives (shares and options granted). As 

panel D reveals, 15 of the ‘first-strike’ firms, compared with eight of the control 

firms, reduced long-term incentive pay by $250,000 or more. However, a similar 

proportion of both ‘first strike’ and control firms (35 ‘first-strike’ firms and 39 

control firms) reduced LTI pay to some extent. Again, a similar proportion of ‘first-

strike’ and control firms (39 ‘first-strike’ firms compared with 40 control firms) 

increased long-term incentive pay for CEOs. In sum, total pay reductions in ‘first-

strike’ firms came mainly from reductions in base pay, followed by reductions in 

bonus pay. In unreported results, I find a similar pattern when I scaled CEO pay 

changes by total assets. 
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A closer examination of CEO pay change data (results not tabulated) reveals that of 

the 67 ‘first-strike’ firms (out of 123) that reduced CEO total pay, 38 firms reduced 

CEO base pay, 31 firms reduced bonus pay and 29 firms reduced CEO long-term 

incentive pay. Among these 67 firms, 23 firms indeed increased their CEOs’ base 

pay, but such pay increases were offset by larger decreases in bonus and long-term 

incentive pay in the case of 19 firms. Of the 51 ‘first-strike’ firms (out of 123) that 

increased CEO total pay, 12 firms in fact reduced CEO base pay and another 14 

firms reduced CEO bonus and/or long-term incentive pay. Of the 54 control firms 

(out of 123) that reduced CEO total pay, 25 firms increased CEO base pay. Among 

these 25 control firms, 23 firms reduced either bonus pay or long-term incentive pay 

or both.  

 

Thus, the ‘two strikes’ rule may have had an effect on restraining CEO pay in control 

firms as well, because, in theory, any firm is a potential candidate to receive a ‘first 

strike’. Of the 64 control firms (out of 123) that increased CEO total pay, 48 of them 

increased CEO base pay. Of these 48 firms, 14 firms increased both CEO bonus pay 

and long-term incentive pay at the same time. In contrast, in the group of these 48 

firms, nine firms decreased either bonus pay or long-term incentive pay. Thus, 

compared with the control firms, the ‘first-strike’ firms that avoided the ‘second 

strike’ had been making more frequent and larger amounts of downward adjustments 

in total pay as well as changing pay composition.  

 

In Table 6.12, I report further analysis in CEO pay changes for the ‘second- strike’ 

firms to determine whether pay changes made by the ‘first-strike’ firms were any 
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different from those of the ‘second-strike’ firms. After all, the ‘first strike’ firms that 

avoided the ‘second strike’, and the ‘second strike’ firms, both received the ‘first 

strike’ in the same fiscal year. As Table 6.12 reveals, 12 of the 39 (30.7%) ‘second-

strike’ firms reduced CEO total pay. Specifically, 11 of the 39 firms reduced CEO 

base pay, six reduced bonus pay and 13 reduced long-term incentive pay. 

Interestingly, nine of the ‘second-strike’ firms reduced base pay or bonus pay by 

more than $250,000. In contrast, 26 of the 39 (67%) ‘second-strike’ firms increased 

total CEO pay, 23 increased base pay, eight increased bonus pay and 10 increased 

long-term incentive pay. Clearly, this pattern is in sharp contrast with that reported in 

panels A and B of Table 6.12. It is likely that the ‘second-strike’ firms that did 

reduce CEO pay in the year of the ‘second strike’ may not have done enough to 

address shareholders’ concerns about CEO pay. In an unreported analysis, when I 

scale CEO pay changes by total assets for the ‘second-strike’ firms, the findings 

remain similar. 

 

Finally, this study has reviewed the remuneration report of ‘first-strike’ firms in the 

year following a ‘first strike’, to see whether these firms discuss shareholders’ 

concerns over the remuneration report or whether firms hired or engaged a 

'remuneration consultant' or advisor during the year in addressing shareholders’ 

concerns over executive remuneration. Some examples of ‘first-strike’ firms 

specifically discussing remuneration consultation or advice during the following year 

of the ‘first strike’ are provided in Appendix A. 
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Table 6. 12: Change in CEO pay –‘Second Strike’ firms 

 

Change in CEO total pay 

($) 
 

 

Change in CEO base 

pay  
($) 

 

 

Change in CEO bonus 

pay  
($)  

Change in CEO LTI pay 

($) 

Range 
Number of 

firms 
% of 

firms 
 

 

Number of  
firms 

% of 

firms 
 

 

Number of  
firms 

% of 

firms 
Number of 

firms 
% of 

firms 

Pay reduction > $500,000 1 2.56% 
 

- - 
 

- - 1 2.56% 

Pay reduction ranged between 

$250,000 & $500,000 
1 2.56% 

 
- - 

 
- - 1 2.56% 

Pay reduction ranged between $1 & 

$250,000 
10 25.64% 

 
11 28.21% 

 
6 15.38% 11 28.21% 

No change in pay 1 2.56% 
 

5 12.82% 
 

25 64.10% 16 41.03% 

Pay increase ranged between $1 & 

$250,000 
20 51.28% 

 
23 58.97% 

 
7 17.95% 8 20.51% 

Pay increase ranged between 

$250,000 & $500,000 
4 10.26 

 
- - 

 
1 2.56% 2 5.13% 

Pay increase > $500,000 2 5.13 
 

- - 
 

- - - - 

Total 39 100.00% 
 

39 100.00% 
 

39 100.00% 39 100.00% 
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6.4 Results Related to Descriptive Analysis of the Level and 

Structure of CEO Remuneration during the Period 2004 to 2013  

There is very little descriptive evidence about the level and the structure of 

Australian CEO remuneration. Following the introduction of the new remuneration 

disclosure requirements in 1998 (the Corporations Law Review Act), Matolcsy and 

Wright (2007) provided evidence on the level and structure of large Australian firms 

for a 3-year period (1999–2001). Later, following substantial changes to 

remuneration disclosure requirements which occurred when CLERP9 was passed 

into legislation in 2004, Rankin (2010) brings the analysis of Matolcsy and Wright 

(2007) up to date by detailing the level and structure of executive remuneration from 

2006 to 2009. The ‘two-strikes’ rule as a new SOP regulation took effect in 2011. 

This section provides new detailed descriptive analysis on the level and the structure 

of Australian CEO remuneration the for pre-‘two-strikes’ rule (2004–2010) and post-

‘two-strikes’ rule (2011–2013) periods. I select these periods to compare the level 

and structure of CEO remuneration before and after the ‘two-strikes’ rule. Rankin 

(2010) argues that remuneration was affected in two distinct economic periods – one 

of strong growth (2006–2007) and one of economic decline (2008–2009). Thus, I 

consider these economic periods in analysing the level and the structure of CEO 

remuneration prior to the ‘two-strikes’ rule. 

6.4.1 CEO Total Pay 

Table 6.13 details the mean and median of CEO total pay that was paid by Australian 

firms during a 10-year period from 2004 to 2013. In addition, standard deviation, 

maximum, minimum, 25
th

 percentile and 75
th

 percentiles of the CEO total 

remuneration are reported. Table 6.13 indicates that the mean of CEO total pay  
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Table 6. 13: Descriptive statistics of CEO total pay 

 

 

ranges from $688,420 in 2004 to $1,028,972 in 2013. These amounts are smaller 

than the means of $804,171 in 2006 and $1,312,294 in 2009 reported by Rankin 

(2010). Likewise, these figures are lower than the mean of $1,887,880 observed by 

Chalmers et al. (2006) during the period 1999 to 2002. 

 

CEO pay amounts reported in this thesis are slightly lower than those in Chalmers et 

al. (2006) and Rankin (2010) due to differences in the study period and sample 

selection process. Although Rankin (2010) included all ASX firms over the period 

2006 to 2009, she excluded firms with less than three executives. On the other hand, 

Year N Mean Std. dev Median Max Min P25 P75 

2004 552 $688,420 $1,345,463 $301,592 $14,600,000 $3,000 $156,724 $573,751 

2005 592 $768,604 $1,532,445 $315,112 $18,600,000 $3,352 $187,463 $637,959 

2006 637 $882,427 $1,792,975 $367,585 $21,200,000 $2,783 $207,177 $682,000 

2007 718 $1,011,037 $2,187,177 $410,315 $33,500,000 $7,000 $223,471 $800,000 

2008 844 $1,026,404 $2,063,595 $423,427 $24,800,000 $4,000 $249,569 $846,043 

2009 894 $914,637 $1,636,784 $402,279 $14,500,000 $521 $235,950 $787,420 

2010 939 $935,455 $1,577,294 $437,806 $18,000,000 $3,667 $250,000 $857,137 

2011 948 $983,342 $1,487,608 $479,492 $17,200,000 $6,250 $279,439 $969,723 

2012 842 $1,010,623 $1,523,359 $492,139 $9,903,107 $10,800 $299,245 $955,209 

2013 800 $1,028,972 $1,586,227 $502,614 $19,600,000 $5,000 $298,782 $1,063,700 
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Chalmers et al. (2006) analysed only the Top 200 ASX listed firms. Thus, in both 

Rankin (2010) and Chalmers et al. (2006) CEO pay of only the largest firms may 

have been captured. As a result, CEO pay amounts reported in Rankin (2010) and 

Chalmers et al (2006) are likely to overestimate the through CEO pay practice in 

Australia. In addition, the sample of firms in my study represents a longer range of 

time than was used in prior studies.  

 

The level of CEO total remuneration increased over time except in 2009. The mean 

and median of CEO total pay are lower in 2009 compared to those in 2008, where 

mean and median decreased from $1,026,404 to $914,637 and from $423,427 to 

$402,279 respectively. This indicates that the economic environment was affected by 

the GFC and that the economic recession resulted in differences in CEO pay. As an 

inflationary effect can be expected to support an increased level of CEO total pay in 

the post-period of the ‘two-strikes’ rule (2011–2013), the highest level of CEO total 

pay in the post-period is higher than in the pre-period (2004–2010) ($1,028,972 in 

2013 compared to $1,026,404 in 2008). Figure 6.1 presents a graphical 

representation of the change of mean and median of CEO total pay, as well as change 

in GDP growth rate. 
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Figure 6. 1: Change in Mean and Median of CEO total pay, and GDP growth rate
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Although the mean of CEO total pay increased from $935,455 in 2010 to $983,342 

in 2011, when the ‘two-strikes’ rule came into effect, this increase was far smaller 

than the increase of the mean in 2010. In comparison to 2011, moreover, the means 

of the increase in CEO total pay were lower in 2012 and 2013. As can be seen, 

changes of mean and median of CEO total pay are consistent with change in GDP 

growth rate until 2011. Interestingly, the growth rate of CEO total pay decreased in 

2012 while the GDP growth rate increased. 

 

For the analysis of CEO total pay components, I categorized firms based on CEO 

total pay quartiles and then calculated the median of CEO pay components in each 

quartile between 2004 and 2013. The median of CEO pay components for firms in 

the first quartile of CEO total pay is presented in Figure 6.2. It shows that at least 

50% of the firms in the first quartile of CEO total pay rewarded CEOs only by base 

salary (which is not a performance-based payment) each year and did not pay a cash 

bonus (short-term performance-based payment) or equity-based pay (long-term 

performance-based payment). Moreover, the median of base salary pay increased 

more in the post-period of the ‘two-strikes’ rule (2011–2013) than in the pre-period 

(2004–2010), where the median climbed from $137,558 in 2010 to $160,000 and 

$180,000 in 2011 and 2012. Interestingly, the median of base salary pay decreased to 

$170,064 in 2013.   
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Figure 6. 2: Pay components in median of CEO total pay for firms in the 1
st
 quartile 

CEO total pay distribution   

 

Figure 6.3 presents the median of CEO pay components for firms in the second 

quartile of CEO total pay. At least half of these firms also paid only a base salary to 

CEOs over the study period. Consistent with firms in first quartile of CEO total pay, 

although the median of CEO base salary increased over time, it grew up more after 

the ‘two-strikes’ rule came into effect in 2011, where it increased to $275,000 and 

$300,000 in 2011, 2012, and 2013 respectively from $252,224 in 2010. The trends 

shown in Figures 6.2 and 6.3 imply that firms in the first and second quartiles of 

CEO total pay increased the growth rate of base salary pay, in spite of decreasing the 

growth rate of CEO total pay in the post-period, as seen in Table 6.13 and Figure 6.1. 
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 Figure 6. 3: Pay components in median of CEO total pay for firms in the 2
nd

 quartile of 

CEO total pay distribution 

 

The median of CEO pay components for firms in the third quartile of CEO total pay 

during the period 2004 to 2013 are presented in Figure 6.4. At least 50% of firms in 

the third quartile of CEO total pay rewarded CEOs only by base salary pay in 2004 

and 2005. However, CEOs of these firms were also rewarded by equity-based 

payments between 2006 and 2013. As seen, the median of CEO equity-based pay 

increased by $17,729 and $33,770 in 2006 and 2007 respectively and then declined 

by $4,390 and $36,225 in 2008 and 2009 because of the GFC.  
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Figure 6. 4: Pay components in median of CEO total pay for firms in the 3rd quartile of 

CEO total pay distribution 

 

Interestingly, half of these firms paid more than $17,500 as a cash bonus to CEOs in 

2011. These observations are not consistent with firms in the first and second 

quartiles.  

 

Figure 6.5 presents the median of CEO pay components for firms in the 76
th

 and 95
th

 

percentiles of CEO total pay. In contrast with firms in the first, second and third 

quartiles of CEO total pay, these firms used both cash bonuses and equity-based pay 

as performance-based payments to remunerate their CEOs. The median of CEO base 

salary, cash bonuses and equity-based pay increased over the study period, except in 

2008 and 2009 when the economic environment was affected by the GFC. 
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Figure 6. 5: Pay components in median of CEO total pay for firms in the 76
th

 and 95
th

 

percentiles of CEO total pay distribution 

 

The medians of base salary and cash bonuses are higher in the post-period than in the 

pre-period of the ‘two-strikes’ rule, where they are $854,379 and $285,125 in 2013, 

compared to $675,876 and $233,634 in 2010, respectively. However, the median of 

CEO equity-based pay is lower in the post-period than in the pre-period, where it is 

$249,117 in 2013 compared to $256,400 in 2007. In addition, firms linked CEO pay 

to cash bonuses as short-term performance-based remuneration (from $233,634 in 

2010 to $285,125 in 2013) more than equity-based pay as long-term performance-

based remuneration (from $192,383 in 2010 to $249,117 in 2013). These 

observations indicate that a proportion of CEO equity-based pay decreased in the 
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post-period of the ‘two-strikes’ rule in firms within the 76
th

 and 95
th

 percentiles of 

CEO total pay. 

 

Comparison of all quartiles of CEO total pay distribution shows that the variation in 

CEO pay structure increases when the level of CEO pay increases. Moreover, firms 

with a higher level of CEO total pay changed the structure of CEO pay in the post-

period of the ‘two-strikes’ rule. 

6.4.2 CEO Base Salary Pay 

Table 6.14 provides a snapshot of the descriptive statistics of CEO base salary pay. 

CEO base salary pay ranges from $0 to $5,817,850. The mean of CEO base salary 

pay increased over the study period from $314,529 in 2004 to $536,696 in 2013.  In 

contrast to the mean level of CEO total pay, the mean level of CEO base salary pay 

is higher in the post-period of the ‘two-strikes’ rule (2011–2013) than it in the pre-

period (2004–2010) ($536,696 in 2013 compared to $447,674 in 2010). It can be 

implied that Australian firms decreased the growth rate of CEO total pay by curbing 

other components of CEO pay rather than CEO base salary pay. While the majority 

of CEOs received a base salary, the CEOs of 120 companies across the ten-year 

sample period received no salary. This is a greater number than Matolcsy’s and 

Wright’s (2007) and Rankin’s (2010) observations. Those CEOs were rewarded by a 

combination of bonus, long-term incentives, and other allowances and benefits. The 

current study examines a different sample of firms, over a longer time period and is 

not limited to large firms.  
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Table 6. 14: Descriptive statistics of CEO base salary pay 

Year N Mean Std. dev Median Max  Min  P25  P75 

2004 552 $314,529 $362,698 $207,522 $3,676,047  $0  $120,500  $346,379 

2005 592 $344,639 $401,217 $225,222 $3,424,751  $0  $137,450  $370,500 

2006 637 $378,101 $478,448 $241,566 $5,817,850  $0  $145,017  $400,000 

2007 718 $401,882 $481,913 $251,790 $5,480,448  $0  $160,550  $421,070 

2008 844 $430,543 $517,604 $275,229 $5,407,653  $0  $171,382  $453,292 

2009 894 $443,555 $530,607 $281,882 $5,000,000  $0  $180,000  $480,358 

2010 939 $447,674 $498,459 $290,539 $5,000,000  $0  $190,082  $500,000 

2011 948 $490,632 $547,976 $322,364 $5,176,995  $0  $208,581  $550,001 

2012 842 $513,953 $515,167 $349,209 $3,346,091  $0  $240,000  $570,588 

2013 800 $536,696 $545,562 $362,618 $3,829,137  $0  $235,854  $626,785 

 

Furthermore, Figure 6.6 displays changes to the mean and median of CEO base 

salary pay. The growth rate of CEO base salary decreased in 2010 where the mean of 

CEO base salary pay increased only $4,119 compared to a $13,012 increase in 2009.  

However, the mean of CEO base salary increased greatly in 2011 ($42,958). The 

growth rate of CEO base salary pay decreased again in following years 

consecutively, while the mean of CEO base salary increased by $23,321 and $22,743 

in 2012 and 2013 respectively. Although the trend of change in CEO base salary is 

consistent with the trend of change in CEO total pay in the years following the ‘two-

strikes’ rule, the reduction of growth rate of CEO base salary pay is less than that of 

CEO total pay. Figure 6.6 also shows the change of GDP growth rate. In contrast to 

the increase of GDP growth rate in 2012, the growth rate of CEO base salary pay 

decreased in 2012. 
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Figure 6. 6: Change in Mean and Median of CEO base salary pay, and GDP growth rate 
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6.4.3 CEO Cash Bonus Pay 

For further analysis, CEO cash bonus as a short-term performance-based payment 

has been considered separately. Table 6.15 specifics the descriptive statistics of CEO 

cash bonus during the period 2004 to 2013. The CEO cash bonus varied 

significantly, ranging from $-140,000 to $27,200,000. Four companies had negative 

cash bonus pay
5
. The highest mean level of CEO cash bonus was $218,142 in 2008. 

This is lower than the mean of $299,297 observed by Chalmers et al. (2006) and the 

highest mean of $375,866 observed by Rankin (2010). Rankin (2010) excluded the 

sample firms that did not pay a cash bonus, and calculated the mean. The trend of 

CEO cash bonus is not consistent with the trend of CEO total pay and CEO base 

salary pay. As seen, while the mean of CEO cash bonus grew from $154,208 in 2009 

to $183,985 in 2010 after a major reduction in 2009 because of the GFC, it decreased 

to $172,442 in 2011 when the ‘two-strikes rule took effect and Australian firms faced 

a potential ‘strike’ by the ‘two-strikes’ rule. Although the mean level of CEO cash 

bonus increased from $172,442 in 2011 to $173,109 in 2012, it decreased sharply to 

$159,290 in 2013.  

 

 

 

 

 

 

 

                                                 
5
 Negative cash bonus arises when amounts were accrued in a prior year but not paid in the current 

year as the re-structure was not completed. 
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Table 6. 15: Descriptive statistics of CEO cash bonus pay 

Year N Mean Std. dev Median Max Min  P25  P75 

2004 552 $137,802 $523,468 $0 $9,158,280 $0  $0  $55,015 

2005 592 $176,922 $711,584 $0 $12,300,000 $0  $0  $74,625 

2006 637 $171,368 $742,380 $0 $15,800,000 $0  $0  $92,400 

2007 718 $209,843 $1,027,594 $0 $23,200,000 $0  $0  $93,500 

2008 844 $218,142 $1,154,364 $0 $27,200,000 $0  $0  $100,000 

2009 894 $154,208 $538,222 $0 $6,475,000 -$1,887  $0  $50,000 

2010 939 $183,985 $550,991 $0 $7,649,513 $0  $0  $102,149 

2011 948 $172,442 $468,783 $0 $7,360,000 -$140,000  $0  $129,890 

2012 842 $173,109 $442,575 $0 $4,163,000 -$24,753  $0  $109,450 

2013 800 $159,290 $395,668 $0 $3,257,745 $0  $0  $109,188 

 

 

Figure 6.7 presents the changes in CEO cash bonus mean and median over the study 

period from 2004 to 2013. The trend of change in CEO cash bonus is different from 

the trend of change in both CEO total and base salary pay between 2010 and 2013. 

The mean of CEO cash bonus dropped $41,320 in 2011, when the ‘two-strikes’ rule 

came into effect, compared to 2010 while the mean of CEO total and CEO base 

salary pay climbed by $27,069 and $38,839 respectively. These changes indicate that 

Australian firms decreased the level of short-term performance-based payments (cash 

bonus) in spite of increasing the level of CEO total pay. 
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Figure 6. 7: Change in Mean and Median of CEO cash bonus, and GDP growth rate 
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Indeed, they rewarded CEOs by base salary pay rather than cash bonus pay. The 

mean of CEO cash bonus increased by $12,210 in 2012 while it declined again by 

$14,486 in 2013. Figure 6.7 also compares change of mean and median of CEO cash 

bonus to change of GDP growth rate. In contrast to the increase of GDP growth rate 

in 2011, the growth rate of the CEO cash bonus mean decreased. 

6.4.4 CEO Equity-Based Pay 

The descriptive statistics of CEO equity-based remuneration are reported in Table 

6.16. CEO equity-based pay is measured as the value of shares and options reported 

in the notes to the financial statements. Calculating the value of options by the Black-

Scholes formula is complicated and difficult. Section 300A of the Corporations Act 

requires firms to detail the nature and amount of each element of the remuneration 

received, including the value of shares issued and the value of options granted. 

Moreover, Rankin (2006) argues that valuations provided in company reports, as a 

requirement of the released AASB2 Share-based Payment, are likely to provide a 

more accurate measure of option values than those calculated using an option pricing 

model such as that provided by Black and Scholes. 

  

Thus, the current study relies upon firm-generated valuations of options presented in 

annual reports. The CEO equity-based pay ranged from $-2,891,623
6
 to $10,700,000. 

The mean of CEO equity-based pay varied between $88,412 and $227,651. These 

figures are lower than those observed by Chalmers et al (2006) ($397,941) and 

Rankin (2010) (from $237,116 in 2006 to $387,855 in 2009).  

 

                                                 
6
 Negative equity-based payments arise when firms revise amounts recognised as remuneration in 

prior years due to employee forfeiture of rights prior to vesting (Rankin, 2010). 
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Table 6. 16: Descriptive statistics of CEO equity pay 

Year N  Mean Std. dev Median Max  Min P25 P75 

2004 552  $88,412 $383,004 $0 $6,317,717  $0 $0 $22,825 

2005 592  $94,366 $314,213 $0 $3,643,856  -$49,000 $0 $45,577 

2006 637  $147,299 $497,802 $0 $6,276,706  -$2,891,623 $0 $100,000 

2007 718  $227,651 $771,246 $0 $10,500,000  -$354,193 $0 $154,000 

2008 844  $220,954 $688,659 $2,989 $9,306,769  -$1,877,000 $0 $144,150 

2009 894  $173,204 $575,488 $0 $6,167,022  -$1,689,829 $0 $88,299 

2010 939  $209,488 $642,298 $0 $9,187,539  -$1,429,996 $0 $119,850 

2011 948  $218,932 $623,068 $0 $6,453,938  -$947,404 $0 $138,646 

2012 842  $224,176 $644,039 $0 $5,336,989  -$662,000 $0 $137,741 

2013 800  $220,328 $735,030 $0 $10,700,000  -$589,434 $0 $149,181 

 

 

The mean of Rankin’s study is based on a subsample of firms that pay long-term 

incentives to CEOs, while in this thesis I did not exclude firms that do not pay 

equity-based pay to CEOs. Although the mean of CEO equity-based pay increased 

from $209,488 in 2010 to $218,932 in 2011, its growth rate declined. As observed 

before, the growth rate of CEO base salary and total pay increased in 2011 while the 

growth rate of CEO cash bonus decreased. Thus, the trend of CEO equity-based pay 

is consistent with that of CEO cash bonus pay but inconsistent with those of CEO 

base salary and total pay in 2011. These results show that the mean level of CEO 

total pay increased by increasing non-performance-based payments (base salary) and 

curbing performance-based payments (cash bonus and equity-based pay). Moreover, 
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the mean of CEO equity-based pay grew by only $5,244 in 2012 compared to 2011 

and even reduced by $3,848 in 2013.  

 

Changes in mean and median of CEO equity-based pay with changes of GDP growth 

rate are described by Figure 6.8. This figure shows that the growth rate of CEO 

equity-based pay went down after 2010 while GDP growth rate increased. Consistent 

with above discussion, this figure also indicates that the trend of change in mean of 

CEO equity-based pay is different from the change in CEO base salary and total pay 

in 2011.   
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Figure 6. 8: Change in Mean and Median of CEO equity-based pay, and GDP growth rate 
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6.4.5 Distribution of CEO Pay Components 

Table 6.17 presents the mean of the proportion of total pay in each of the CEO pay 

components between 2004 and 2013. The base salary contributed between 39.75% 

and 52.16% to CEO total pay over the ten-year period of study from 2004 to 2013. 

This contribution is lower than the salary contribution of between 62% and 66% to 

CEO total pay observed by Rankin (2010). My observed proportion aligns more 

closely with Matolcsy and Wright’s (2007) ‘cash’ group in the Manufacturing 

industry, where the mean percentage of total remuneration is 54%. Table 6.17 

indicates that the distribution of both short-term and long-term performance-based 

payments is between 32.86% and 43.27%. 

  

Table 6. 17: Proportion of CEO pay components 

Year 
No. 

Firms 

Base 

salary pay 

to total 

pay 

Bonus 

pay to 

total pay 

Equity pay 

to total pay 

Performance-

based pay to total 

pay (bonus + 

equity) 

2004 552 45.69% 20.02% 12.84% 32.86% 

2005 592 44.84% 23.02% 12.28% 35.30% 

2006 637 42.85% 19.42% 16.69% 36.11% 

2007 718 39.75% 20.76% 22.52% 43.27% 

2008 844 41.95% 21.25% 21.53% 42.78% 

2009 894 48.50% 16.86% 18.94% 35.80% 

2010 939 47.86% 19.67% 22.39% 42.06% 

2011 948 49.89% 17.54% 22.26% 39.80% 

2012 842 50.86% 17.13% 22.18% 39.31% 

2013 800 52.16% 15.48% 21.41% 36.89% 
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The proportions of non-performance-based pay (base salary pay) are higher than 

those of performance-based pay each year, except in 2007 and 2008. Moreover, the 

proportion of base salary pay increased from 47.86% in 2010 to 52.16% in 2013 

while the performance-based pay proportion reduced from 42.06% to 36.89% in the 

same time. Figure 6.9 shows the trend of ratios of CEO pay components to CEO total 

pay and GDP growth rate. As discussed above, in the graph, the line showing the 

ratio of CEO base salary to CEO total pay climbed after 2010, while the line showing 

the ratio of CEO performance-based payments to total pay dropped. In addition, 

although the line representing each CEO cash bonus and CEO equity-based pay 

declined from 2010 to 2013, the decrease of CEO cash bonus pay – as a short-term 

performance-based payment – is more than the equity-based pay as a long-term 

performance-based payment. Overall, observations from Table 6.17 and Figure 6.9 

imply that Australian firms changed the structure of CEO remuneration in the post-

period (2011–2013) of the ‘two-strikes’ rule by increasing base salary pay and 

curbing short-term and long-term performance-based payments. 
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Figure 6. 9: The ratio of CEO pay components to CEO total pay 
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6.4.6 CEO Pay and Firm Size  

The level and structure of CEO pay based on firm size is analysed in this section. I 

used market capitalisation (MKTCAP) as a proxy of firm size. Figure 6.10 shows the 

median of CEO pay components for firms in the first quartile of firm size 

(MKTCAP) during the study period between 2004 and 2013. As can be seen, at least 

50% of the smallest firms paid only base salary to CEOs over time. The median level 

of CEO base salary increased over time, except that it declined from $170,000 in 

2005 to $147,757 in 2006. The greatest increase in median level of CEO base salary 

happened in 2011 and 2012.  

 

 

Figure 6. 10: Pay components in median of CEO total pay for firms in the 1
st
 quartile of 

firm size (market capitalisation) 
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Furthermore, the median level of CEO base salary is lower in the pre-period than in 

the post-period of the ‘two-strikes’ rule ($180,700 in 2010 compared to $ 222,950 in 

2012). Based on these observations, it can be inferred that the smallest firms 

increased the median level of CEO base salary pay in the post-period of the ‘two-

strikes’ rule (2011–2013).  

 

The median of CEO pay components for firms in the second quartile of firm size 

(MKTCAP) over the period 2004 to 2013 are reported in Figure 6.11. Consistent 

with firms in the first quartile of firm size, at least half the firms in the second 

quartile of firm size also did not pay a cash bonus or equity-based payment to the 

CEOs. This figure indicates that the median level of base salary increased with the 

increase of firm size. 

  

 

Figure 6. 11: Pay components in median of CEO total pay for firms in 2
nd

 quartile of 

firm size (market capitalisation) 
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Moreover, firms in the second quartile of firm size increased the median level of 

CEO base salary over time with a significant growth in 2011 and 2012, where they 

paid up to $264,050 and $296,239 respectively. This trend shows that firms in the 

second quartile of firm size increased the level of CEO base salary after the ‘two-

strikes’ rule took effect in 2011. 

 

Figure 6.12 presents the median of CEO pay components for firms in the third 

quartile of firm size (MKTCAP) during the period 2004 to 2013. At least 50% of 

third quartile firms rewarded the CEOs mainly by base salary. Although the median 

level of CEO base salary increased over the study period, most growth occurred in 

the post-period of the ‘two-strikes’ rule, where the median level of CEO base salary 

increased by $109,969 ($350,000 in 2010 compared to $459,969 in 2013). In contrast 

to the first and second quartiles firms, third quartile firms linked CEO pay to 

performance by using equity-based payments in three years. Specifically, they 

employed equity-based payment when the ‘two-strikes’ rule was passed into 

legislation in 2011, and in the following year. The median level of CEO equity-based 

payments was $13,245 and $23,171 in 2011 and 2012 respectively.      
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Figure 6. 12: Pay components in median of CEO total pay for firms in 3
rd

 quartile of 

firm size (market capitalisation) 
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Figure 6. 13: Pay components in median of CEO total pay for firms in the 76
th

 and 95
th

 

percentiles of firm size (market capitalisation) 
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level of CEO pay and the components of CEO pay. As correlations show in Table 

6.18, the results of Figures 6.14 and 6.15 are confirmed. The CEO total pay and all 

individual components of CEO pay are significantly associated with both proxies of 

firm size (market capitalisation and total assets) at the 1% level. 

 

 

Figure 6. 14: Level of CEO pay components by firm size (market capitalisation) 
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Figure 6. 15: Level of CEO pay components by firm size (total assets) 
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6.4.7 CEO Pay and Industry Classification 

This section provides an analysis for the level and structure of CEO pay based on 

industry classification. Firms in the sample were classified into four industry 

categories: Material and Energy, Industrials, Financials and Other. This classification 

is similar to those used in prior studies by Matolcsy and Wright (2007) and Rankin 

(2010). Figure 6.16 illustrates the median level of CEO pay components in Material 

and Energy industries from 2004 to 2013. As seen, at least 50% of Material and 

Energy firms did not pay any cash bonus and equity-based payment and only 

remunerated the CEOs by base salary pay in all years except 2012 where the median 

level of CEO equity-based payment is $3,313.  

 

 

Figure 6. 16: Pay components in median of CEO total pay for firms in Material & 

Energy industries 
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While the median level of CEO base salary increased over time, it climbed 

considerably in 2007 when the economic environment had produced strong growth. 

It increased significantly again in 2011 and 2012 when the ‘two-strikes’ rule came 

into effect ($263,881 in 2011 and $300,000 in 2012 compared to $238,178 in 2010). 

 

The median level of CEO pay components for Industrials firms between 2004 and 

2013 is reported in Figure 6.17. Consistent with Material and Energy firms, at least 

half of Industrials firms mainly rewarded the CEOs by base salary pay during the 

study period. An increasing trend can be seen in the median level of CEO base salary 

that peaked in 2013 by $540,114. The greatest increase in the median level of CEO 

pay was observed in the post-period of the ‘two-strikes’ rule where it increased from 

$443,511 in 2010 to $500,000 and $542,579 in 2011 and 2012 respectively. 

Industrial firms increased the level of CEO pay by paying greater base salaries in 

2011and 2013. However, they increased this level by changing the structure of CEO 

pay and increasing all components in 2012.      
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Figure 6. 17: Pay components in median of CEO total pay for firms in Industrials 

industry 
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Figure 6. 18: Pay components in median of CEO total pay for firms in Financials 

industry 
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Figure 6. 19: Pay components in median of CEO total pay for firms in Other industries 
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Figure 6. 20: Level and composition of CEO pay by industry classification 
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6.5 Results related to Third Research Question (The Impact of the 

‘Two-Strikes’ Rule on the Level and Structure of CEO 

Remuneration and the Sensitivity of Pay to Performance) 

The results of the OLS regression that relate to the effect of the ‘two-strikes’ rule on 

the level and structure of CEO pay and the sensitivity of pay to performance are 

presented in this section. First, the section provides descriptive statistics related to 

the third research question, including descriptive statistics for dependent and 

independent variables of the pre- and post-‘two-strikes’ rule periods, and univariate 

tests, and correlation matrix results. The second part presents and discusses the 

results of multiple regression analysis. Finally, evidence is provided on the validity 

and robustness of the results. 

6.5.1 Descriptive Results of Third Research Question  

6.5.1.1 Descriptive Statistics and Univariate Tests 

This section presents descriptive statistics and univariate tests for the dependent and 

independent variables which were used in regression analysis of the third research 

question. The differences between the pre-period (2004–2010) and post-period 

(2011–2013) of the ‘two-strike’ rule are presented using the parametric t-test. This 

test examines whether there is a significant difference between the mean scores of 

the 2680 firm-year observations in the pre-period and the 1242 firm-year 

observations in the post-period. In addition, the Wilcoxon rank sum test (non-

parametric test) is used to examine whether significant differences in medians exist 

between pre- and post-periods. 
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Table 6.19 shows that the mean (median) of natural logarithm of CEO total pay 

(LNTREMU) is 12.85 (12.82) in the pre-period, and 13.08 (13.07) in the post-period. 

It can be seen that firms have higher mean (median) CEO total pay in the post-period 

of the ‘two-strikes’ rule as compared with that of the pre-period, and that the 

difference is statistically significant at the 1% level
7
 (t-statistic = -8.27, z-statistic = -

9.96). The table shows that the mean of the positive industry-adjusted shareholders 

return (POSINDADJRET) is significantly (at the 1% level) lower in the post-period 

than it was in the pre-period (0.28 compared to 0.40). However, the mean (median) 

of the negative industry-adjusted shareholder return (NEGINDADJRET) is less in 

the post-period (mean = -0.28, median = -0.17) than it was in the pre-period (mean = 

-0.50, median = -0.28) and the difference is statistically significant at the 1% level (t-

statistic = -17.25, z-statistic = -10.84). These results imply that firms with negative 

industry-adjusted shareholder return improved their market performance following 

the ‘two-strikes’ rule. 

 

Table 6.19 also indicates that the mean and the median of the positive industry-

adjusted return on assets (POSINDADJROA) are significantly higher in the post-

period (mean = 0.33, median = 0.29) as compared with those in the pre-period (mean 

= 0.20, median = 0.15) at the 1% level (t-statistic = -22.52, z-statistic = -21.76). 

Although the mean of the negative industry-adjusted return on assets 

(NEGINDADJROA) is higher in the post-period than it is in the pre-period, the 

difference is not statistically significant. 

                                                 
7
 All tests in this thesis are two-tailed 
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Table 6. 19: Descriptive Statistics & Univariate Tests 

 
Pre-period (2004–2010), 

(N=2680) 

Post-period (2011–2013), 

(N=1242) 
Pre-period vs. post-period 

Variable Mean Median Mean Median Mean (t-test) Median (Wilcoxon) 

     
Difference t-statistic Difference  z-statistic 

LNTREMU 12.85 12.82 13.08 13.07 -0.22 -8.27*** -0.25  -9.96*** 

POSINDADJRET 0.40 0.00 0.28 0.00 0.12 3.98*** 0.00  0.81 

NEGINDADJRET -0.50 -0.28 -0.28 -0.17 -0.22 -17.25*** -0.11  -10.84*** 

MEANINDRET 0.43 0.27 0.05 0.00 0.39 30.03*** 0.27  26.31*** 

POSINDADJROA 0.20 0.15 0.33 0.29 -0.13 -22.52*** -0.14  -21.76*** 

NEGINDADJROA -0.13 0.00 -0.12 0.00 -0.01 -1.05 0.00  -3.73*** 

MEANINDROA -0.23 -0.25 -0.41 -0.37 0.17 28.36*** 0.11  31.58*** 

LNLAGSALE 15.41 15.67 15.65 15.67 -0.24 -2.59*** 0.00  -2.48** 

LAGMKTBK 2.48 1.68 1.97 1.24 0.51 9.96*** 0.43  1.66*** 

LAGCEOOWN 0.065 0.014 0.056 0.009 0.008 2.67*** 0.004  1.89* 

Table 6.19 reports summary statistics and results of t-test and Wilcoxon rank-sum test for the main variables in regression analyses. To ensure consistency in the sample 

composition over time, each firm must have complete data in at least 1 year in both the pre- (2004–2010) and post- (2011–2013) ‘two-strikes’ periods. Variable definitions: 

LNTREMU is the natural logarithm of CEO total pay, POSINDADJRET is the difference between Raw returns and Industry returns if positive, and 0 otherwise; 

NEGINDADJRET is the difference between Raw returns and Industry returns if negative, and 0 otherwise; MEANINDRET is mean Raw returns for all firms in the same industry 

code; POSINDADJROA is the difference between ROA and Industry ROA if positive, and 0 otherwise; NEGINDADJROA is the difference between ROA and Industry ROA if 

negative, and 0 otherwise; MEANINDROA is mean ROA for all firms in the same industry code, LNLAGSALE is the natural logarithm of lagged annual revenues, 

LAGMKTBK is the lagged ratio of market to the book value of equity, LAGCEOOWN is the lagged percentage of the firm’s equity held by the CEO. *, **, *** indicate 

statistical significance at the 0.10, 0.05, and 0.01 levels, respectively (based on a two-tailed test). 
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Moreover, firms have a higher mean of the natural logarithm of lagged sale in the 

post-‘two-strikes’ rule period (mean = 15.65) as compared with the pre-‘two-strikes’ 

rule period (mean = 15.41) and the difference is statistically significant at the 1% 

level. Results in Table 6.19 indicate that the mean and the median of lagged market-

to-book ratio is significantly lower in the post- ‘two-strikes’ rule period as compared 

with the pre-‘two-strikes’ rule period (at the 1% level). In addition, tests show that 

the mean and the median of lagged CEO ownership of pre-‘two-strikes’ rule are 

higher than those in the post-‘two-strikes’ rule period at 1% and 10% levels, 

respectively. 

6.5.1.2 Correlation Matrix Results  

Table 6.20 reports Pearson’s bivariate correlation matrix of CEO total pay as a 

dependent variable and all of the independent variables except POST and TREND 

variables. In Table 6.20, among market and accounting performance variables, the 

negative industry-adjusted shareholder returns (NEGINDADJRET) (r = 0.06), the 

positive industry-adjusted ROA (POSINDADJROA) (r = 0.15), the negative 

industry-adjusted ROA (NEGINDADJROA) (r = 0.16), and mean industry ROA 

(MEANINDROA) (r = 0.07) are positively correlated with CEO total pay 

(LNTREMU) at the 5% or better level. However, there is a significant negative 

correlation between the positive industry-adjusted shareholder returns 

(POSINDADJRET) (r = -0.05) and CEO total pay (LNTREMU) at the 5% or better 

level. Furthermore, CEO’s total pay (LNTREMU) is positively correlated with firm 

size (LNLAGSALE) (r = 0.56) measured as the natural log of lagged total revenue 

and the market-to-book ratio (LAGMKTBK) (r = 0.05), while it is negatively related 

to CEO ownership (LAGCEOOWN) (r = -0.29). These results suggest that CEO’s 
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Table 6. 20: Correlation Matrix Among Dependent & Independent Variables: RQ3 

  Variable 1 2 3 4 5 6 7 8 9 10 

1 LNTREMU 1 
        

  

2 POSINDADJRET -0.05 1 
       

  

3 NEGINDADJRET 0.06 0.21 1 
      

  

4 MEANINDRET -0.02 -0.03 -0.71 1 
     

  

5 POSINDADJROA 0.15 -0.01 0.16 -0.18 1 
    

  

6 NEGINDADJROA 0.16 -0.01 0.07 -0.01 0.25 1 
   

  

7 MEANINDROA 0.07 -0.01 -0.19 0.35 -0.64 0.03 1 
  

  

8 LNLAGSALE 0.56 -0.07 0.08 0.04 0.21 0.21 0.23 1 
 

  

9 LAGMKTBK 0.05 0.00 -0.03 -0.01 -0.01 -0.11 -0.07 -0.08 1   

10 LAGCEOOWN -0.29 -0.03 -0.03 0.05 -0.01 0.01 0.1 -0.05 -0.02 1 
Table 6.20 shows a Pearson pair-wise correlation matrix. The sample consists of 3963 firm-year observations between 2004 and 2013. Bold texts indicate statistical significance at the 5% level or better. 

Variable definitions: LNTREMU is the natural logarithm of CEO total pay, POSINDADJRET is the difference between Raw returns and Industry returns if positive, and 0 otherwise; NEGINDADJRET is 

the difference between Raw returns and Industry returns if negative, and 0 otherwise; MEANINDRET is mean Raw returns for all firms in the same industry code; POSINDADJROA is the difference 

between ROA and Industry ROA if positive, and 0 otherwise; NEGINDADJROA is the difference between ROA and Industry ROA if negative, and 0 otherwise; MEANINDROA is mean ROA for all firms 

in the same industry code, LNLAGSALE is the natural logarithm of lagged annual revenues, LAGMKTBK is the lagged ratio of market-to-book value of equity, LAGCEOOWN is the lagged percentage of 

the firm’s equity held by the CEO. 
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total pay is sensitive to poor and strong market and accounting performance. In 

addition, larger firms, high-growth firms and firms with lower levels of CEO 

ownership pay more to their CEOs. Table 6.20 also presents a number of associations 

between the independent variables. Notably, the negative industry-adjusted 

shareholder return (NEGINDADJRET) is significantly negatively associated with the 

mean industry shareholder returns (MEANINDRET) (r = -0.71) at the 5% or better 

level. The positive industry-adjusted ROA (POSINDADJROA) is also negatively 

correlated with mean industry ROA (MEANINDROA) (r = -0.64) at the 5% or better 

level of significance.  

 

These correlations exist because of adjustments to shareholder returns and return on 

assets by mean industry returns. All other correlations are equal to or less than 0.35. 

The existence of multiple correlations between the independent variables may 

introduce a multicollinearity problem. As all of the correlations are below 0.8, it is 

unlikely that the multicollinearity bias is material (Hinton, Brownlow, McMurray, & 

Cozens, 2004). In addition, collinear diagnostics show that the average of the 

variance inflation factor (VIF) is 1.8 for all independent variables, suggesting that 

although multicollinearity is present, its level is not likely to disturb the direction of 

coefficients in a regression estimation model. 

6.5.2 Empirical Results 

This section discusses the results of the empirical analysis for the impact of the ‘two-

strikes’ rule on the level of CEO remuneration, and the sensitivity of pay to 

performance. To investigate this impact, I have used the panel regression models 

developed in Chapter 5. It is hypothesised that the level of CEO remuneration has a 
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decrease (H11), and the sensitivity of pay to performance has increased (H12) after 

the ‘two-strikes’ rule came into effect in 2011. Ferri and Maber (2013) argue that to 

assess the effect of SOP on CEO remuneration, it is necessary to control for 

economic determinants of CEO pay. Thus, I regressed CEO pay on its economic 

determinants before and after the ‘two-strikes’ rule. 

 

As mentioned in Chapter 5, Park (2011) argues that the main issue of panel data 

modelling is how to deal with problems of observed and unobserved heterogeneity as 

well as their sources. Kennedy (2008) proposes that an investigation should always 

be conducted before a panel estimation technique is adopted. I therefore carried out a 

number of diagnostic tests to select a suitable estimating technique. First, using the 

Breusch and Pagan (1980) Lagrange multiplier test (LM), I examined whether any of 

the individual or time specific variance components are equal to zero. The LM test 

rejected the null hypothesis of no random effect in the data. This means that a 

random effects model is better able to deal with this heterogeneity than pooled OLS. 

Second, the null hypothesis of an F-test is also rejected across all of the models, 

meaning that at least one dummy parameter is not equal to zero. This indicates 

significant fixed-effects and warrants the use of a fixed effect model over pooled 

OLS. Thus, the Hausman test is run to inform the choice of either fixed or random-

effects. The Hausman test rejected the null hypothesis that individual effects are 

uncorrelated with other regressors, leading to the adoption of a fixed-effects model. 

However, I also report the results of Random-Effects and OLS panel regression to 

show robustness and validity of the results. 
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Table 6.21 presents the results of the Fixed-Effects, Random effects and OLS panel 

regression analyses for the determinants of CEO remuneration in the pre- and post-

period of the ‘two-strikes’ rule (model (9)). As stated, based on LM and Hausman 

tests, I rely on the results of fixed effects panel regression. The dependent variable is 

the natural logarithm of CEO total pay (LNTREMU). I run a single regression with 

all independent variables included as the main effect, and then interact with POST, 

so that the coefficients on the main effect are captured in the pre-period, and the sum 

of the coefficients on the main effect and the interaction with POST capture the 

effect in the post-period. With this approach, the interaction with POST directly tells 

whether the coefficients differ between pre- and post- periods. For expositional 

purposes, I report the results as if they were separate regressions. The differences: 

Post-Pre column shows the test for differences in coefficients across the two periods. 

My main focus is on this column in interpreting the results.  
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Table 6. 21: Results of Model (9) – Ln (CEO total pay) 

Variable definitions: LNTREMU is the natural logarithm of CEO total pay, Post is equal to 1 for observations in the period 2011–2013 (post-‘two-strike’ rule) and 0 for observations in the period 2004–2010 (pre-‘two-strike’ rule). TREND 

defined as the fiscal year minus 2003 (2010) for observations from the pre (post-) the ‘two-strikes’ period. POSINDADJRET is the difference between Raw returns and Industry returns if positive, and 0 otherwise; NEGINDADJRET is the 

difference between Raw returns and Industry returns if negative, and 0 otherwise; MEANINDRET is mean Raw returns for all firms in the same industry code; POSINDADJROA is the difference between ROA and Industry ROA if positive, 
and 0 otherwise; NEGINDADJROA is the difference between ROA and Industry ROA if negative, and 0 otherwise; MEANINDROA is mean ROA for all firms in the same industry code, LNLAGSALE is the natural logarithm of lagged 

annual revenues, LAGMKTBK is the lagged ratio of market to the book value of equity, LAGCEOOWN is the lagged percentage of the firm’s equity held by the CEO. *, **, *** indicate statistical significance at the 0.10, 0.05, and 0.01 

levels, respectively (based on a two-tailed test). P-values, reported in parentheses, are based on heteroskedasticity-adjusted standard errors clustered by firm. 

 
Fixed Effects Random Effects OLS 

Variables Pre-period Post-period 
Difference: 

Post-Pre 
Pre-period Post-period 

Difference: 

Post-Pre 
Pre-period Post-period 

Difference: 

Post-Pre 

POST 
 

0.514***    0.514*** 
 

0.372** 0.372** 
 

0.333 0.333 

  
(0.005) (0.005) 

 
(0.045) (0.045) 

 
(0.137) (0.137) 

TREND 0.080*** 0.114*** 0.034   0.068***   0.101*** 0.033   0.059***    0.004*** 0.055** 

 
(0.000) (0.000) (0.125) (0.000) (0.000) (0.145) (0.000) (0.000) (0.036) 

POSINDADJRET 0.003 0.011 0.009 0.003 0.014 0.011 -0.002 0.017 0.019 

 
(0.843) (0.523) (0.424) (0.832) (0.424) (0.322) (0.886) (0.478) (0.300) 

NEGINDADJRET -0.009 0.107 0.116 0.019 0.151 0.132 0.085** 0.167 0.082 

 
(0.771) (0.249) (0.171) (0.560) (0.102) (0.118) (0.036) (0.147) (0.428) 

MEANINDRET 0.005 -0.005 -0.010 0.031 0.056 0.025 0.089** 0.102 0.013 

 
(0.879) (0.956) (0.901) (0.355) (0.521) (0.753) (0.026) 0.299 (0.883) 

POSINDADJROA 0.250* 0.42* 0.170 0.374*** 0.576*** 0.202 0.046 0.020 -0.026 

 
(0.061) (0.052) (0.253) (0.003) (0.006) (0.192) (0.788) (0.945) (0.893) 

NEGINDADJROA 0.009 0.078 0.069 0.037 0.134* 0.096* 0.101** 0.26** 0.159* 

 
(0.824) (0.279) (0.177) (0.362) (0.059) (0.059) (0.047) (0.015) (0.061) 

MEANINDROA 0.248* 0.361* 0.113   0.384*** 0.569*** 0.185 0.153 0.218 0.065 

 
(0.051) (0.088) (0.434) (0.001) (0.006) (0.210) (0.338) (0.414) (0.723) 

LNLAGSALE 0.045*** 0.092*** 0.046*** 0.107*** 0.219*** 0.112*** 0.196*** 0.393*** 0.197*** 

 
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 

LAGMKTBK 0.030*** 0.076*** 0.047*** 0.036*** 0.084*** 0.048*** 0.051*** 0.111*** 0.061*** 

 
(0.000) (0.000) (0.001) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 

LAGCEOOWN -1.079*** -1.907*** -0.828** -1.964*** -3.686*** -1.722*** -2.688*** -5.56*** -2.872*** 

 
(0.002) (0.007) (0.044) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 

Industry-fixed effects Included Included Included 

Adjusted R-square 14.48 0.13 0.46 

N 3922 3922 3922 
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The fixed effects model has an adjusted R
2
 of 14.48%. Table 6.21 reveals the 

coefficient on POST is significant (p = 0.005), suggesting the existence of a one-

time, performance-independent shift in the level of CEO pay. In addition, the 

difference of coefficients of TREND is not statistically significant (p = 0.125), 

suggesting that there is no general increase in CEO total pay after controlling for 

economic determinants of the CEO pay level. 

 

In the fixed effects model, the coefficients of positive industry-adjusted ROA 

(POSINDADJROA) are positive and significant in both pre- and post-periods, but 

the difference between them is not significant (p = 0.253). The coefficients of 

negative industry-adjusted shareholder return (NEGINDADJRET) and negative 

industry-adjusted ROA (NEGINDADJROA) are not significant in both pre- and 

post-periods. In addition, the coefficients of the positive industry-adjusted 

shareholder returns (POSINDADJRET) and their differences are not statistically 

significant. These results show that the sensitivity of CEO pay to performance does 

not change in the presence of either strong or poor performance after the introduction 

of the ‘two-strikes’ rule.  

 

These findings are in contrast with those of Ferri and Maber (2013) in the UK 

setting. They found that the sensitivity of CEO pay to poor performance increased in 

UK firms after the introduction of the Directors’ Remuneration Report Regulations 

in 2002. They argue that one interpretation of their finding is that the introduction of 

SOP results in greater accountability for poor performance, consistent with calls to 

eliminate rewards for failure. With respect to the other variables, as expected and 
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consistent with prior studies (e.g., Core et al., 1999, 2003; Jensen & Murphy, 1990; 

Murphy, 1985; Rosen, 1992) CEO total pay is significantly and positively related to 

firm size (LNLAGSALE) and firm growth (LAGMKTBK) in both pre- and post- 

‘two-strikes’ rule periods. The mean industry shareholder returns (MEANINDRET) 

is not significant in either pre- or post-period. However, the mean industry ROA 

(MEANINDROA) is positive and significant in both periods. 

 

Ferri and Maber (2013) emphasize that the analysis of CEO cash pay is a more 

powerful test of the effect of SOP on the sensitivity of CEO pay to performance 

compared to the analysis of CEO total pay. They list several reasons to support this 

view. First, two-thirds of CEO total remuneration in UK firms consists of cash pay. 

Second, realized cash pay and realized operating performance are directly linked to 

each other because cash-based bonus plans are based on firm performance. This 

allows for a powerful empirical analysis (e.g., Dechow et al., 1994; Gaver & Gaver, 

1998; Murphy, 1999). Third, most studies find no relation between the value of 

equity grants and realized performance (e.g., Baber, Janakiraman, & Kang, 1996; 

Core & Guay, 1999; Yermack, 1995). 

 

Consistent with the UK context, CEO cash pay is also relevant in the Australian 

setting%As can be seen in Table 6.17, CEO cash pay (salary + bonus) represents at 

least two-thirds of CEO total pay of Australian firms in each year during the study 

period. Thus, I replace CEO total pay with CEO cash pay as the dependent variable 

and re-estimate model (9a). The results are presented in Table 6.22. 
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Variable definitions: LNCASHPAY is the natural logarithm of CEO cash pay, Post is equal to 1 for observations in the period 2011–2013 (post-‘two-strike’ rule) and 0 for observations in the period 2004–2010 

(pre-‘two-strike’ rule). TREND defined as the fiscal year minus 2003 (2010) for observations from the pre (post-) the ‘two-strikes’ period. POSINDADJRET is the difference between Raw returns and Industry 

returns if positive, and 0 otherwise; NEGINDADJRET is the difference between Raw returns and Industry returns if negative, and 0 otherwise; MEANINDRET is mean Raw returns for all firms in the same 

industry code; POSINDADJROA is the difference between ROA and Industry ROA if positive, and 0 otherwise; NEGINDADJROA is the difference between ROA and Industry ROA if negative, and 0 

otherwise; MEANINDROA is mean ROA for all firms in the same industry code, LNLAGSALE is the natural logarithm of lagged annual revenues, LAGMKTBK is the lagged ratio of market to the book value 

of equity, LAGCEOOWN is the lagged percentage of the firm’s equity held by the CEO. *, **, *** indicate statistical significance at the 0.10, 0.05, and 0.01 levels, respectively (based on a two-tailed test). P-

values, reported in parentheses, are based on heteroskedasticity-adjusted standard errors clustered by firm. 

 
Table 6. 22: Results of Model (9a) - Ln (CEO cash pay) 

 
 Fixed Effects  

 
 Random Effects  

 
  OLS  

 
Pre-

period 
Post-period 

Difference: 

Post-Pre  
Pre-period Post-period 

Difference: 

Post-Pre  
 Pre-period  Post-period 

Difference: 

Post-Pre 

POST 
 

1.702*** 1.702*** 
  

1.487*** 1.487*** 
 

 
 

 1.267*** 1.267*** 

  
(0.000) (0.000) 

  
(0.001) (0.001) 

 
 

 
 (0.009) (0.009) 

TREND 0.130*** 0.128*** -0.002 
 

0.110*** 0.112** -0.002 
 

 0.092***  0.126** 0.034 

 
(0.000) (0.007) (0.969) 

 
(0.000) (0.022) (0.967) 

 
 (0.000)  (0.023) (0.509) 

POSINDADJRET 0.014 0.003 -0.011 
 

0.013 0.012 -0.001 
 

 -0.001  0.025 0.026* 

 
(0.724) (0.941) (0.329) 

 
(0.717) (0.756) (0.906) 

 
 (0.977)  (0.526) (0.088) 

NEGINDADJRET -0.059 0.425* 0.484** 
 

-0.036 0.467** 0.503** 
 

 -0.007  0.368 0.376* 

 
(0.468) (0.063) (0.021) 

 
(0.657) (0.038) (0.015) 

 
 (0.938)  (0.135) (0.088) 

MEANINDRET -0.074 0.012 0.086 
 

-0.05 0.077 0.127 
 

 -0.020  0.063 0.083 

 
(0.304) (0.945) (0.570) 

 
(0.492) (0.651) (0.398) 

 
 (0.815)  (0.734) (0.609) 

POSINDADJROA -0.081 0.106 0.187 
 

0.150 0.413 0.263 
 

 -0.011  0.069 0.080 

 
(0.797) (0.834) (0.583) 

 
(0.605) (0.366) (0.414) 

 
 (0.975)  (0.886) (0.812) 

NEGINDADJROA 0.189 0.201 0.012 
 

0.239* 0.323 0.085 
 

 0.330**  0.571*** 0.241** 

 
(0.197) (0.357) (0.939) 

 
(0.095) (0.097) (0.532) 

 
 (0.025)  (0.002) (0.040) 

MEANINDROA -0.118 -0.050 0.068 
 

0.126 0.336 0.210 
 

 0.043  0.215 0.172 

 
(0.703) (0.924) (0.851) 

 
(0.666) (0.488) (0.539) 

 
 (0.894)  (0.675) (0.625) 

LNLAGSALE 0.084*** 0.118*** 0.034 
 

0.167*** 0.29*** 0.123*** 
 

 0.246***  0.453*** 0.207*** 

 
(0.000) (0.003) (0.148) 

 
(0.000) (0.000) (0.000) 

 
 (0.000)  (0.000) (0.000) 

LAGMKTBK -0.002 0.058 0.060 
 

0.004 0.061 0.057* 
 

 0.014  0.080* 0.066** 

 
(0.937) (0.202) (0.106) 

 
(0.831) (0.118) (0.072) 

 
 (0.617)  (0.059) (0.019) 

LAGCEOOWN -1.728* -2.154 -0.426 
 

-3.290*** -5.301*** -2.011** 
 

 -4.341***  -8.006*** -3.665*** 

 
(0.054) (0.258) (0.716) 

 
(0.000) (0.000) (0.012) 

 
 (0.000)  (0.000) (0.000) 

Industry-fixed effects Included 
 

Included  Included 

Adjusted R-square 
 

0.082 
 

0.075 
 

0.264 

N  3922  3922  3922 
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As mentioned earlier, I rely on the results of fixed effects panel regression. The 

multivariate model has an adjusted R
2
 of 8.2%. Consistent with the results in Table 

6.21, Table 6.22 indicates that the coefficient on POST is significant (p = 0.000). 

Although the coefficients of TREND are positive and significant in both pre- and 

post- periods, the difference in coefficients of Trend is negative and non-significant 

(coefficient = - 0.002, p = 0.969).  

 

The negative and non-significant coefficient of negative industry-adjusted 

shareholder returns (NEGINDADJRET = -0.059, p = 0.468) in the pre-period 

becomes positive and significant (NEGINDADJRET = 0.425, p = 0.063) in the post-

period, with a statistically significant increase (NEGINDADJRET = 0.484, P = 

0.021). In contrast with CEO total pay analysis, these results suggest a marked 

improvement in the sensitivity of CEO pay to poor performance after the 

introduction of the ‘two-strikes’ rule. This finding is consistent with findings of Ferri 

and Maber (2013) in the UK setting. Similar to CEO total pay analysis, the 

difference between the coefficients of other realized performance variables in the 

pre- and post-periods are not significant.  

 

Overall, the findings of models (9) and (9a) suggest that the level of CEO total pay 

generally did not increase in the post- ‘two-strikes’ rule period. For these, I used a 

linear TREND variable to capture the effect of the general trend of managerial labour 

market conditions, market for corporate control, and inflation on CEO pay. On the 

other hand, descriptive analysis of CEO total pay level (Table 6.13, Figure 6.1) 

shows that although there was an increase in the mean of CEO total pay in the post- 
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‘two-strikes’ rule period, the growth rate of CEO total pay reduced in the post-period. 

As discussed earlier, Ferri and Maber (2013) consider the analysis of CEO cash pay 

as a more powerful test of the impact of SOP on the sensitivity of CEO pay to 

performance. The findings of the CEO cash pay analysis (Table 6.22) suggest that 

the ‘two-strikes’ rule as a SOP regulation increased the sensitivity of CEO 

remuneration to poor performance and improved accountability of CEO pay.  

6.5.3 Sensitivity Analysis  

In addition to the previously discussed multiple regressions, two robustness tests are 

performed to ensure that the empirical results are robust and not sensitive to sample 

selection or the study period. First, I restrict the analysis to firms with available data 

for at least two (rather than one) years in both pre- and post-periods. Second, I 

removed the observations from 2011 to allow for the possibility of pay changes in 

response to the announcement of the ‘two-strikes’ rule.  

 

Tables 6.23 and 6.24 present the results of all fixed effects, random effects and OLS 

regressions of determinants of CEO total pay and CEO cash pay respectively for 

firms with at least two years data in both periods. Consistent with the main results, 

the LM and Hausman tests indicate that fixed effects regression provides the best 

results. As can be seen in Table 6.23, restricting the sample to firms with at least two 

years of data in both periods did not make any significant difference to the results 

obtained from the main analysis. Tables 6.23 and 6.24 reveal that the results of fixed 

effects regressions of this sensitivity test are very similar to the main results. In Table 

6.24, specifically, the coefficient of negative industry-adjusted shareholder returns 

(NEGINDADJRET) changes from negative and non-significant (coefficient = -
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0.040, P = 0.637) in the pre-period to positive and significant (coefficient = 0.454, p 

= 0.061) in the post period, with a statistically significant increase (difference = 

0.494, p = 0.026). These results confirm the robustness and reliability of the prior 

findings and indicate that the ‘two-strikes’ rule improves accountability of CEO pay 

by increasing the sensitivity of CEO pay to poor performance. 
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Table 6. 23: Firms with at least 2 years data in Pre & Post periods – Ln (CEO total pay) 

Variable definitions: LNTREMU is the natural logarithm of CEO total pay, Post is equal to 1 for observations in the period 2011–2013 (post-‘two-strike’ rule) and 0 for observations in the period 2004–2010 (pre-‘two-

strike’ rule). TREND defined as the fiscal year minus 2003 (2010) for observations from the pre (post-) the ‘two-strikes’ period. POSINDADJRET is the difference between Raw returns and Industry returns if positive, 
and 0 otherwise; NEGINDADJRET is the difference between Raw returns and Industry returns if negative, and 0 otherwise; MEANINDRET is mean Raw returns for all firms in the same industry code; 

POSINDADJROA is the difference between ROA and Industry ROA if positive, and 0 otherwise; NEGINDADJROA is the difference between ROA and Industry ROA if negative, and 0 otherwise; MEANINDROA is 

mean ROA for all firms in the same industry code, LNLAGSALE is the natural logarithm of lagged annual revenues, LAGMKTBK is the lagged ratio of market to the book value of equity, LAGCEOOWN is the lagged 
percentage of the firm’s equity held by the CEO. *, **, *** indicate statistical significance at the 0.10, 0.05, and 0.01 levels, respectively (based on a two-tailed test). P-values, reported in parentheses, are based on 

heteroskedasticity-adjusted standard errors clustered by firm. 
  

 

  Fixed Effects Random Effects OLS 

Variables 
Pre-

period 
Post-period 

Difference: 

Post-Pre 
Pre-period Post-period 

Difference: 

Post-Pre 
Pre-period Post-period 

Difference:  

Post-Pre 

POST 
 

0.523*** 0.523*** 
 

0.363* 0.363* 

 

0.312 0.312 

  
(0.006) (0.006) 

 
(0.055) (0.055) 

 

(0.170) (0.170) 

TREND 0.077*** 0.111*** 0.032 0.067*** 0.096*** 0.029 0.056*** 0.097*** 0.041 

 
(0.000) (0.000) (0.150) (0.000) (0.000) (0.200) (0.000) (0.000) (0.115) 

POSINDADJRET 0.006 0.012 0.006 0.006 0.012 0.006 0.005 0.011 0.006 

 
(0.705) (0.524) (0.552) (0.638) (0.489) (0.568) (0.727) (0.633) (0.724) 

NEGINDADJRET -0.006 0.104 0.111 0.025 0.152 0.127  0.097** 0.175 0.076 

 
(0.844) (0.275) (0.202) (0.462) (0.113) (0.146) (0.019) (0.144) (0.476) 

MEANINDRET 0.010 -0.004 -0.014 0.041 0.0641 0.023 0.108*** 0.131 0.024 

 
(0.765) (0.966) (0.858) (0.249) (0.470) (0.771) (0.009) (0.190) (0.794) 

POSINDADJROA 0.267* 0.492** 0.225 0.406*** 0.664*** 0.258* 0.125 0.134 0.009 

 
(0.055) (0.028) (0.138) (0.002) (0.002) (0.099) (0.453) (0.636) (0.963) 

NEGINDADJROA 0.009 0.081 0.072 0.039 0.144* 0.105* 0.099* 0.280** 0.181* 

 
(0.817) (0.286) (0.198) (0.348) (0.051) (0.052) (0.052) (0.017) (0.059) 

MEANINDROA 0.265** 0.441** 0.176 0.411*** 0.668*** 0.257* 0.220 0.351 0.131 

 
(0.043) (0.042) (0.228) (0.001) (0.001) (0.082) (0.157) (0.192) (0.464) 

LNLAGSALE 0.045*** 0.089*** 0.045*** 0.107*** 0.221*** 0.114*** 0.194*** 0.393*** 0.199*** 

 
(0.000) (0.000) (0.001) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 

LAGMKTBK 0.032*** 0.078*** 0.046*** 0.040*** 0.087*** 0.047*** 0.060*** 0.118*** 0.058*** 

 
(0.000) (0.000) (0.001) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 

LAGCEOOWN -1.104*** -1.916*** -0.812* -2.082*** -3.901*** -1.819*** -2.879*** -5.874*** -2.955*** 

 
(0.002) (0.007) (0.050) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 

Industry-fixed effects Included Included Included 

Adjusted R-square 0.142 0.126 0.473 

N 3697 3697 3697 
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Table 6. 24: Firms with at least 2 years data in Pre & Post periods – Ln (CEO cash pay) 

Variable definitions: LNCASHPAY is the natural logarithm of CEO cash pay, Post is equal to 1 for observations in the period 2011–2013 (post-‘two-strike’ rule) and 0 for observations in the period 2004–

2010 (pre-‘two-strike’ rule). TREND defined as the fiscal year minus 2003 (2010) for observations from the pre (post-) the ‘two-strikes’ period. POSINDADJRET is the difference between Raw returns 

and Industry returns if positive, and 0 otherwise; NEGINDADJRET is the difference between Raw returns and Industry returns if negative, and 0 otherwise; MEANINDRET is mean Raw returns for all 

firms in the same industry code; POSINDADJROA is the difference between ROA and Industry ROA if positive, and 0 otherwise; NEGINDADJROA is the difference between ROA and Industry ROA if 

negative, and 0 otherwise; MEANINDROA is mean ROA for all firms in the same industry code, LNLAGSALE is the natural logarithm of lagged annual revenues, LAGMKTBK is the lagged ratio of 

market to the book value of equity, LAGCEOOWN is the lagged percentage of the firm’s equity held by the CEO. *, **, *** indicate statistical significance at the 0.10, 0.05, and 0.01 levels, respectively 

(based on a two-tailed test). P-values, reported in parentheses, are based on heteroskedasticity-adjusted standard errors clustered by firm. 

  Fixed Effects Random Effects OLS 

Variables Pre-period Post-period Difference: Post-Pre Pre-period Post-period Difference: Post-Pre 
Pre-

period 
Post-period 

Difference:  

Post-Pre 

POST 
 

1.643*** 1.643*** 
 

1.361*** 1.361*** 
 

1.072** 1.072** 

  
 

(0.000) (0.000) 
 

(0.003) (0.003) 
 

(0.030) (0.030) 

TREND 0.127*** 0.121** -0.006 0.107*** 0.099* -0.008 0.085*** 0.087 0.002 

  (0.000) (0.016) (0.891) (0.000) (0.051) (0.869) (0.000) (0.115) (0.967) 

POSINDADJRET 0.012 0.000 -0.011 0.009 0.005 -0.004 -0.006 0.015 0.022 

  (0.790) (0.994) (0.349) (0.817) (0.906) (0.684) (0.866) (0.726) (0.154) 

NEGINDADJRET -0.040 0.454* 0.494** -0.010 0.506** 0.516** 0.031 0.416 0.384 

  (0.637) (0.061) (0.026) (0.903) (0.035) (0.019) (0.743) (0.111) (0.104) 

MEANINDRET -0.064 0.031 0.095 -0.035 0.112 0.147 0.004 0.123 0.119 

  (0.401) (0.868) (0.560) (0.652) (0.537) (0.363) (0.963) (0.536) (0.496) 

POSINDADJROA -0.112 0.025 0.137 0.145 0.345 0.200 0.036 0.021 -0.015 

  (0.734) (0.963) (0.697) (0.627) (0.452) (0.539) (0.912) (0.966) (0.964) 

NEGINDADJROA 0.198 0.159 -0.039 0.251* 0.309 0.058 0.331** 0.582*** 0.251* 

  (0.184) (0.516) (0.841) (0.085) (0.149) (0.720) (0.027) (0.004) (0.073) 

MEANINDROA -0.200 -0.263 -0.063 0.069 0.146 0.077 0.034 0.030 -0.003 

  (0.539) (0.624) (0.865) (0.819) (0.765) (0.823) (0.916) (0.953) (0.992) 

LNLAGSALE 0.082*** 0.119*** 0.0366 0.164*** 0.293*** 0.129*** 0.241*** 0.456*** 0.215*** 

  (0.000) (0.003) (0.140) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 

LAGMKTBK 0.007 0.061 0.054 0.016 0.067* 0.0514 0.034 0.094** 0.0592** 

  (0.731) (0.199) (0.159) (0.422) (0.094) (0.116) (0.169) (0.026) (0.046) 

LAGCEOOWN -1.691* -1.944 -0.253 -3.440*** -2.437 -2.093** -4.588*** -8.363*** -3.775*** 

  (0.066) (0.326) (0.836) (0.000) (0.000) (0.011) (0.000) (0.000) (0.000) 

Industry-fixed effects Included Included Included 

Adjusted R-square  0.082 0.073 0.277 

N 3697 3697 3697 
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As discussed in Chapter 2, the Australian Senate approved the Remuneration 

Amendment Bill in June 2011, and the ‘two-strikes’ rule as a new SOP legislation 

took effect from 1 July 2011. Thus, it is likely that CEO pay changes occurred in 

response to the announcement of the regulation in 2011. As a further check on the 

robustness of the main results, observations of year 2011 were removed from the 

primary sample because of this possibility. Tables 6.25 and 6.26 show the results of 

fixed effects, random effects and OLS regressions of determinants of CEO total pay 

and CEO cash pay, respectively, for a sample without the 2011 observations. 

 

Regarding LM and Hausman tests, the fixed effects regression results are better than 

those of random effects and OLS regressions in this robustness test. Removing 

observations related to 2011 from the sample made no significant difference to the 

results obtained from the main analysis. The fixed effects regression in Table 6.25 

indicates that the determinants of CEO total pay-performance sensitivity are largely 

the same as for the main results. Moreover, fixed effects regression in Table 6.26 

affirms that all results are robust, except for the difference in the coefficients of 

positive industry-adjusted shareholder return (POSINDADJRET) which has a 

statistically significant decrease in the post period (difference = -0.030, p = 0.072). 

These results illustrate that the sensitivity of CEO pay to strong firm performance has 

declined, while the sensitivity of CEO pay to poor performance has increased after 

the ‘two-strikes’ rule. 
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Variable definitions: LNTREMU is the natural logarithm of CEO total pay, Post is equal to 1 for observations in the period 2011–2013 (post-‘two-strike’ rule) and 0 for observations in the period 2004–

2010 (pre-‘two-strike’ rule). TREND defined as the fiscal year minus 2003 (2010) for observations from the pre (post-) the ‘two-strikes’ period. POSINDADJRET is the difference between Raw 

returns and Industry returns if positive, and 0 otherwise; NEGINDADJRET is the difference between Raw returns and Industry returns if negative, and 0 otherwise; MEANINDRET is mean Raw 

returns for all firms in the same industry code; POSINDADJROA is the difference between ROA and Industry ROA if positive, and 0 otherwise; NEGINDADJROA is the difference between ROA 

and Industry ROA if negative, and 0 otherwise; MEANINDROA is mean ROA for all firms in the same industry code, LNLAGSALE is the natural logarithm of lagged annual revenues, LAGMKTBK 

is the lagged ratio of market to the book value of equity, LAGCEOOWN is the lagged percentage of the firm’s equity held by the CEO. *, **, *** indicate statistical significance at the 0.10, 0.05, and 

0.01 levels, respectively (based on a two-tailed test). P-values, reported in parentheses, are based on heteroskedasticity-adjusted standard errors clustered by firm. 

Table 6. 25: Firms without 2011 observations – Ln (CEO total pay) 

  Fixed Effects Random Effects OLS 

Variables Pre-period Post-period 
Difference: 

Post-Pre 
Pre-period Post-period 

Difference: 

Post-Pre 
Pre-period Post-period 

Difference:  

Post-Pre 
POST 

 
0.421* 0.421* 

 
0.299 0.299 

 
0.271 0.271 

  
 

(0.080) (0.080) 
 

(0.213) (0.213) 
 

(0.319) (0.319) 

TREND 0.082*** 0.142*** 0.0597 0.069*** 0.131*** 0.061 0.061*** 0.144*** 0.083* 

  (0.000) (0.000) (0.141) (0.000) (0.002) (0.142) (0.000) (0.004) (0.094) 

POSINDADJRET 0.005 0.000 -0.005 0.004 0.017 0.014 -0.003 0.030 0.032 

  (0.722) (0.982) (0.670) (0.771) (0.374) (0.349) (0.866) (0.240) (0.118) 

NEGINDADJRET -0.003 0.105 0.108 0.027 0.173 0.146 0.086** 0.214 0.129 

  (0.931) (0.381) (0.347) (0.400) (0.144) (0.193) (0.036) (0.132) (0.327) 

MEANINDRET 0.009 -0.044 -0.053 0.038 0.047 0.009 0.093** 0.116 0.023 

  (0.783) (0.656) (0.571) (0.251) (0.636) (0.919) (0.020) (0.315) (0.832) 

POSINDADJROA 0.251* 0.458* 0.207 0.385*** 0.623*** 0.238 0.060 0.078 0.018 

  (0.065) (0.064) (0.273) (0.002) (0.009) (0.217) (0.723) (0.783) (0.932) 

NEGINDADJROA -0.005 0.081 0.086 0.028 0.110 0.082 0.101** 0.197 0.096 

  (0.914) (0.327) (0.204) (0.508) (0.190) (0.245) (0.046) (0.113) (0.380) 

MEANINDROA 0.290** 0.453* 0.163 0.437*** 0.669*** 0.232 0.210 0.290 0.079 

  (0.028) (0.057) (0.357) (0.000) (0.003) (0.191) (0.198) (0.282) (0.681) 

LNLAGSALE 0.0449*** 0.093*** 0.0484*** 0.111*** 0.228*** 0.117*** 0.194*** 0.389*** 0.195*** 

  (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 

LAGMKTBK 0.0311*** 0.080*** 0.0491*** 0.037*** 0.081*** 0.044*** 0.051*** 0.103*** 0.0517*** 

  (0.000) (0.000) (0.003) (0.000) (0.000) (0.004) (0.000) (0.000) (0.005) 

LAGCEOOWN -1.100*** -0.337*** -0.763* -2.013*** -3.700*** -1.687*** -2.694*** -5.533*** -2.839*** 

  (0.002) (0.010) (0.083) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 

Industry-fixed effects Included Included Included 

Adjusted R-square  0.156 0.138 0.464 

N 3459 3459 3459 
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Variable definitions: LNCASHPAY is the natural logarithm of CEO cash pay, Post is equal to 1 for observations in the period 2011–2013 (post-‘two-strike’ rule) and 0 for observations in the period 2004–2010 (pre-

‘two-strike’ rule). TREND defined as the fiscal year minus 2003 (2010) for observations from the pre (post-) the ‘two-strikes’ period. POSINDADJRET is the difference between Raw returns and Industry returns if 

positive, and 0 otherwise; NEGINDADJRET is the difference between Raw returns and Industry returns if negative, and 0 otherwise; MEANINDRET is mean Raw returns for all firms in the same industry code; 

POSINDADJROA is the difference between ROA and Industry ROA if positive, and 0 otherwise; NEGINDADJROA is the difference between ROA and Industry ROA if negative, and 0 otherwise; MEANINDROA 

is mean ROA for all firms in the same industry code, LNLAGSALE is the natural logarithm of lagged annual revenues, LAGMKTBK is the lagged ratio of market to the book value of equity, LAGCEOOWN is the 

lagged percentage of the firm’s equity held by the CEO. *, **, *** indicate statistical significance at the 0.10, 0.05, and 0.01 levels, respectively (based on a two-tailed test). P-values, reported in parentheses, are based 

on heteroskedasticity-adjusted standard errors clustered by firm. 

 

 
Table 6. 26: Firms without 2011 observations - Ln (CEO cash pay) 

 
 Fixed Effects Random Effects OLS 

 
 Pre-period Post-period 

Difference: 

Post-Pre 
Pre-period Post-period 

Difference: 

Post-Pre 
Pre-period Post-period 

Difference: 

Post-Pre 

POST  
 

2.130*** 2.130*** 
 

1.938*** 1.938*** 
 

1.759*** 1.759*** 

 
 

 
(0.000) (0.000) 

 
(0.000) (0.000) 

 
(0.001) (0.001) 

TREND  0.132*** 0.026 -0.106 0.111*** 0.007 -0.104 0.094*** 0.022 -0.072 

 
 (0.000) (0.786) (0.276) (0.000) (0.940) (0.290) (0.000) (0.838) (0.498) 

POSINDADJRET  0.0170 -0.013 -0.030* 0.014 0.007 -0.006 -0.001 0.018 0.020 

 
 (0.663) (0.751) (0.072) (0.708) (0.854) (0.683) (0.967) (0.638) (0.266) 

NEGINDADJRET  -0.042 0.572* 0.613** -0.024 0.634 0.658** -0.008 0.596* 0.604** 

 
 (0.601) (0.059) (0.033) (0.763) (0.032) (0.018) (0.931) (0.057) (0.037) 

MEANINDRET  -0.057 0.138 0.195 -0.037 0.230 0.267 -0.015 0.242 0.257 

 
 (0.423) (0.473) (0.268) (0.612) (0.223) (0.120) (0.859) (0.246) (0.168) 

POSINDADJROA  -0.096 0.171 0.267 0.166 0.518 0.352 0.003 0.196 0.193 

 
 (0.765) (0.756) (0.514) (0.568) (0.303) (0.368) (0.993) (0.700) (0.614) 

NEGINDADJROA  0.165 0.255 0.090 0.224 0.336 0.112 0.329** 0.535** 0.206 

 
 (0.258) (0.359) (0.701) (0.115) (0.180) (0.588) (0.025) (0.016) (0.220) 

MEANINDROA  -0.078 -0.020 0.058 0.202 0.41 0.208 0.115 0.275 0.160 

 
 (0.808) (0.971) (0.881) (0.498) (0.409) (0.569) (0.726) (0.578) (0.649) 

LNLAGSALE  0.088*** 0.119*** 0.031 0.174*** 0.296*** 0.122*** 0.246*** 0.443*** 0.197*** 

 
 (0.000) (0.005) (0.263) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 

LAGMKTBK  0.004 0.058 0.054 0.007 0.044 0.038 0.014 0.051 0.037 

 
 (0.829) (0.258) (0.223) (0.738) (0.315) (0.323) (0.611) (0.284) (0.304) 

LAGCEOOWN  -1.914** -2.554 -0.640 -3.443*** -5.601*** -2.158** -4.343*** -8.062*** -3.719*** 

 
 (0.038) (0.215) (0.633) (0.000) (0.000) (0.020) (0.000) (0.000) (0.000) 

Industry-fixed effects  Included Included Included 

Adjusted R-square  0.084 0.077 0.264 

N  3459 3459 3459 
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6.6 Summary 

Three research questions have been analysed and discussed in this chapter in regard 

to the ‘two-strikes’ rule. First, this chapter reports and discusses firms’ characteristics 

that are associated with the incidence of a ‘first strike’ under the ‘two-strikes’ rule. 

Second, the consequences of a ‘first strike’ have been investigated and discussed. 

Then, this chapter presents a detailed descriptive analysis of the level and the 

structure of Australian CEO remuneration between 2004 and 2013. Finally, the 

results of the impact of the ‘two-strikes’ rule on the level and structure of CEO pay 

and on the sensitivity of pay to performance have been provided. 

 

Overall, an analysis of the first research question shows that the incidence of a ‘first 

strike’ is positively associated with the level of CEO’s total pay, institutional 

ownership, and CEO duality. Firms with lower levels of ownership concentration and 

smaller size are more likely to have shareholders express their dissatisfaction with 

the remuneration report. Moreover, Australian shareholders use a ‘first strike’ against 

firms with higher CEO cash pay but not against higher CEO equity pay. Further, the 

result of the CEO’s excessive pay model implies that Australian shareholders do not 

appear to be sophisticated in using a ‘first strike’ against the remuneration report. 

 

The analysis of the second research question indicates that unlike control firms, in 

test firms a reduction in CEO total remuneration is positively and significantly 

associated with a decline in shareholder dissent in the year that ‘first-strike’ firms 

avoid a ‘second strike’. Furthermore, an increase in the proportion of performance-

based pay is associated with a decrease in shareholder dissent in the treatment 
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sample. In sum, the results of the second research question provide some evidence of 

changes in the level and composition of CEO pay that were associated with the ‘first-

strike’ firms avoiding a ‘second strike’. 

 

The detailed descriptive analysis of the level and structure of CEO remuneration 

between 2004 and 2013 shows that there have been considerable variations in the 

CEO pay practices over the study period (2004–2013). CEO pay changes have been 

largely consistent with changes in economic outlook, as measured by changes in 

GDP growth rate. Further, in terms of pay components, base salary and equity pay 

have been increasing over time. In contrast, the bonus pay component has declined 

over time. CEO pay practices have also a strong association with firm size. There is 

also considerable variation in CEO pay practices across industries, with the financial 

sector having the highest CEO pay. Based on the multivariate analysis of the third 

research question, I find that the level of CEO total pay generally increased in the 

post-period of the ‘two-strikes’ rule, and the ‘two-strikes’ rule as a SOP regulation 

increased the sensitivity of CEO remuneration to poor performance and improved 

accountability of CEO pay. The following chapter presents conclusions and 

limitations of all research questions. 
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Chapter 7: Summary and Conclusion 

7.1 Introduction 

This chapter provides a summary of the study and its major findings. It is followed 

by a discussion about the implications of the study. Potential limitations of this 

research and future research directions are outlined at the end of this chapter. 

7.2 Summary of Research  

This study adds to the emerging literature on the ‘two-strikes’ rule in Australia. It has 

three objectives. The first is to identify the determinants of receiving a ‘first strike’ 

among ASX companies under the new SOP regime. Upon receiving the ‘first strike’, 

how do firms respond? Thus, the second objective is to inquire whether boards 

respond to the ‘first strike’ by changing the level and structure of CEO pay in ‘first 

strike’ firms which avoided the ‘second strike’ in the following year. The final 

objective of this thesis is to assess the overall impact of the new SOP regime on the 

level and structure of CEO remuneration, and the sensitivity of CEO pay to 

performance after the enactment of this regulation in July 2011. 

 

To achieve these objectives, twelve hypotheses were developed. The pooled data of 

‘first-strike’ firms between 2011 and 2013 were used to test eight hypotheses of the 

first research question. The study employed the data of ‘first-strike’ firms that 

avoided the ‘second strike’ in the following year to examine two hypotheses of the 

second research question. The study also utilised a comprehensive sample of ASX 

listed companies over the period from 2004 to 2013 to provide a detailed descriptive 

analysis for the level and structure of CEO remuneration in Australia prior to the 

passage of the ‘two-strikes’ rule (i.e., 2004–2010 non-binding votes) and after the 
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enactment of the ‘two-strikes’ rule (i.e., 2011–2013 binding votes). Finally, this 

thesis used the panel data of ASX sample firms between 2004 and 2013 to test 

hypotheses of the third research question.  

 

The first part of this study examined the determinants of receiving a ‘first strike. 

Since the ‘two-strikes’ rule came into effect in 2011, all firms that received a ‘first 

strike’ from 2011 to 2013 were included in the analysis. Based on extant literature, 

eight hypotheses were developed to investigate major firm characteristics that are 

associated with the incidence of a ‘first strike’. Eight firm characteristics were used 

in the study: CEO total pay, ownership concentration, firm size, institutional 

investors, CEO duality, board independence, CEO pay composition, and CEO’s 

excessive pay. In addition, five control variables were included in the model; namely, 

industry-adjusted shareholder return, return on equity ratio, debt level, CEO 

ownership, and the ratio of book-to-market value of equity. 

 

One binary logistic regression was used to test these eight hypotheses. The dependent 

variable is the incidence of ‘first strike’ as a binary variable, and firm characteristics, 

and control variables are the independent variables. An additional test was also 

employed to investigate whether there is an association between the ‘first strike’ and 

weak pay-performance link. Two robustness tests were performed to ensure that the 

results were not sensitive to alternative measures of a dependent variable, and to 

exclude firms in the Financial and Materials sectors due to their unique economic 

characteristics. In general, the findings of this research support some aspects of prior 

research. More specifically, the following conclusions can be made:  
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1. The incidence of a ‘first strike’ is strongly and positively associated with the level 

of CEO’s total pay. Consistent with Ertimur et al. (2011), this result indicates that 

Australian shareholders are concerned about executive pay and exercise their new 

voting power to say ‘no’ to firms with higher levels of CEO total remuneration.  

2. Firms with a lower level of ownership concentration are more likely to receive a 

‘first strike’ from shareholders. This result is consistent with the notion that low 

ownership concentration encourages rent-seeking behaviour in managers.  

3. Shareholders of smaller ASX listed firms are more likely to express their 

dissatisfaction with the remuneration report. A probable explanation is that it is more 

costly to convince shareholders to undertake a joint action against executive 

remuneration in larger firms. 

4. Institutional ownership has a positive association with the likelihood of receiving a 

‘first strike’. This result is consistent with the notion that institutional shareholders 

play a monitoring role on management. 

5. Unlike Cai and Walkling (2011) and Ertimur et al. (2011) who find no association 

between CEO duality and the likelihood of being targeted by remuneration-related 

shareholders proposals in the US, the present study revealed that the incidence of a 

‘first strike’ is significantly and positively associated with CEO duality. This finding 

may be due to the fact that there are differences in corporate governance structure in 

the US and Australia. In the US, the board chair and CEO roles are usually combined 

in large firms (Linck et al., 2008), whereas in Australia these two roles are combined 

among smaller or less-profitable firms (Monem, 2013). Moreover, in the US, 

successful CEOs are rewarded with board leadership as part of promotion and 

succession planning (Brickley et al., 1997).  
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6. While Ertimur et al. (2011) find that the US corporate activists target firms with 

both higher CEO cash pay and higher CEO equity pay, the findings of the current 

study indicate that Australian shareholders handed the ‘first strike’ to firms with 

higher CEO cash pay but not to firms with higher CEO equity pay. Thus, Australian 

shareholders might take the view that CEO incentives are aligned with their interests 

via equity pay. 

7. The likelihood of receiving a ‘first strike’ is positively associated with both CEO 

predicted pay and CEO residual pay. These results suggest that Australian 

shareholders may not be as sophisticated as expected, in using a ‘first strike’ against 

the remuneration report. Further, shareholders of the ‘first-strike’ firms dislike both 

the expected “normal” CEO pay and the “excessive” CEO pay.   

8. An additional test on the relation between shareholders’ dissent votes and weak 

pay-performance link shows that the coefficient of HI_BONUS is positive but not 

significant. However, the coefficient for LO_BONUS is negative and significant. 

This result suggests that paying the CEO a lower bonus relative to firm performance 

and firm size helps firms to avoid a ‘first strike’. 

 

The second part of this research investigated whether boards respond to the ‘first 

strike’ by changing the level and structure CEO of pay, using the sample of ‘first-

strike’ firms which avoided the ‘second strike’ in the following year. Two models 

were employed to examine whether ‘strike firms’ changed their CEO’s remuneration 

level and pay structure after the ‘first strike’ and the ‘second strike’, and whether 

such change is associated with changes in shareholders’ dissent votes. To minimise 
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the effect of confounding factors on the results, a “difference-in-difference” approach 

was adopted. The findings of this research include the following conclusions: 

1. While changes to CEOs’ total remuneration and the proportion of performance-

based payments are not related to changes in shareholder dissent for the control 

firms, a reduction in CEO total remuneration and an increase in the proportion of 

performance-based payments are associated with a decline in shareholder dissent 

votes in the year that ‘first-strike’ firms avoid a ‘second strike’.  

2. The ‘first-strike’ firms that separated the board chair and the CEO roles after the 

‘first strike’ experienced a decline in shareholder dissent votes. Such contrasting 

results suggest that optimal governance structure is firm-specific (Linck et al. 2008; 

Monem, 2013) and that control firms may have very different governance demands 

compared with the ‘first-strike’ firms. This conjecture is further supported by the 

evidence that, unlike the situation in the treatment group, in the control group 

shareholder dissent increases with increasing board independence.  

3. In the control group, shareholder dissent votes also increased with the increase in 

institutional ownership. This result is consistent with other findings in the literature, 

which show that institutional shareholders play a significant role in shareholder 

activism. 

4. Among the interaction variables, although changes in CEO total remuneration 

(CEOTREMUCHF) in the treatment firms had no significant incremental effect in 

reducing shareholder dissent, an increase in the proportion of performance-based pay 

in the treatment group reduced shareholder dissent votes. 
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The third part of this thesis investigated the effect of the ‘two-strikes’ rule on the 

level and structure of CEO pay, as well as the sensitivity of pay to performance. An 

analysis of each individual component of the CEO’s total remuneration identified 

some changes in the pattern of CEO pay in the post-’two-strikes’ rule era (i.e., 2011–

2013). There were considerable variations in CEO pay practices over the study 

period (2004–2013). CEO pay in Australia has been steadily growing from a mean of 

$688,420 (Median = $301,592) in 2004 to $1,023,313 (Median = $508,351) in 2013. 

These CEO pay changes have been largely consistent with changes in economic 

outlook as measured by changes in the GDP growth rate. Interestingly, in the 

distribution of CEO pay, at least half of the CEOs were paid by cash salary only. 

Incentive-based pay (bonus plus equity pay) has been introduced since 2006, and is 

popular among better paid CEOs (i.e., CEOs who earned above the median pays). 

Equity-based pay and cash bonuses are important parts of the CEOs’ remuneration 

among top quartile pay bands. Further, in terms of CEO pay components, base salary 

grew from 46% of the total pay in 2004 to 52% in 2013. Similarly, equity pay 

increased over time from 13% in 2004 to 21% in 2013. In contrast, the bonus pay 

component declined over time from 20% of the total pay in 2004 to 16% in 2013. 

CEO pay practices were also found to have a strong association with firm size. 

Bonus and equity pay were not significant among smaller firms. However, larger 

firms (those in 76
th

 and 95
th

 percentiles of the distribution, in terms of total assets and 

market capitalisation) remunerated their CEOs with bonus pay and equity pay. This 

is found particularly among firms in the 95
th

 percentile of distribution, where bonus 

and equity pay are each about one quarter of total pay. There were also considerable 
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variations in CEO pay practices across industries, with the Financial sector having 

the highest CEO pay. 

 

To examine the impact of the ‘two-strikes’ rule on the level of CEO pay and the 

sensitivity of pay to performance, multivariate analysis was employed. Two 

hypotheses were developed, based on the existing literature (e.g., Burns & Minnick, 

2013; Carter & Zamora, 2009; Clarkson et al., 2009; Ertimur et al., 2011; Ferri & 

Maber, 2013; Kimbro & Xu, 2013; Monem & Ng, 2013). In the multivariate tests, 

the dependent variables were CEO total pay and CEO cash pay (base salary plus cash 

bonus). The explanatory variables were economic determinants of CEO pay, and 

included firm performance, firm size, growth opportunities, CEO ownership, and 

trend. 

 

Two OLS regression models on a sample of 3922 firm-year observations over the 

period 2004–2013 were used to examine the impact of the ‘two-strikes’ rule on the 

level of CEO pay and the sensitivity of pay to performance. The estimation of the 

models was based on panel data (cross-sectional and time series data). Robustness 

tests were performed to ensure that the empirical regression results were robust and 

not sensitive to a specific sample, and to exclude data of 2011 when the ‘two-strike’ 

rule took effect. The following conclusions can be drawn: 

1. There is no general increase in CEO total pay after controlling for economic 

determinants of the CEO pay level.  

2. Under the ‘two-strikes’ rule regime, the sensitivity of CEO remuneration to poor 

performance has increased and the accountability of CEO pay has improved. 
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7.3 Limitations of Study 

The findings in this thesis are subject to several limitations that should be considered 

when interpreting the results. 

1. Since the ‘two-strikes’ rule is relatively new, only three years of data are available 

for the first two parts of the study.  

2. The determinants identified in the first part of this study are not supposed to be a 

comprehensive list. Thus, there is always a chance that the study may have omitted 

other determinants that could help to explain why some companies receive a ‘first 

strike’ while others do not.  

3. As mentioned previously, there are two different approaches to SOP: binding and 

non-binding. The present study provides empirical evidence on unique Australian 

regulation setting that may not be applicable to other jurisdictions.   

7.4 Directions for Future Research  

Due to the fact that the ‘two-strikes’ rule is a relatively recent innovation, future 

research may consider the following: 

1. Many firms only closely avoided the 25% trigger (i.e., those receiving a ‘no’ vote 

of just under 25%); How do they adjust their executive remuneration structure 

subsequently in order to ensure that their shareholders’ dissent votes remain well 

below the 25% benchmark? 

2. In the US, researchers (Alexander, Chen, Seppi, & Spatt, 2009; Gordon, 2009) 

have found that proxy advisors play a significant role in shareholder voting patterns 

on the remuneration report. Thus, the role of proxy advisors in exercising new voting 

power (i.e., the ‘two-strikes’ rule) by Australia shareholders should be empirically 

examined. 
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3. Future research may extend the current study by using both qualitative and 

quantitative approaches to gain and understanding of the impact of the ‘two-strikes’ 

rule on CEO pay practices, shareholders voting behaviour, and board reactions to the 

‘strike’. This could be done through CEOs, board members, and shareholders. 

4. What was the stock market reaction to the announcement of the ‘two-strikes’ rule 

in Australia?  

5. Are there significant stock market reactions to the ‘first-strike’ and the ‘second-

strike’ firms?  

6. The effect of the ‘first strike’ and the ‘second strike’ on cost of capital. 
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Appendices 

 

Appendix 1: Examples of ‘first-strike’ firms which discuss specifically about 

remuneration consultation or advice during the following year of ‘first strike’ 

 

Exhibit (1) 

Automotive holdings group’s annual report – 2012 – page 42 

Remuneration report – Part A section (b)  

In light of the “first strike” on remuneration and in consideration of a wider market 

review of AHG’s remuneration strategy the Remuneration and Nomination 

Committee engaged PricewaterhouseCoopers (“PwC”) as an independent consultant 

to review AHG’s remuneration policies, and provide recommendations on the 

ongoing remuneration strategy and structure which cover KMP, with these changes 

to apply for the FY2013 year onwards. 

         

Exhibit (2) 

BlueScope Steel Limited’s annual report – 2012 

Remuneration report – Introduction – page 16 

This year the Board, led by the Remuneration and Organisation Committee, 

conducted a comprehensive review of the Company’s remuneration strategy to find a 

way to address the concerns of shareholders expressed in FY 2011 when only 61% 

voted in favour of our Report. This review included extensive consultation with 

shareholders and proxy advisors. Our goal has been to develop a remuneration 

strategy that both keep our executive team focused on delivering the major 

restructuring initiatives required to return to profitability and wins widespread 

support from our shareholders. 
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Exhibit (3) 

Fleetwood Corporation Limited’s annual report – 2012 – page 40 

Remuneration report  

To better understand and address shareholder concerns the Company has been 

communicating with various advisor representatives, shareholder associations and 

individual shareholders. As a result of the consultation process, the following 

changes to executive remuneration have been made: 

1) The Company has developed and implemented the Fleetwood Short Term 

Incentive Plan which significantly reduces the discretion in determining payments. 

2) There are no provisions for ex-gratia payments upon retirement in any 

employment contract with directors, senior executives or key management personnel;  

3) For future grants of executive options, the exercise price will be set at a maximum 

discount of 10% to the market price at grant date and that the vesting period of those 

options will be three years from grant date. 
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Appendix 2: Examples of some ‘first-strike’ firms which consider shareholders’ 

feedback about executive remuneration but they do not engage with remuneration 

consultants or advisors. 

 

Exhibit (4) 

Alara Resources Limited’ annual report – 2012 – page 43 

Remuneration report 

The Board has considered feedback from relevant stakeholders and reviewed and 

updated the Company’s remuneration policy. In particular, the Board notes that the 

Company has previously granted unlisted options to Key Management Personnel 

without any vesting conditions or performance hurdles on these options. The 

Company has not granted any equity based benefits during the financial year to Key 

Management Personnel but the Board expects that unlisted options that may be 

issued to Key Management Personnel in the future will now have defined 

performance hurdles attached to the options. The Company has not engaged any 

remuneration consultants during the year. 

  

 

Exhibit (5) 

Crown Resorts Limited’ annual report – 2012 – page 53 

Remuneration report 

Crown’s response to the First Strike was to arrange for senior management to meet 

with proxy advisers and key institutional investors to discuss and to understand the 

main reasons why Crown received the vote against the 2011 Remuneration Report. 

In summary, the common theme identified was the need for a more extensive 

explanation of the rationale behind the new Crown Long Term Incentive Scheme 
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(the Crown LTI) and for more visibility on the actual performance against the 

relevant hurdles for the Crown LTI. In addition, Crown has been asked to provide a 

response to the perceived high level of fixed remuneration of the Chief Executive 

Officer and Managing Director. Crown’s 2012 Remuneration Report has been 

amended and expanded to respond to the feedback referred to above. However, 

subsequent to the 2011 Annual General Meeting, the Crown Board and the Crown 

Nomination and Remuneration Committee has not engaged any remuneration 

consultants to advise on remuneration policy or the level or structure of its executive 

remuneration.  

 

 

Exhibit (6) 

Caravel Minerals Limited’ (Silver Swan Group Limited) annual report – 2012 – 

page 24 

Remuneration report 

Silver Swan received less than 75% of “Yes” votes on its remuneration report for the 

2011 financial year. Following the meeting and during the year, the Company has 

met with its major shareholders to discuss the company’s direction and progress 

made in respect to the drilling and exploration during the year. However, the 

company did not use the services of any remuneration consultants during the year. 

 

 

 

 

 

 

 


