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Determinants of Manager Pay in German State-Owned ierprises and International
Public Policy Implications: 3-Year Study for Sectos, Performance and Gender

Abstract:

Empirical studies have shown that state-owned prisas (SOEs), and especially the compensatioromf t
managers, are very relevant to the performancesasthinable provision of public services. Wherdaset are
numerous studies on the compensation of top-marageof private sector organizations, almost no eicgdi
studies have been conducted for SOEs. This papeniars the determinants and disclosure of top-nemagt
compensation from 176 SOEs in eleven sectors twee ffinancial years by assessing 498 annual statismAs
a methodological contribution, the paper demonssr#tte relevance for adjusting raw data from firelratate-
ments to obtain meaningful performance figuresriteo to represent the real economic situation. phiwides
perspectives for research on organizational sudoesgveral disciplines.

In contrast to the transparency requirements 75P#e companies do not disclose information alboupen-
sation in their annual financial statements. Fer283 annual financial statements with disclosed fian size
has a significant influence on the level of compgios. The number of employees, an important irtdicéor
the relevance of the public service, has lowewugrice than balance sheet total and turnover. Fuortre, man-
agers earn more in profitable sectors than in inaking sectors; however loss-making sectors ofire ta
special relevance of for society and for the sastalie provision of public services.

With regard to laws which also formulate finangahls for SOEs, there appears to be no link betfieancial
performance ratios and the level of compensatianwéver, a strong and highly significant correlatexists
between the developments of return on equity (R&e) performance-based components. Return on &gatsa
(ROA), which seems to be a better figure in thiatest to link performance and pay, was found toehae
association. Regarding the discussion about a borahss-system the data show far more compensaises r
than decreases.

Women employed in top-management positions weraddo earn, on average, notably less than men. This
finding has special implications for the prevailipgblic policy discussion about the gender pay igaghich
SOEs have a special responsibility.

In the ongoing debate about the appropriateneserapensation, the findings indicate that the l@felompen-
sation is not particularly strongly determined by indicators that were investigated in this stutlye paper
provides new empirical insights, research perspestand concrete international implications for ljmupolicy
making as well as for practitioners.

Keywords: State-Owned Enterprises, Top-Manager @msation, Public Corporate Governance

JEL Classification: G3, G38, L32, M4



1. Motivation

In an effort to reform public-service-provision Hye state and to consolidate public-sector
budgets there has been a trend in many countriesitamurce public sector services away
from the core administration. In the run of thesgalopment the sociopolitical and economic
importance of state-owned enterprises (SOf)e strongly increased with regard to the ef-
fectiveness, efficiency and quality of public seeviprovision as well as for public finances
(OECD 2011, OECD 2005, Florio/Fecher 2011, Grosaiddu/Reichard 2010). SOEs are a
very relevant instrument for the implementationpoblic policies (Bernier 2014 and 2015,
Farmer et al. 2013, Del Bo/Florio 2012, Millward12Q OECD 2005).

Newer and older Studies for different countries destrate the significant role of SOEs
(OECD 2011, OECD 2005,Aharoni 1981, Avsar/Karayalcin/Ulubasoglu 2013,
Stan/Peng/Bruton 2014). For instance, empiricalisgiat the local/municipal level in Ger-
many reveal that the number of employees in SOEsadher independent organizational
forms are as high as in the core administratioonftan even higher. Over 54% of public in-
vestments are not made by the core administraidebts located in SOEs, corporations and
other independent organizational units often exd¢bedlebts of the core administration (Ber-
telsmann Foundation 2013 and 2008).

Consequently, these organizational developments bawsed new requirements for the effec-
tive and efficient service provision by public aotiies as well as for responsible public cor-
porate governance (OECD 2011, Florio/Fecher 20HCD 2005, Whincop 2005, Verhoest
et al. 2012). The compensation of top-manggef SOEs is of special importance to sustain-
able public service provision (OECD 2005, Whinc®92, Farmer et al. 2013).

The design of compensation schemes is a key fHtabaffects the behaviour and awareness
for acting in accordance with the overriding aimishe public authority. Moreover pay seems
central to recruit and retain managers for the ipubbnagement field in the competition for
talents with the private sector (Burgess/Ratto 2@¥8iss 2005, Weibel/Rost/Osterloh 2010,
Perry/Engbers/Jun 2009, Khumalo/Ngwenya 2012, [Ran/Tian 2011). Compensation also
features central functional and/or dysfunctionaemtives (Frey/Osterloh 2005, Carson et al.
2000, Conyon 2006, Zhou 1999).

In public policy documents as well as in the poétidiscussion about the distribution of in-

! SOEs are defined as enterprises where the statiies have significant control, through full, majg, or
significant minority ownership (OECD 2005, p.11).this context the definition should also includteeprises
with significant control of municipalities and othgovernment levels/public authorities. Accordirg some
categorizations, SOEs are also classified as tygre32agencies (van Thiel 2012).

% The term top-manager here corresponds to thenfiastagement level.
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come within the society and the gender pay gapsparency, appropriateness and determi-
nants of the top-manager salary are one of thed@gs on the international agenda (Europe-
an Commission 2014, European Commission 2E&L2ppean Commission 2011, European
Commission 2010a, European Commission 2010b, OBETI5)2

For the private sector — particularly for listedrgmanies — there are numerous studies in lead-
ing scientific journals on level, design and deteants of top-managers compensation (i.a.
van Essen/Otten/Carberry 20 Eang/Misangyi/Tosi 2010, Rost/Osterloh 2009, Clari{gan
Bueren/Walker 2006, Elston/Goldberg 2003) as wall am social norms and fairness
(Rost/Weibel 2013).

For SOEs, the literature only provides very few &gl studies. There are disproportionate-
ly more studies regarding the private sector congsaon the one hand or the core public ad-
ministration on the other hand neglecting the ingdrresearch object “SOES” in the middle
between the private and the public sphere. Moresesre studies seem to use data from an-
nual financial statements as dependent performaacable without adjusting them in a suf-
ficient way which might influence the results. Iucial public policy documents of the Euro-
pean Commission and national governments concetapignanagers pay SOEs are often not
addressed at all. Literature about the corporatemance of SOEs is in constant demand for
empirical studies (i.a. Florio/Fecher 20)¥hincop 2005). There is a relevant research gap
this study intends to address.

The aim of this paper is to analyse which factoegednine the level of compensation of
top-managers in SOEs and to discuss internationbliq policy implications. As a new
methodological, the paper strives to show the erlee for adjusting raw data from financial
statements to obtain meaningful performance figuresrder to represent the real economic
situation. This should provide perspectives foeaesh on organizational success for several
disciplines in the private, public and non-profctor around the world in different account-
ing regimes.

Chapter 2 illustrates the legal requirements facldsure and design of top-management
compensation, and outlines existing empirical ssldChapter 3 derives the hypotheses. The
methodology and the empirical design are preseintéchapter 4. The descriptive findings
and the results of the statistical analysis ardéimmat in Chapter 5. Chapter 6 discusses the
findings and policy implications and concludes wiisearch perspectives.

2. Basic facts and legal requirements
2.1 Legal requirements on compensation design angaropriateness
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In Germany, the corporate governance system isaga on the basis of the dual-board sys-
tem. The management board is responsible for magaijie enterprise. The supervisory
board supervises and advises the members of thagearent board and is involved in deci-
sions of fundamental importance. Because of greaepetencies and more operational in-
fluence in the German two-tier system, the managémeard is of special importance (von
Werder/Talaulicar 2011).

The level and design of the compensation of topagars in the management boards is fre-
quently the focus of public and political debatetlie case of Germany, the debate led to the
adoption of the Act on the Appropriateness of Mamagnt Compensation (VorstAG) in
2009. In particular, detailed design criteria weoelified for listed companies. Accordingly,
the total compensation of each top-manager shogperti on the performance of individual
tasks as well as the financial situation of the pany® The German Corporate Governance
Code (GCGC) for listed enterprises of the goverrtmmymmission emphasizes the im-
portance of an appropriate, criteria-based compiemsdesign as well (numeral 4.2.2).
However, most SOEs are non-listed companies firagedimited, why regulations and rec-
ommendations in German Stock Corporations Act pptyafor SOEs. Thus specific laws for
SOEs would be important, but do not existhis way.

On a sub-legal level the Public Corporate Goveragbades (PCGC) of the Federation as
well as different PCGCof cities define criteria for the appropriatene$SOE top-managers
compensation. Central appropriateness standardtharpersonal performance, the success
and the future prospects of the company as wetlugtomary practice regarding compensa-
tion within peer companies. Nevertheless, sevetadiss (i.a. Rost/Osterloh 2009, Gar-
vey/Milbourn 2006, Frey/Osterloh 2005) and annagiorts from audit officéscriticize the
appropriateness of the level and design as well tles performance-relation of

top-manger’'s compensation.

% See Sec. 87 Para. 1 German Stock Corporations Act.

* See German Federal Ministry of Finance, Publiggbmate Governance Codex, in the vision dated Jane 3
2014.

®> See PCGC Bremen numeral 3.4.1, Diisseldorf 3.39erE3.3.1, Frankfurt am Main 3.3.5, Hamburg 4.2.5,
Cologne 3.3.1, Mainz 3.4.1, Potsdam 3.4.3, Saakkru®.11.87, Schwerin 3.3.1, Stuttgart 3.3.1.

® See i.a. Regional Audit Office Saxony (2011), pBerlin (2011), p.14; Baden-Wiirttemberg (200835;.
Rhineland-Palatinate (2006), p.122.



An international analysis of PCGC illustrates, tbampensation also is a neuralgic field in
different countries. Interestingly the contentstiwé PCGC diverge strongly in important
details such as appropriateness (PCGC Austrianr&gole numeral 9.3.6.4, Salzburg 4.11,
Aargau 26.1)

2.2 Legal requirements on compensation disclosure

According to the Executive Board Compensation Disgie Act (VorstOG) and 8§ 285 Sec. 1
No. 9 German Commercial Law every big corporateegmise has to disclose individual
compensation in the notes of the annual finanteéments (salary, profit participations, sub-
scription rights and other share-based paymenteprgsement of expenses, non-cash bene-
fits, insurance premiums, commissions and otheanftmal benefits of all kinds) (von
Werder/Talaulicar 2011, p.47). In accordance wigls.288 Para. 1 German Commercial Law
small corporate enterprises are able to use lagalghing exemptions for compensation dis-
closure® Listed German public limited companies are reglibe report the individual com-
pensation of every board member, citing the namd,the division between fixed and per-
formance-based components, as well as componettslanig-term incentive effects since
2005. In unlisted German public limited compantes, disclosure can be omitted if the com-
pensation of an individual member of the managerbeatd can be determinéd.

In the discussion for SOEs about principles of gand responsible public corporate govern-
ance, scholars and practitioners have suggesteckaridrced the need for transparent disclo-
sure of top-management compensations for closimg ttAnsparency gap (OECD 2005,
Whincop 2005, p. 227). Due to economic activitypablic funds, the public has a fundamen-
tal and distinctive claim to the information, cahging a need for disclosure in both scien-
tific and practical points of view. First estabkshso called transparency ld&anderline the
political will to inform the general public. For instancee tfederal capital Berlin and the fed-
eral state North Rhine-Westphalia commit all SOEso-matter what size-class or legal
form — to individualized disclosure of top-managetesompensation divided into fixed com-

pensation and performance-based components.

" See Austrian Federal Chancellor's Office, Pubbep@rate Governance Codex, in the vision dated 20é@-
eral State Salzburg, Salzburger Corporate Govem@uocle, in the vision dated January 25,2012; Catvéan
gau in Switzlerland, Guidelines to Public Corpor@tvernance, in the vision dated January 01, 2012.

® See Sec. 288 Para. 1 German Commercial Law.

° See Sec. 285 Subsec. 9 lita and b as well @286 Para. 4 German Commercial Law.

19 See i.a. Sec. 108 Municipality Law of North RhWeestphalia, Sec. 65 Budget Order Berlin/ Compeosati
Transparency Law Berlin/ Sec. 16a Owner-Operatedidifpal Enterprise Law Berlin, Sec. 3 Para. 15 Span-
ency Law Hamburg.



Numerous German and international PCGCs of federat(German PCGC numeral 6.2.2,
Austria 14.2.5.5) and cities (i. a. Cologne 3.3B#yttgart 3.3.3, Aargau 26.4c) recommend

individualized disclosure as well.

2.3 Theoretical perspectives on top-management compsation

Consideration of the literature indicates that agetheory and managerial power theory are
the dominant theoretical perspectives for explgnthe disclosure, level and design of
top-management compensation (Mengistae/Xu 2004, a@&hua/Nyamori 2005,
Shaoul/Stafford/Stapleton 2012, Lambert/Larckerfygi 1993, Bruce/Buck/Main 2005,
Schmidt/Schwalbach 2007, Bebchuk/Fried 2003). Rratagent-theory argues that there is
frequently no target congruency between the inuwblaetors as a result from separation of
ownership and management (Shleifer/Vishny 1997).

Agency theory suggests that political decisiongliieroutsourcing of public services have led
to greater information asymmetries such as hiddaracteristics, hidden information and
hidden actions between numerous principals andtagecluding the general public, politi-
cians, administration, supervisory and managemeatrds (Hodges/Wright/Keasy 1996).
Hence, there is a complex constellation of actath wultiple principal-agent-relationships

and overlapping responsibilities in public corpergbvernance (Figure 1).

PRINCIPAL 1
Owner
General Public / Citizen

{J
Politicians
(A/P)

Administration

A: Agent
P: Principal

Lobby groups

State Audit
Institutions

Interest groups

wﬁiéupervisory
Board

Auditer Investors

Competitors

Employee representation Public Utility

Customer Suppliers

Figure 1: Theoretical conceptualization of transpay requirements (Own compilation).
Information asymmetries enable agents to pursue then interests, so-called opportunistic

action. Institutional arrangements have to ensa the agents act according to the aims of
first principal interests, and that their perforroars observable and evaluable.



In an agency theoretical point of view the levell @lesign of top-manager compensation are
an important monetary incentive for the agentsctoira accordance with the interests of the
principal. Based on the agency theory there shibeld link between pay and performance.
The reporting of SOEs has to eliminate informateamymmetries in the best possible way
(Bovens 2007, Greiling/Spraul 2010). To this emdprimation costs, as an integral part of
agency costs must be minimized (i.e. the costsriaduby the principal getting information
about the agent’s actions). In particular, neucalgformation asymmetries need to be re-
duced at all stages in the multiple principal-agemin. From a theoretical perspective the
annual financial statement is a substantial repgtibol (Bushmann/Smith 2003). The disclo-
sure of individual top-management compensation iwithe annual financial statements is
necessary to minimize crucial information asymnestrand agency costs (i.e. OECD 2005,
Whincop 2005, p.227).

According to the Property Rights Theory, the alt@raand separation of property rights on
politics, administration, shareholder meeting, ldcand top-management often leads to prob-
lems in public corporate governance. The non-syatieal/non-transparent separation of
property rights between the described actors leads clear and overlapping responsibilities
(i.e. it is often not sufficiently clear who decgden the level and design of compensation).
The managerial power theory describes a concegbeérnance in which direction by the
top-management is largely autonomous and withotenesxve control options available to the
market or the shareholders (managerial controlg Jupervisory board or shareholder meet-
ing hardly engage in arm’s-length transaction dusttuctural and socio-psychological power
mechanism of top-managers (Bebchuk/Fried 2003). \WWbe-managers have more power
over the supervisory board or shareholder meeliayg &re better positioned to negotiate their
level and design of compensation according them owerests. The position provides incen-
tives for top-manager to create compensation aeraegts that support their interests, i.e.
higher level of compensation and lower sensititatyerformance (van Essen/Otten/Carberry
2012). Findings of different studies indicate ttieg managerial power theory is able to pre-
dict selected compensation variables, especiaNyatens between the current state and the
optimal target state of compensation design ant#eel (for a meta-analysis van Es-
sen/Otten/Carberry 2012).



2.4 Existing empirical studies and research gaps

In the private sector, many German empirical swdi&. Sommer/Lachmann/Judith 2013,
Andres/Theissen 200Rapp/Wolff 2010, Schmidt/Schwalbach 2007, Schn887) and in-
ternational empirical studies (i.a. Rost/Osterl@®2 van Essen/Otten/Carberry 2012, Bish-
op/Veliyath 1995, Core/Holthausen/Larcker 1999, r&llo/Graziano/Parigi 2001, Co-
nyon/Schwalbach 1997, Elston/Goldberg 2003) haxesdl investigated the disclosure, de-
sign and determinants of top-management compensaifite studies of determinants show
that firm size, ownership structure and the seatera key factor in the level, design and de-
velopment of top-management compensation (i.a. BagGrinstein 2005, Clarkson/van
Bueren/Walker 2006, Core/Holthausen/Larcker 199€hn8dt/Schwalbach 2007). Beside
several studies examine the effects of performdmased pay in administration and public
authorities (i.a. the overviews Perry/Engbers/Ja®o2 Weibel/Rost/Osterloh 2009).

In contrast, in the literature there are only viEwy empirical studies for SOEs regarding de-
terminants of top-managers compensation such as @formance and gender. The review
focused the databases EBSCO Business Source PreviiBa-Net and ECONBIZ. The crite-
rion for considering studies was an analysis otinants for the level of compensation
and/or correlations between pay and performanc8@is. Further studies were identified by
"Source Search" (i.e. the references of identifiedsey articles/publications were systemati-
cally reviewed for additional empirical studies)ble 1 illustrates studies examining deter-

minants for compensation and performance-based easapion in SOEs.
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Author Focus and Findings
Joumal
- Annual reports of 179 companies listed on Bursdalia
Minhat/ 2014 - Exploration of executive pay characteristics,itgauvnership incentives and pay—performance
Abdulah Applied relationship in government-controlled firms
Economics |- Lower executive pay in government-linked compsiaind no evidence on positive pay—perform
relationship
2013 - Comparison between overall 1.378 Chinese SOEs@m@&OEs over 2001-2007
Cordeiro/He/| Asia Pacific |- Evidence on the use of performance measurest@sri®nts of top managers’ compensation
Conyon/Shaw  Journal of |- Accounting returns are weighted more than stethrms in determining top executive compensat
Management | SOEs rely significantly less on stock market retihan non-SOEs
- Examination of listed SOEs of China from 2000-200
2013 . e
. : |- Effects of market forces and market-orientedrredoon the pay-performance sensitivity
Fang/Weigiang China Economi¢ . N . .
Review - The level of executive compensation increasegtancklation between compensation and
performance becomes more sensitive due to thega®gif market reforms
2013 - Examination of the performance-related compensatans of the two largest SOEs in India
Bhattacharyyd Compensation - Correlation analysis between performance-relpgdand financial performance/productivity
Benefits Review- No significant impact of performance-related paya performance
2012 - Examination of 10 SOEs of South Africa from 262011
Khumalo/ Corporate |- Correlation analysis between CEO compensatiorirsamtial performance, firm size
Ngwenya | Ownership and- No positive relationship between compensationfinadcial performance; positive relationship
Control between compensation and firm size (Revenue, Eegd)y
2011 - Examination of 1.129 China's listed firms: SO#fate assets management bureaus, privately
Jerry/Xiaofei/ | China Journal dtontrolled frms
Gary Corporate |- Impact of ownership structure on executive corsption
Finance |- Significant impact of cash flow rights on accangnbased pay performance in SOE controlled firf
- Examination of a cross-sectional data set onliS8# companies (Shanghai and Shenzhen Stod
2006
Economic Exchange) for 1998-2002
Kato/Long Development &~ Correlation analysis between executive pay anparate performance and the impact of ownerg
Cutural ChangeStrUCture (especially the public sector)
- Significant sensitivities and elasticities of a@rcash compensation with respect to sharehoddes
2005 - Examination of 80 SOEs in New Zealand
Cahan/Chua/| Financial |- Correlation analysis between the supervisorydbsie/-composition and financial performance g
Nyamori  [Accountabilty & executive compensation
Management |- Board size/structure and director quality havérgract on CEO pay
2004 - Examination of 400 Chinese SOEs mainly held pgicipalties over 10 years
. - Analysis of determinants of executive compengsatio
Mengistae/Xu| Journal of Labo) S . . o
Economics | CEO pay sensttivity decreases with the variarfigeedormance; performance sensitivity of CEO
increases with the marginal return
2003 - ExamfnatiO-n of data from 532 top managers frorstdle owned, 38 privatized and 33 listed
Journal of Law enterprises in the UK
Cragg/Dyck . - Correlation analysis between compensation aaddial performance
Economics andg . } . .
S - No relationship between compensation and fingpeidormance, both before and
Organization
after corporate governance reform
1999 - Examination of 18 publicly and 45 privately-h&ldurance companies from the USA
Petroni/ Journal of |- Correlation analysis between performance, stat@pany size and compensation
Safieddine | Accounting & |- Significant positive association between returrassets and the level of compensation for public
Economics |held insurers
1996 - Examination of 800 SOEs in China for 1986 to 1991
Zhuang/Xu Economic |- Effect of profit sharing on the company's finahperformance
Change & |- Bonus payments as a form of pofit-sharing hastipe effects on both the total factor produgtivit
Restructuring |and profitability

Table 1: Empirical studies examining determinants for congagion in SOEs.

Most studies consider the national government |digtéd SOEs and Asian countries. How-

ever SOEs have the biggest relevance on local &wthe most SOEs are not listed on stock
exchanges (Bernier 2015, Bertelsmann Foundatior8 20 2008, Grossi/Reichard 2008).



This article focuses SOEs on the local level fantgbuting to close this important research
gap.

Nine out of the twelve outlined studies on SOEs fusancial performance ratios (Return on
Sales/Return on Capital/Return on Equity/Returnefgsto examine the pay-performance
relation. Other studies use non-financial perforoeafigures, e.g. workforce, labour produc-
tivity and/or labour capital ratio (Bhattacharyy@l3, Zhuang/Xu 1996).

The following chapter derives hypotheses from detieants of top-manager compensation in
SOEs.

3. Derivation of hypotheses

The level of compensation should increase withrésponsibility of top-management in ac-
cordance with applicable requirements. Firm sizeggraanalogue for organizational complexi-
ty, is frequently used as an indicator of incregsesponsibility and helps explain why better-
gualified staff and extensive property rights agguired. Studies repeatedly show a positive
correlation between firm size and compensatiomégrivate sector (i.a. Khumalo/Ngwenya
2012, Hurst/Vos 2009, Bishop/Veliyath 1995, Somirechmann/Judith 2013). Firm size is
included in the investigation of three indicatansmber of employees, turnover and total as-
sets. Formulations in the German Stock Corporatichand in PCGCs or GCGC regarding
the appropriateness of compensation suggest thmpemsation should increase with firm
size. Consequently, firm size should be a signiti¢actor influencing the level of compensa-
tion in SOEs. However, evidence from academic aadtal studies suggests that manage-
ment compensation design is very different in GerS8®Es, and that the size of the firm
plays a much smaller role than expected. In thé& caurnover and total assets appear to have
a greater impact on the level of compensation thamumber of employees, which is a par-
ticularly important indicator for the performancépublic service provisions. The first two

hypotheses are formulated as follows:

Hia Firm size affects the level of compensation,theteffect is only weakly significant.

Hip: The number of employees has a lower effect orlebel of compensation than turnover
or total assets.
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As an essential criterion for determining appragerieompensation, the level should be calcu-
lated in accordance with the customary practice@mnpensation within peer companies. Due
to this requirement, the relative compensationgmaeployee per euro turnover and total assets
should be very similar within and for different s@s. In addition to size classes and sector-
specific characteristics, other factors determireelével of compensation throughout Germa-
ny. Theoretically, the power position of the toprragement could have a central influence. It

can be hypothesized that the relative levels ofpmimsation diverge significantly.

H,: The relative level of compensation and thus steatglfor appropriateness diverges greatly

between enterprises.

A bonus-malus system in the compensation schemwel&y regarded as a useful instrument
to foster an incentive-compatible behaviour of togragers in corporate governance theory
and practicé? If top-managers profit from a better economic lesfitheir company with a
higher compensation, the compensation should acagyddecrease in case of a worsened
economic result. If the discussion and codifiecesutause effects it could be reasonably ex-
pected that the average total compensation iniffexeht companies is not subject to contin-
uous rise, but may also decrease from one busysegsto another in some cases. However,
because of often non-existent rules for a bonustsnsystem and insufficient bonding power
of existing soft law recommendations, there isghHlikelihood to suspect that a bonus-malus

system is not structurally implemented:

Hs: A bonus-malus system is often required but noicstrally practiced by a majority of the

companies.

SOEs can be divided, based on their relative lef/@rofitability, into ‘profitable’ and ‘loss-
making’ companies. This classification is often mad municipality laws? Profitable sec-
tors (e.g. energy, waste, housing) regularly aghi@venue for the public/municipal budget;

loss-making companies (e.g. theatres, public tr@mspwimming pools) frequently need sub-

» See Federal Ministry of Finance German Public 6mfe Governance Codex, in the vision dated June 30
2014, numeral 4.3.

125ee Sec. 102 Para. 4 No. 1-3 Municipality Law afl@-Wirttemberg, Sec. 101Para.2 Municipality LAw o
Brandenburg, Sec 136 Para. 3 Municipal Constitutibhower Saxony, Sec. 101 Para. 3 Municipality Lafw
Schleswig-Holstein.
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sidies or contributions to continue, to operate @nfililfil their public service objective. Even
unprofitable sectors and policy areas have spegi@ance to public services. Belonging to a
loss-making or profitable sector should not be sleeifor the level of compensation. How-
ever, in consideration of debates about the leebmpensation, it can be assumed there are

significant differences between profitable and {osking SOEs:

Ha: The (relative) level of compensation is higher ioffgable than in loss-making enterprises.

The fulfilment of public services shall be madeaiccordance with the municipality law in
compliance with economic efficiency. Apart from thenstitutive goal, the public service
provision goal, financial and profitability goalsve a prominent role in the management of
public financial resources (see 4.1). The reduatibgrants and an economical deployment of
available capital and assets are additional maikstaf top-managers. In some sectors there
could correlations between performance and comgpiensadowever, it can be assumed that
the fulfilment of financial goals is very limitecbnsidering the level of compensation. With
regard to discussions in practice and science,stspected that, structurally, no correlation is

detectable between financial performance and levebmpensation.

Hs: There is no relation between financial perforneaand the level of compensation.

In the context of determinants of the level of cemgation, a pay gap between women and
men is heavily discussed for the private sectowels asa frequent focus of public policy
making and political debate (Vieito 201Rertrand/Hallock 2002, Holst/Busch 2009, Europe-
an Commission 2014, European Commission 2010a,pearo Commission 2010b). Studies
for private sector companies have shown that woafn earn significantly less than men
(European Commission 2014, European Commission &0BE0ropean Commission 2010Db,
Bertrand/Hallock 2002, Holst/Busch 2009). In costridnere are no studies with a special fo-
cus on SOEs. Many ascribe special responsibilitB@is to eliminate a structural, gender-
specific unequal treatment. Nevertheless, it isgrable that there also exist significant dif-

ferences in the level of compensation in favor afertop-managers in SOESs:

He: On average, women in the top-management eartHassnen.
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In the following section, the relevance of perfonoa ratios for SOEs is examined. The im-
portance of a uniform, adequate and accurate rasvatjustment from annual statements is
highlighted. The chapter finishes with the desaipiof data selection and design of the em-
pirical study.

4. Methodology and Empirical Design
4.1. Relevant performance indicators of SOEs

SOEs are characterized by their dual goal systettm public service provision goal and fi-
nancial goals. In accordance with public laws, ihevision of public services is constitutive
to SOEs. Regardless of whether a focus on finamatads in controlling is legally necessary
or desirable for public-service-provision, it cahm@nied that financial ratios are very im-
portant for the management of and in SOEs. Thectemuof available subsidies/grants, re-
spective minimization of (operating) cost reimbungats, and a more efficient use of dispos-
able capital and assets must be considered bga@hidn-making bodies of SOEs. Municipal-
ity laws often require specific financial objectyesuch as a market-related return of equity or
a distribution of the profit of the SOE to the batlgf the core administratidii.As outlined
nearly all studies for SOEs use financial perforogafigures (Minhat/Abdullah 2014, Cor-
deiro et al. 2013, Khumalo/Ngwenya 2012, Jerry/¥edGary 2011, Kato/Long 2006, Ca-
han/Chua/Nyamori 2005, Mengistae/Xu 2004, CraggkD2603, Petroni/Safieddine 1999).
The ongoing debate on public-sector budget coratidid and economic deficits in perfor-
mance of public services requires meeting finargalls and efficiency requirements.

For assessing the pay-for-performance relationghiprivate companies (i.a. Rapp/Wolff
2010, Core/Holthausen/Larcker 1999) and SOEs Jeary/Xiaofei/Gary 2010, Kato/Long
2006) several studies uses value- and market-hzesddrmance indicators, such as Tobin's
Q, total shareholder value, stock market returnstMROESs on a local/municipal level are not
listed on any stock exchange, why value- and mdrkeed indicators are frequently unim-
portant and negligible in contrast to traditionabhcial (accounting) performance ratios. This
study examines financial performance ratios, wlaiod assigned special relevance for SOEs

both in research and in practice.

13 See Sec. 107 Municipality Law of Brandenburg, 38d. Para. 8 Municipality Law of Hesse, Sec. 75Par
Municipality Law of Mecklenburg-Vorpommern, Sec. B&ra. 3 Municipality Law of Rhineland-Palatinate,
Sec. 107 Municipality Law of Schleswig HolsteincS&5 Para. 2 Municipality Law of Thuringia, Se671
Para. 1 No. 1 Municipality Law of North Rhine-Wedsgtia.
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Return on Equity (ROE): The return on equity isduas a performance indicator and demon-

strates entrepreneur’s returns (Grafer 2012). ktassidered as an efficiency indicator to
measure how the company managed with (public) b&béters’ deposits
(Baetge/Kirsch/Thiele 2004). The Municipality Laws Brandenburg, Lower Saxony,
Schleswig-Holstein, Rhineland-Palatinate, Hesseth Horth Rhine-Westphalia require at
least a market-related return on equity from SOHE® ROE depends largely on the capital
structure (leverage effect) and the interest expé@senenberg 2012).

Return on (Total) Assets (ROA): In comparison te ROE, the return on total assets is a

more suitable indicator to interpret the performeantenterprises because it is independent of
the capital structure (Grafer 2012). By addingreté expense to the ordinary annual income,

the company is considered to be debt-free.

4.2 Data adjustment for raw data from annual staterents: A methodological contribu-
tion

Various disciplines in both the private and the lmibonprofit sectors use indicators from
financial statements and annual reports for enmgdiramalysis of organizational success. In
this context, accounting research emphasizes ttesaity of an adjustment of the annual bal-
ance sheet figures to get meaningful parameterstgB&irsch/Thiele 2004, Coenenberg
2012, Grafer 2012, Lachnit 2004, Kiting/Weber 2009)e objective of financial statement
analysis is the generation of decision-relevardrimfation about the financial situation of the
enterprise. For appropriate estimates, the econsituiation must not be distorted due to dif-
ferent exercises of legal options. Though compétalis sought by the uniform adjustment
of commercial approaches, disclosure and valuaipiions during the creation of the stand-
ardized balance sheet, there are no legal requirsnfier this purpose and no absolute uni-
formity of approach in the literature. The adjustingteps in this study are based on the fun-
damental works of Baetge/Kirsch/Thiele (2004), Gowrerg (2012), Grafer (2012), Lachnit
(2004), Kuting/Weber (2012) for German CommercialM. Also for other international ac-
counting standard and systems (IFRS, US-GAAP) afonm adjustment of legal options is
frequently demand (Wahlen/Baginski/Bradshaw 2014dMernstein/Subramanyam 2001).
The income and loss statement corresponding to &e@ommercial Law is inadequate for
the analysis of income/loss sources and profitglalinalysis because the criteria period relat-
edness, sustainability and company affiliation @oé followed stringently enough. In addi-
tion, the income and loss statement is determiryedclbounting and valuation measures and

neither shows the actual profit nor managementesscs part of the balance sheet analysis,
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the commercial income and loss statement is sutbetivin four components to meet the de-
scribed criteria: extraordinary results, valuatresults, ordinary operating results and finan-
cial results. The ordinary annual profit is sumtteé ordinary operating and financial results
and is a decision-useful, sustainable performandeator apart from accounting policy dif-
ferences and one-hit effects. To illustrate thevahce, Table 2 shows — representative of
many other companies — adjusted and unadjustedrpehce ratios for the financial year
2012. In this connection, “adj.” or “unadj.” pluatio shortcut describes the adjusted and un-
adjusted ratios; “Diff. abs.” and “Diff in %" meanabsolute and percentage devia-
tion/difference, AP stand for annual profit. Sogtirs based on the “Diff in %” of ROE, in

descending order.

w o IS < 2 X < 3
SOE IR s| = |83 g S| = ; % £
Sx|=S| £ | £ |Sx[Z=| E| £ < S £
© o () © o () S ()
Werkstatt fiir angepasste Arbeit Dilsseldorf G 6,2 |-284,1{-290,¢]-4704,¢| 2,5 |-138,i|-141,2[-5559,f] 537.42. | -29.505.83 |-5590,:
WISTA-Management Gmb 57 | -37|-94]-165:2| 1,0 | -14|-24|-238,(] 2.616.14 | -4.426.69 | -269,:
Klinikum Bremen Mitte gGmbl -127.% -28,4] 991 | -77,1| -8,C | 55 | 2F | -31F | -25.556.17 | -21.741.06 | -14,¢
Stadtentwdsserungshbetriehe Kéln / 301 0€|[-21]-695( 1C ) 2€ | 15 |146¢] 21.19548 | 8.070.71 | -61¢
Messe Berlin Gmb 9C | 5C [ -4C| 441] 31| 2C [ -11] -34,7| 4.602.00 | 2.701.00 | -41.:
Stadtische Biihnen Frankfurt am Main Gn -418,2|-280,2) 138,2| -33,( |-121,¢|-118,F| 2,€ | -2/4 | -63.772.42 | -62.921.42 | -1,&
Stadtische Werke Magdeburg GmbH & Co. 25¢| 256 02 12 | 111 13¢F] 24 | 21,6 | 50.364.00 | 56.886.00 | 12,¢
AVA Abfalverwertung Augsburg Gmb 1371 16,1 24 | 175 | 36 | 7€ | 4,C | 1114| 3.299.00 | 3.875.00 | 17%
Stuttgarter StraRenbahnen -12,21-152( 34| 251 | -3,C|-3,C|{ 041 [ -2C | -18.490.00 | -23.136.00 [ 25,1
Stadtwerke Erkrath Gmt 10,5 156 | 54 | 52 | 55 | 95 | 4C | 725 [ 3.158.00 | 5.147.91 | 63(
GWG Stédtische Wohnungsgesellschaft Miinchen mbi 061 (104 ]| 642 05/ 19 14 297[ 4939941 3.611.85 -269

Table 2: Deviations of adjusted and unadjusted ratios (glary).

The specific examples in this table illustrategttthe adjustment of data is of great im-
portance in all studies which use data from anfinahcial statements. However, there is no
trend towards a predominantly positive or negatipact of the adjustment neither in the
performance ratios nor at the annual profit. Furtiteee, there are partial reversals of the
plus/minus signs after adjustment. These effect®rganizational success and profitability
prove the necessity of uniform adjustment of conmaémpproaches, disclosure and valua-
tion options. In public sector the raw data adjwesitns also crucial for all economical inde-
pendent units publishing financial statements, degtain agencies. The financial statements
of nonprofit organizations and core administraticetpuire an extensive adjustment.

Several studies in different research fields andiféérent sub-disciplines seem not to adjust
financial figures in a sufficient manner, what abuhfluence the results/conclusions (Gor-
ton/Schmid 2000, Bassen et al. 2006, Bauer/Gué@dten 2003). In particular pay-
performance studies for the privat sector (Bish@tiféth 1995, Clarkson/van Bueren/Walker
2006, Core/Holthausen/Larcker 1999) and SOEs (Kha/mgwenya 2012, Jerry/Pan/Tian
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2011, Cahan/Cuhan/Nyamori 2005) mention the figube$ do not describe the calculation

and necessary adjustment in detail. Some studi€sQias (Kato/Long 2006, Mengistae/Xu

2004) use figures from databases, which might lpestetl by the institutional data provider.

However it is not clear. All studies should at lga®vide brief references if and how the used
raw data from financial statement were adjustedreestatistical analysis.

As methodological contribution, the design of tpeper shows the relevance for adjusting
raw data from financial statements to get meaning&sformance figures, to represent the

real economic situation and to provide perspectigesrganizational success research.

4.3 Design of the empirical study

The analysis includes 176 SOEs governed by prigatk public law of the thirteen federal
capital cities and three city-states.

In comparison to private companies, especiallgdistompanies, data collection and analysis
are more complicated, because neither databasesdices such as the DAX for listed com-
panies are available. At the municipal level, SQ&ge a special relevance to the services for
the public and are frequently in the political gneblic focus. The aim of the empirical sam-
ple was the identification of one SOE per capiti#s and city-states belonging in each of the
following eleven sectors: energy, drink water psomi/water disposal, municipal utilities,
waste, public transport, housing, fairs and evemspitals, health care and social services,
culture, urban development.

1) Firstly based on an intensive and comprehensiegriat research of the city websites
all relevant and available aggregate holding repostre manually collected. An ag-
gregate holding report is a report to the citizand policy makers on the SOEs, in-
vestments, institutions governed by public law amghicipal companies, which are
assumed to be a very reliable information bAseording to the OECD the ownership
entity should publish an annual aggregate holdrmegsert on SOEs (OECD 2005, nu-
meral V.).

2) Secondly based on the aggregate holding reportghendin described corporate ob-
ject, the enterprise enquiry and sector classiicatvas realizedThe sector classifica-
tion based on a detailed examination of holdingrespand companies’ websites. Cru-

cial for classification was the described corpoddigect.
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3) The evaluation concluded all direct (1st degree) iadirect majority (at least 50%)
SOEs/corporations (2nd/3rd degree). Some citieato@s administrate their SOEs by
a unit in the administration other outsourced thsk to another SOE (holding man-
agement company). In some cities/countries, thieoaitly holds all major investments.
For comparability of structures, companies were alstegorized as directly, if they
are direct subsidiaries of a holding managementpeamy, which is specifically re-
sponsible for the control and management. So tist pessible comparability is
achieved, regardless of different institutional @aghes. The participation rate for in-
direct subsidiaries was always calculated in thealadequate way, taking direct and
indirect shares of parent, subsidiary or sub-sudgiccompanies into account. Due to
the lack of transparency of ownership structuraesiamestment portfolios, the evalua-
tion of indirect participations 3rd degree happeo&en with complex internet re-
search and/or analysis of the consolidated findistaements of the parent company.

4) If a city owns several companies in a sector, tragany with the highest total assets
(financial year 2012) was identified and includadhe study sample. If the city had
no company in a sector, the next two largest cigsording to number of inhabit-
ants) in the respective federal state were analfi@edentifying a SOE. In some sec-
tors, such as energy, drinking water provision/waisposal and waste, a sample of
16 companies could also not be generated by tipgoaph due to privatization or the
public service provision in other organizationaini@ than corporate enterprises.

5) In addition, the sectors were filled by SOEs of titees of North Rhine-Westphalia.
The reason for this is, that North Rhine-Westphléa a transparency law which de-
mands the disclosure of the remuneration of the SS@Eaddition this federal state
contains numerous big cities (15 over 200.000 iitaats) with a large number of rel-
evant SOEs. According to the number of inhabitdescending the study identify still
missing SOE for sectors, which could not be reprieskby every 16 federal states.
With this approach, a large database of compemsatinables is represented and eve-
ry sector can be integrated properly.

6) Then the available 498 annual financial statemgtghe financial years 2010, 2011
and 2012, were collected manually in the Compangister®. According to sec. 325
para. 2 German Commercial Law corporate SOEs drgeobto disclose their annual

statement in the Company Register not later thatvevmonth after the balance sheet

4 Company Register, https://www.bundesanzeiger.a@a@bww/wexsservlet, access: 08.02.2015.
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date. An examination of latest financial year (2813) is not possible at the moment
due to the delayed disclosure of many financidlestants. In addition to the annual
financial statements, the document analysis alses to get remuneration data in the
102 available aggregate holding reports of thegetbyge financial years.

7) In a final step, all relevant data of financialtstaents and aggregate holding reports
were collected. It was first examined whether eixteformation has been disclosed to
the level and design of top-management compensatitime annual statement. Next
the aggregate holding reports were examined to Emphe data collection.

8) All balance sheets and income statements itemselisass compensation components
were manually transferred into Microsoft Excel. @ddted financial and compensa-
tion ratios were exported to IBM SPSS Statisticvgiiich represent the fundaments of

following statistical calculations.

Following tables present the statistical values mi@aithmetic average), median and varia-
tion coefficient. The median is characterized syritbustness to outliers and often used in
compensation studies of private (i.a. Sommer/Lachmdudith 2013, Clarkson/van
Bueren/Walker 2006) and SOEs (i.a. Cahan/Chua/Nyia2005, Jerry/Xiaofei/Gary). Due to

its high sensitivity to the consolidated valuesaménstead possesses robustness even at low
volume of data validity and here is a better esiimfor the centre of a distribution. However,

is not very meaningful at very low data rates. #os reason the study shows both figures.
The variation coefficient (VC) as a relative measaf dispersion has related to the variance
the advantage that it is not influence by fluctogumean in the different sector or companies.

5. Empirical findings
5.1 Descriptive statistics
5.1.1 Findings on compensation disclosure

For outlining the availability of remuneration datad developing the necessary understand-
ing of the sample for the following assessmentdyarathe disclosure of the top-manager
pay. Figure 2 illustrates the scarce disclosurethénfinancial statements of the SOEs based
on percentage values. The black bar depicts theiduglized disclosure, the dark grey bar
the disclosure as total amount and the light geayno disclosure. Those companies that pay

any compensation (13 or 7.4%) are excluded.
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Figure 2: Disclosure ratio by financial years.

In contrast to the theoretical requirements andaliag demands for more transparency (see
section 2) the individualized disclosure remaingstantly low around 20%.

Moreover it is necessary and enriching to get aigiit about the different transparency cul-
tures and availability of remuneration data ineléint sectors. For this purpose Figure 3 illus-
trates the disclosure behaviour differentiated ediog to individualized disclosure (light grey
bar) and disclosure as total amount (dark grey toarall financial years and sectors. Inside
the bar, the percentage ratio of each disclosuma fe displayed. On the right edge of the
graph, the percentage total ratio of all disclodarens depending on sector or financial year
is shown. It is obvious that there are significdifferences in transparency culture regarding
the top-

manager pay.
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Figure 3: Compensation disclosure differentiateditgncial years and sectors.

To guarantee a sound and fair assessment an aggtemding report was coded with “ful-
filled” if the information was provided in the repgidor more than 70% of the SOEs. The limit
of 70% is both necessary and useful. For instaih@gformation about remuneration is only
missing for one out of 30 SOEs, this single SOEukhoot determine the judgment for the
whole report concerning this criterion. 70% ensuhed the information is provided for far
more than the half of the SOEs but also leaves gingpace for single SOEs which are in-
cluded without information on pay.

For the following assessments, it was possibleetatlge remuneration data of 70, 77 and 86

companies for the three financial ye&&10-2012in total. The following section provides
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information about the design of available remunenatiata and allows gaining insights into
the pay level and structure differentiated by fgire and sectors.

5.1.2 Findings on the design of compensation by ses and firm size

Table 3 shows the median, mean and VC of averdgk tixed and performance-based com-
pensation for each top-management member diffetectiby sectors. In addition, the table
illustrates the rate of performance-based and tam@pensation. The column "n" indicates the
number of companies that deliver information on tégpective compensation components.
Sorting is based on the median of the average ¢otapensation for each member of the top-

management descending for the financial year 2012.

) . . ) . Performance-based Compensatio Rate of Performance-b_ased
Sector Financial Total CompensationOd Fixed Compensation O o and Total Compensation
Year in %
Median Mean VC  n [ Median Mean VC  n | Median Mean VC n [ Median Mean VC n
2012 296.462 150.543 86,7 11 241572 108.532 83,3 | 7  45.000 27.58616 7 16,2 13,3 119,2
Municipal Utilities 2011 294796  163.290 95§ 10 275.200 112.631 73,0 | 7  45.000 32.3799,7 7 18,2 16,7 959
2010 264.618 173.916 84,3 215516 115.104 804 | 6  20.556 38.5577,62 6 7,1 118 1641 §
2012 294500 279.016 20,5 205.000 215.821 139 | 5  43.500 46.5006,4 45 17,0 16,7 810 9§
Public Transport 2011 293.667  267.521 17,0 195.000 190.512 31,0 | 5  34.00 42.458,5 35 13,2 155 269
2010 255.500 265.476 21,1 210.000 199.490 20,1 | 5 30.667 43.4377,0 45 12,2 155 357
2012 260.193  272.179 62,9 269.000 238311 348 |5 106.900 16825869 5 23,0 28,1 486
Fairs and Events 2011 236.350 229.141 67,9 198.132  189.967 256 | 5 84540 1120774 5 27,1 305 558
2010 290.429 257.199 50,4 170.000 165.833 32,9 | 3  61.000 69.6675,5 73 26,4 244 474 3
2012 224.050 211.278 36,3 188.083  186.167 296 | 4 8.750 20.7172,9113 76 82 847 3
Hospitals 2011 226.624  251.718 36,5 197.288 218602 432 | 4  55.875 55.7940,1 74 18,9 18,7 511 4
2010 219.586 221.877 30,7 166.250 186.333 39,5 | 3  26.000 35.91%5,0 93 19,4 139 712 3
2012 182.750 207.284 283 10 185483 189.555 22,8 | 6  50.500 50.9187,7 6 20,8 21,1 368 4
Housing 2011 189.500  204.052 30,2 212463 197.940 230 | 4  46.750 47.28135 34 20,8 200 379 4
2010 237.375 185.914 52,4 197.492 181.249 217 | 4 50.329 53.109,6 14 22,4 233 246 4
Drink Water 2012 162.309  182.732 64,8 187.680 170.913 31,8 | 3  20.000 37.7106,21 3 251 251 322
Provision/Water Disposal 2011 130.290  138.206 70,8 141.870 141870 325 | 2  54.887 54.382,7 72 235 235 425 2
2010 107.949 125.667 804 123.768 123.768 505 | 2  48.267 48.260,6 82 20,2 202 62,7 2
2012 146.000  148.593 50,2 153450 132.018 445 | 4 15175 22.6880,91 4 8,1 102 878 4
Urban Development 2011 133.300 133.169 50,3 150.600 148.360 128 | 3  16.200 27.2216,2 73 89 133 57,7 3
2010 130.700 129.531 49,7 138.000 138.000 129 | 2 11.750 11.75M,6 12 7,6 7,6 51 2
2012 135.500 113424 84,0 150.950 152.130 10,6 | 4 7.250 7.250 6 58 49 49 544 2
Energy 2011 22.000 68.500 99,2 4 147543 147549 00 |1 - - - - - - - -
2010 16.000 43.983 113,3 - - - - - - - - -
2012 133.100 120.347 546 11  90.612 75162 47,7 |5 12.800 20.488 5 8&t 10,9 16,1 625 4
Waste 2011 139.500 123.090 70,7 78.021. 79.604 549 |5 26.375 28.938 9 704 20,5 198 473 A4
2010 134500 137.812 65,5 77.960 54320 629 |3 22125 22.125 6 98 18,2 182 948 7
2012 127.500  150.033 32,6 154.635 157.878 30,8 | 3 0 7.000 1414 3.0 0 28 1414 3
Culture 2011 121.000 146.539 36,6 188.707  188.707 16,1 | 2 17.304 17.3040,4 22 8,1 8,1 28 2
2010 133.000 147.089 354 175258 175258 153 | 2 11.725 11.722,0 62 5,6 56 47,7 2
Health Care and Social 2012 85.003 98.939 512 1 81.487 89.243 235 |4 5.500 20.250 1434 46,8 12,7 1196 4
Senices 2011 81.250  170.917 140,1 93.500 93.500 80 |2 36500 36.500 529 9,3 9,3 52 2
2010 91.000  149.833 146,1 7 | 86.000 95.000 15,7 3| 13.700 20.900 61,7 3 79 91 368 3
2012 174560 192.091 60,7 86| 174498 172.039 44,8 50| 23.259 46.851 128,0 46 12,8 154 83,6 46
Total 2011 178.000 195.763 70,2 77 182.389 176.117 44,4 |40 39.859 37.3809,7 38 15,8 186 67,2 38
2010 175.897  189.589 68,8 70| 166.250  161.850 45,6 33] 30.167 44.972 126,0 32 12,0 162 786 32

Table 3: Descriptive findings of compensation design diéfarated by sectors.

The significant compensation differences betweatose are particularly striking. The sec-
tors municipal utilities, public transport, faireicaevents and hospitals possess the highest
average total compensation. Top-managers of ttmspanies get more than 270% (as meas-
ured by the median) of total compensation tharpamanager of the health care sector. With

a rate of about 20% fairs and events, housing campand drinking water provision/water
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disposal disclose relatively high performance-basechponents. Across sectors there are
significant differences in the compensation design.

Considering the relative compensation shown in gabilt is apparent that enormous varia-
tions are present within and across the sectorsonme sectors, the results must be interpreted
taking into account the small number of companisslasing the pay. The relative compen-
sation figures per euro turnover or total assetdsre@presented in % in order to illustrate the
results better. Sorting is based on the mediantaf tompensation per euro turnover for the

financial year 2012 descending.

Financial Total Compensa-tion per Euro Total Compensatiorj per Eurg Total Compensation per Employee
Sector Year Tumover in % Total Assets in %
Median Mean VC n | Medan Mean VC n Median Mean VC n
2012 3,4 4,1 555 9 15 1,8 69,7 9 54.641 144.896 1096 | 9
Culture 2011 3,2 3,8 736 8 1,3 15 637 9 60.785 138.087 106,6| 9
2010 3,9 3,9 76,1 8 1,8 19 677 9 54.167 133.892 1015]| 9
2012 15 2,0 675 5 0,2 1,7 1531 p 221.212 409.583 87,7 | 5
Urban Development 2011 1,5 1,9 60,3 5 0,1 27 1656 p 230.185 385.685 87,8 | 5
2010 15 1,9 642 5 0,1 2,1 1583 b 213.214 685.422 129,5| 5
Health Care and Social 2012 0,6 1,0 1023 7 0,6 06 909 | 38.125 46.099 1084 | 7
Sewices 2011 0,8 0,9 77,7 6 0,4 0,5 1000 b 25.702 60.557 1355| 6
2010 0,9 1,4 1125 7 0,4 1,0 1216 | 30.847 68.577 1125| 7
Drink Water 2012 0,3 0,2 56,3 5 0,1 0,1 110,8 b 117.615 98.113 595 | 5
Provision/Water 2011 0,3 0,3 555 4 0,1 0,2 933 4 134.141 108.607 57,6 | 4
Disposal 2010 0,3 0,2 532 4 0,1 0,1 1060 # 129.881 113.108 59,7 | 4
2012 0,3 1,4 1344 7 0,3 1,0 1811 | 85.827 238.858 102,5| 7
Fairs and Events 2011 0,3 09 1312 7 0,2 0,6 1469 [ 86.992 135300 823 | 7
2010 0,3 0,4 720 6 0,3 06 1323 b 90.186 85.525 20,0 | 6
2012 0,3 474 2214 6 1,0 1,0 137,8 [f 1.060.006 1.060.006 122,3] 5
Energy 2011 0,2 0,2 632 3 1,3 1,3 1710 b  443.381 443.331 135,0| 4
2010 0,2 0,2 0,0 1 2,4 2,4 1353 3 130.179 130.179 251 | 2
2012 0,2 0,4 1475 11 0,2 0,6 237,3 11  45.543 126.710 136,0| 11
Waste 2011 0,1 04 1471 9 0,1 0,7 2228 P 57.16.. 87.258 104,6]| 8
2010 0,3 0,3 82,0 6 0,2 02 788 6 62.183 90.465 928 | 5
2012 0,2 0,1 451 5 0,0 0,1 596 b 9.180 9.464 41,8 | 5
Public Transport 2011 0,2 0,1 479 5 0,0 01 640 5 10.650 9.509 429 | 5
2010 0,2 0,2 75,1 6 0,1 0,1 1269 6 11.158 14.854 825 | 6
2012 0,2 0,9 232,0 1d 0,0 00 66,6 11 37.825 177.729 176,7| 11
Municipal Utilitie s 2011 0,1 09 2292 9 0,1 00 625 10 40.189 147.065 216,1| 10
2010 0,2 09 2064 8 0,0 00 640 9 32.583 137.599 204,1| 9
2012 0,2 0,9 2424 1d 0,0 0,1 1071 10 71.651 1.822.695 266,8] 9
Housing 2011 0,1 03 129,7 9 0,0 00 1211 P 62.15. 558.593 217,9] 8
2010 0,1 05 1908 8 0,0 00 480 B8 63.481 140.642 142.6| 7
2012 0,1 0,1 675 9 0,1 0,1 790 9 4.906 5.939 53,0 |9
Hospitals 2011 0,1 0,1 67,1 7 0,1 01 691 ¢V 6.288 6.814 458 |7
2010 0,1 0,1 66,2 7 0,1 01 678 [ 5.025 6.222 518 |7
2012 0,3 4,4 689,0 84 0,1 0,6 211,8 86| 57.235 373.387 464,783
Total 2011 0,3 1,0 1788 71 0,1 0,7 249,0 6 57.290 183.857 266,2| 73
2010 0,3 1,0 1759 64 0,1 0,7 219,3 0O 54.167 136.507 236,3| 67

Table 4: Descriptive findings of the relative level of coemsation differentiated by sectors.

It is evident that culture and urban developmemhganies pay the highest compensation in
proportion to their turnover across all periods @rae). In contrast, the capital-intensive

housing companies, municipal utilities, public spart companies and hospitals have the
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lowest median in total compensation per euro tuen@nd total assets. In relation to total
compensation per employee, the personnel intensagtors (hospitals, public transport,
health care and social services, municipal utd)tehow the lowest values.

Consequently, it can be stated that the level lative compensation between the companies
and sectors differs considerably. Turnover, tosslets and number of employees are only in
very limited extent standards for appropriaten@ssampensation. The hypothesized strong

variation (H) can be confirmed for all relative compensaticiesa

5.1.3 Findings on compensation differences betweprofitable and loss-making SOEs

The next section illustrates the differences in pensation regarding to the economic situa-
tion of SOEs. Table 5 shows that top-managers afitpble SOEs get a higher total average

compensation than managers of loss-making entegpris

. |Total Compensation pe| Total Compensation per| Total Compensation per
0 Total Compensation pensation p pensaton p pensation p

SOEs Euro Tumoverin% | Euro Total Assets in % Employee
Median| Mean | VC [Median Mean| VC |Median| Mean| VC |[Median| Mean | VC
Profitable SOE 224171 225774 59,6 02 04 2086 Ol 0B 32b4 54)649 231.598,0
Loss-making SOEs [172.027 184.6283 59,3 04 13 1446 0} 08 15p,1 371461 Q66.028,2

Table 5: Compensation differences of profitable and los&ntaSOESs

Including the relative compensation ratios, we Eognize that both the total compensation
per euro turnover and total assets are in lossigaROEs structural higher. This effect is
caused by the low turnover at loss-making entezpr{ge. culture, urban development) and
partly very high total assets in profitable commgan(i.e. housing, municipal utilities). As a
result, the ratio total compensation per euro tuenon loss-making enterprises is relatively
higher, while the total compensation per euro tatalets decreases in profitable enterprises.
These findings are supplemented by the resulthe@fcomparison of mean in Table 6. The
means of total compensation differs significantty potal assets, turnover and number of em-
ployees for loss-making companies compared to tataé companies. The analysis based on
the Mann-Whitney-U-Test, because a T-Test/ANOVAa$ reasonably practicable due to the

lack of normal distribution (significance of KS-Tes well above 0.01 for variables).
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. Mean Rank
Mann-Whitney-U-Test N Rank Sum
Profitable SOE 11p 81,30 9.106,p0
. |Loss-making SOE| 79 116,84 9.230,00
Total Compensation
per Euro Tumover Overal 191
Mann-Whitney-U 2.778,00
Asympt. Sig. ,000
Profitable SOE 11f 81,50 9.535,00
Total Compensation|Loss-making SOE| 80 124,60 9.968)J00
per Euro Total ~ [Overall 197 |
Assets Mann-Whitney-U 2.632,00
Asympt. Sig. ,000
Profitable SOE 111 102,25 11.350[00
. |Loss-making SOE| 79 86,01 6.795,p0
Total Compensation
per Employee Overall _ 190
Mann-Whitney-U 3.635,00
Asympt. Sig. ,045

Table 6: Comparison of mean between profitable and lossimgak
enterprises (Mann-Whitney-U-Test).

Contrary to the higher relative total compensatien euro total assets and turnover at loss-
making companies, the relative total compensatien gmployees is lower for profitable
companies. There are always significant differermstsveen the means of the two samples.
Overall, loss-making companies tend to a higherpmmsation in proportion to their turnover

or total assets than profitable companies. Foretltvws variables, the Hshould be discarded

as they can be confirmed for the relative total pensation per employee.

5.1.4 Findings on bonus-malus systems

With regard to the outlined requirements for a lsomalus system table 7 reveals the com-
pensations mostly increases from 2010 to 2011 8dd & 2012.

compensation | 54145 5011 | 2011 - 2042
development
Compensation increase 63 55
Compensation decrease 14 28

Table 7: Compensation development regarding bonus-malusrags

Considering the number of compensation increaseddse it is evident that are far more in-
creases that decreases in each observation periedme cases the remuneration got higher,
although the financial performance has decreaskd.dita give some reasons to carefully
assume that bonus-malus systems are not strugturgdlemented. On the other hand, taking
into account the considerable number of compensaleclines, especially from 2011 to
2012, the approach “bonus-malus-compensation” séeins practiced. Hencegsldan not be

clearly confirmed or declined at this stage.
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5.1.5 Findings on gender pay gap

Including the gender variable to the examinationhef level of compensation with regard to
the exemplified discussion we see that women iantapagement of SOEs get a lower total
compensation than male top-management memberse(Babln this analysis, the individual-

ized total compensation for each top-managementbaem implied, if disclosure was made

for all three periods.

Gender Variable Female Top-Management-Members Male Top-Management-Meber
2010 2011 2012 2010 2011 2012
Mean 170.167,0 197.008,0 209.894,( 218.209/0 230.013,0 235.063,0
Individualized |Development Mean +15.5 % | +6.5 % +5.4 % +2.2%
Total Mediar 118.500,1 | 186.492, [ 185.092, 224.1/0,0 | 236.000,0 | 24/.28/,
Compensation | Development Median +57.4 % | -0.8 % +53% | +4.8 %
VC 60,9 | 56,5 | 666 647 | 554 | 58,3

Table 8: Descriptive findings of gender-specific level aingpensation and development.

Looking at the average compensation developmeatdt#ia show salary increases in both
male and female top-managers over time. For singuiasideration of each financial year, it
can be asserted that 2010/2011 female top-managensenbers received only about 78% of
the total compensation of male top-managers. In22@e difference is still about 11%,
which shows a certain rapprochement between thgensations. The described findings on
gender-specific level/development of compensatiam loe validated with the comparison of
mean in Table 9. Due to the small number of indigitzed total compensation for female
top-managers and the lack of normal distributionthef individualized total compensation
data (K-S-test: level of significance <0.05), tlebust Mann-Whitney-U-Test with weighted

cases was used.

2010 2011 2012 all FY
Mann-Whitney-U-Test n Mean Rank n Mean Rank n Mean Rank n Mean Rank
Rank Sum Rank Sum Rank Sum Rank Sum
Male 81 88,11 7.137,0 $1 86,93 7.041,00 |81 81,95 6.881,08] 24259,22 62.990,(J0
S Female 80 73,80 5.904,p0 [80 75,00 6.000,00 | 80 17,00 6.146040) 224,57 53.896,00
Individualized Total
Compensation Overall _ 161 16) 161 443
Mann-Whitney-U 2.664,00 2.760,00 2.920,00 24.976,00
Asympt. Sig. ,051 ,104 ,279 ,006

Table 9: Comparison of mean between the total compensafiorale and female top-managers.

It is evident that a highly significant differenbetween the two levels of compensation exists
in favour of the compensation of male top-managees all financial years. There is no sig-
nificant difference for each financial year. In &@aboh, the significance level and the differ-
ence between the rank sums increase, which aftinmsapprochement between the two lev-

els of compensation.
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5.2 Correlation analysis
5.2.1 Association between firm size and level of mpensation

Firstly, the correlation analysis is executed witlgard to the total compensation depending
on the size characteristics of total assets, nurobemployees and turnover over all financial
years. The firm size variables were logarithmizedira other studies (i.a. Grusky 1961,
James/Soref 1981, Core/Holthausen/Larcker 1999re&ftheissen 2007, Rapp/Wolff 2010).
Thus the partially high scattering variables coh#d integrated normally distributed in the
usual statistical way. In subsequent statistics, tttal compensation incorporates averaged
over each top-management member. Table 10 showsragshighly significant correlation

between all variables.

. O Total
Correlation .
Compensation
Correlation ,637**
Turnover Significance (2-sided) ,000
N 223
Correlation ,619**
Total Assets Significance (2-sided) ,000
N 233
Correlation ,571**
Employees Significance (2-sided) ,000
N 224
** Correlation is significant at the 0,01 leveléitled).

Table 1Q Correlation between firm size and level of congation of all financial years.

The biggest correlation to the average total cors@gon has turnover and total assets. The
number of employees has the lowest, but still gfrmfluence. However, the results of the
bivariate correlation analysis remain only paryiatable in the multivariate analysis (Table
11). The requirements of a regression analysis aleeeked. The Durbin-Watson coefficient
(DW-Stat close to 2) confirms no autocorrelatiobwsen the variables of the model. Data are
taken from a random selection. Furthermore, thereimulti-collinearity (VIF <10). Includ-

ing the F-value and the model significance (.000bal quality of the model can be assumed.

O Total Compensation
B Beta T Sig. VIF
(Constant) -483.899,04 -6,9B9
Turnover 16.830,713 272 2,560 ,011 4,B69
Total Assets 17.836,26 ,3p1 3,489 ,001  3J245
Employees 9.698,20 , 166 1,999 047 2,343
(adj. R?2 = ,442; D-W-Stat = 1,639; F = 58,1; Sigp60)

Table 11 Regression analysis of firm size and total conspéan of all financial years.

26



In comparison to the correlation analysis, the axatory power of total assets and turnovers
can be confirmed with a (high) level of significencd’he number of employees also has a
significant effect in this model, although the exmtory value (beta =.156) is significantly
lower compared with the other variables. Overdlg examined structural determinants ex-
plain between 40% and 50% of the variance.

All size variables have a positive significant iapan the level of total compensation. The
suspected weak significance ;gHcannot be confirmed by the correlation analy$ise re-
gression analysis shows also a (highly) signifidengact. H, has to be rejected. The lesser

influence of the number of employees within the niveg of H;, can be confirmed.

5.2.2 Association between performance and compensat

The following chapter investigates the (non-)relaship between selected performance indi-
cators and the average total compensation andrpefwe-based compensation over all fi-
nancial years. The annual financial statement cositaoth the financial performance and
compensation data per financial year. The finanggar matches the year of compensation,
because the supervisory board or the shareholdetingedecide the performance-based com-
pensation based on the accomplished financial tgsc It is suspected that an increase in
performance-based compensation leads to a risgahdompensation, which properly justi-
fies the consideration of both compensation aggesgsSince the sample consists of both
profitable as well as loss-making companies, atewheined performance ratios were in-
creased by 2.000 percentage points. All valuesimlp@sitive signs and the percentage shift
makes statistical analyses appropriate. Table d#%smo (or only a very weak) correlation

between the level of performance ratios and taiaigensation.

Correlation O Total |0 Pe formance-based
Compensation Compensation
Correlatior ,174* ,048
ROE |Significance (2-side! ,018 ,628
N 186 106
Correlatior ,206** ,190*
ROA |Significance (2-side! ,004 ,048
N 198 109
** Correlation is significant at the 0,01 level§kied).
*, Correlation is significant at the 0,05 (2-sided)

Table 12:Correlation between performance and total compmmsa
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It is striking that both the ROE as well as the RBekdly have an influence on the level of
total compensation. There is also no correlatiomveen the level of performance ratios and
performance-based compensation.

The weak correlation between the variables causesnaatisfactory global quality for the
regression model (F-value < 3, model significanc@.85). The Durbin-Watson coefficient
shows values well below two, suggesting an autetation of variables. The generation of
robust results is not appropriate possible forahesdels. However, the results of the correla-
tion analysis already provide conclusions regarding correlation between performance ra-
tios and compensation’s level.

Focusing the compensation’s sensitivity, the resaitt be partially confirmed. In this context,
compensation’s sensitivity means the percentagegehen total compensation per percentage
increase/decrease in performance ratio. Tablela8trites that the development of perfor-
mance ratios has no effect on the development efage total compensation. At the same
time, there is a strong, highly significant cortela between the development of ROE and

performance-based components.

Developement of
. Develepment of
Correlation . Performance-based
Total Compensation .
Compensation
Correlation -,022 ,638"
Development ROE |Significance (2-sided ,812 ,000
N 115 59
Correlation -,039 0,154
Development ROA |Significance (2-sided ,664 ,235
N 122 61
** Correlation is significant at the 0,01 level§®ied).

Table 13: Correlation matrix of compensation‘s sensitivity.

The results of correlation are confirmed by ther@sgions set in Table 14. Even the model
quality shows, with negative adjusted coefficientsletermination or low F-values and very

high significance, that only a very small propantiof the variance is explained. At the same
time, the close relationship between performansetbacompensation and ROE can be con-

firmed.
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0 Total Compensation

B Beta T Sig. VIF
(Constant) 12,017 2,188 ,0B5
ROE -0,011 -,026 -0,234 ,800 1,992
ROA 0,034 ,009 ,09L 928  1,0p2

(adj. R2 = -,017; D-W-Stat = 2,158; F = 0,032; Si§68)

O Performance-based Compensation

B Beta T Sig. VIF
(Constant) 27,041 1,419 161
ROE 0,701 640 6,202 ,000 1,013
ROA -0,843 -,031 -,296 , 768 1,013

(adj. Rz = ,387; D-W-Stat = 2,070; F = 19,316;=Si§00)
Table 14: Regression analysis of compensation’s sensitivity.

With a comparatively high coefficient of determiioat (38.7%)a large proportion of the vari-
ance can be explained by the model “performanceebasmpensation”. The ROE is with an
explanatory value of .642 and a high significante d01 the relevant factor. The ROA has
only a small role.

Based on the previous correlation and regressialysis, it can be shown that the suspected
incoherence of performance ratios and level of camsption cannot be fully confirmed with-
in Hs. It can be noted that the performance-based coemgsand total compensation is not or
only very weakly determined by the level of perfarme. However, the development of the
ROE has a strong, highly significant correlationl @xplanatory value for the development of

performance-based compensation across periods.

Figure 4 summarizes all significant results of toerelation analysis (single arrow) and the
comparison of mean (dotted double arrow). The fidicates a (strong) positive correlation,

and “sig” describes a significant level of at |e5%4.

Total Assets e [—2| Total Compensation

Turmover - >

Number of Employees A

Gender Variable 5B Development performance-based

+si Compensation
Development of ROE <I p

Relative Compensation Ratio

Profitable/Loss-making Classification

Figure 4: Summary of significant results.

A discussion of some key findings follows in thexngection.
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6. Discussion

The findings show that the governance practicesyafly SOEs do not meet to the outlined
requirements for transparency. Regarding the ie$oittthe compensation disclosure, in per-
spective of agency theory, the emphasised infoonadisymmetries concerning the general
public/the citizen as first principal have not begpropriately reduced. According to the da-
ta, awareness and action for compensation tranmspamnsiderably differs among several

sectors. Top-managers have not structurally deeel@pspecific consciousness or culture for
transparency in the public sector. The recommeaodsain PCGC have not extensively gener-
ated bonding power and behaviour control effecteceming the disclosure of compensation.
It becomes evident that a large majority of SOEssdwot apply this principle of good corpo-

rate governance. One the other hand the findinggepfor the international scientific debate

and for the policy making around the world thatang$parent disclosure about performance-

based components is at least realized by some Gdopananagers of SOEs as well.

Regarding the level and structure of remunerati@nrelative compensation ratios (per euro
total assets or turnover and number of employems)tlaus the standards for appropriateness
vary very strong. In the ongoing debate about fhyg@priateness of compensation, the find-
ings indicate that the level of compensation is pagticularly strongly determined by the in-
vestigated facts. There is a need for reflectichraforms.

The data show that the agency theoretical favopegdperformance-relation has not been
structurally realized and a stronger link betweimaricial performance and monetary incen-
tives could exist in the perspective of agency thdo adapt the agent’s behaviour to the
principal interests.

With regard to managerial power theory the low iotpa financial performance on the level
of compensation and the strong variation of thatnet compensation ratios could be ex-
plained by a certain power or special influencdop-managers in salary negotiations. Ac-
cording to the data managerial power theory speelavance for SOE.

Correlation analyses document no significant assioti between the level of ROA or ROE
and compensation. Only the development of ROE se@erhsve an impact on the develop-
ment of performance-based components. With regatle codified requirements in munici-
pality laws the focus on ROE as a management figngea parameter of the level of com-
pensation is comprehensible. However, the ROE rig sensitive to modifications in capital
structure due to the leverage effect. In this canteot only the ROE but also the ROA should
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be focused as an indicator of financial performaf¢e ROA is not as sensitive to modifica-
tions on capital structure. With regard to oppoidtia behaviour and potential manipulation
risk, the ROA would be a more preferable indicatodetermine the level and development of
top-manager compensation.

Firm size has a significant effect on the levetompensation, but the number of employees
represents the smallest factor in comparison t &sets and turnover. Especially the num-
ber of employees seems to be a particularly impoitadicator in light of a sustainable and
responsible public service provision.

That managers earn more in profitable sectorsithéoss-making sectors — also regarding the
relative compensation ratio pay per employees especially relevant for the discussion on
effective, efficient and sustainable public servirevision as well as for recruiting and re-
taining public managers. Loss-making sectors adtsa have special relevance for the society
and for the sustainable public service provisidinis call for reflections if the relative com-
pensations ratios should be closer together innapedison of sectors. Overall, the findings
here provide reasons for a theoretical and politdsussion how public authorities distribute
tax money for remunerations of top-managers in S@sparing different sectors and if the
highest salaries are paid for the top-managerO&sSwith the most relevance and impact for
the really big challenges of the society.

The pay gap between men and women might be expldipehe fact that women are often
represented in top-management boards of smallepaoies and sectors. However, with re-
gard to the special responsibility of SOEs, itngraportant insight for the current debate (Eu-
ropean Commission 2014, European Commission 2@E@apean Commission 2010b) and

imply the need for assessments and initiativesbypblicy makers.

As with all studies, this study has limitatioased on the 498 annual financial statements of
176 companies and eleven sectors, the longitudinaly provides insightful and relevant
findings. The number of companies and financidestents evaluated are significantly great-
er in comparison with other studies. Though somdifigs are meaningful, some statistical
results, e.g. single correlation analysis, musinberpreted with caution because of the rela-
tively low number of disclosed data.

SOEs are characterized by their dual goal systeth public service goals and financial
goals. Although the analysis of financial ratiosrétevant (see section 4.1) and provides
meaningful insights, performance figures for puldirvice provision are particularly im-

portant. An exclusive control focus on financiagjures can lead to dysfunctional effects on

31



the public service provision. Very often SOEs amdbliz authorities do not report perfor-

mance figures for public the service goal, presgnd challenge at the moment for all large
scale scientific studies covering many differerdtees in this field. Nevertheless, for upcom-
ing research it would be beneficial to identify megful and in the future maybe publicly

available performance data for the public servioal @nd integrate them into forthcoming
studies.

7. International Implications for Public Policy Making, Practitioners and Research
Perspectives

If the transparent disclosure of the managementdbioaindividualised form is perceived as
appropriate by a majority of society and politicapresentatives, the empirical findings of
this study allow for the conclusion that this aimGermany — and probably also in other
countries — will in an overall view in the next yeanly be realisable through a clear legal
obligation and not solely by a self-regulation aggmh with recommendations in a public cor-
porate governance code (PCGC).

For the policy making in each country around therlyofor initiatives of the European
Commission and the governance in the multi-levalopean System as well as for many in-
ternational organizations single German laws pmygdod practice examples with remunera-
tion disclosure rules useful for benchlearning sashSec. 108 Municipality Law of North
Rhine-Westphalia, Sec. 65 Transparency Law/BudgeeBerlin, Sec. 3 Pars. 15 Transpar-
ency Law Hamburg). Moreover PCGC of different comest federal states and cities (i.a.
German Federation numeral 6.2.2, Cologne nume8ad 3Stuttgart numeral 3.3.3, Austrian
Federation numeral 14.2.5.5, Canton Aargau nun2&dic) already codify an individualized
compensation disclosure for top-managers and sigpeyvboard members in SOEs irrespec-
tive of firm size or legal from which could be deaeence point in other countries as well.

The findings for determinants of the compensatmrel allow for comparing and assessing
the different compensation policies on a broad ewrddibasis to support policy making in
different countries. Overall the results indicdtattpolicy initiatives in this field should inte-
grate SOEs in a more specific way. Many of the meetd laws and policy documents are
only for private sector companies and do not ineladmention SOEs.

With the Act on the Appropriateness of Managememi@ensation the German Policy Mak-
ers established a standard for an appropriate aosagien for listed companies. However,
these rules do not affect most SOEs. The findings geasons for policy makers on all gov-

ernment levels in Germany to transfer the compesappropriateness requirements for
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SOEs into municipality laws and other specific laies SOEs. A policy transfer into other
countries seems to be a contribution as well. fFeuntiore the data justify to specify criteria
for appropriateness on the sublegal level in a PC&fne PCGC in different countries al-
ready contain helpful examples (German Federati@®® numeral 4.3.1, Austrian Federa-
tion PCGC numeral 9.3.6.4, Canton Aargau numerdl)2&or fostering appropriateness of
the top-management compensation, a PCGC can additionform which actors have which
property rights. In the compensation decision psees it is often not clear enough between
supervisory board, supervisory board chairman &edshareholder meeting who is exactly
responsible for the level and structure of the ngmragers pay. A PCGC can define these
responsibilities very clearly because this selfataion approach offers more flexibility than
laws.

For the prevailing discussion the study providew,nealuable knowledge to numerous ad-
dressees, such as politicians, administration, rsigmey/management boards, auditors and

consultants.

With regard to future research gaining comparatéirgirical insights about more countries
and in each single country would be a particulfmytful objective. There are multitudinous
studies for the contents of this paper for privssetor enterprises. In comparison, there is still
little empirical research on SOEs. Strengtheningmarative approaches in this field seems
especially valuable as a means of gathering neasidad of benefiting from the insights of
other countries for improving the effectiveness efitiency of public-service-provision.

In a public policy research perspective it wouldrbwarding in single countries and in an
international comparative perspective to asses$athecreation processes andand to explore
why the laws for SOEs and the rules in PCGCs famgparency and appropriateness of top-
manager pay have been established by some pulbhiordies in contrast to others, why the
rules are formulated in different ways and why diféusion diverges in several countries. In
particular it would be also rewarding to considérywhe policy documents of the European
Commission on these issues and regarding gendegggaylo not include or address SOEs
which have a special responsibility in the debates.

The empirical data about the relevance of SOEseptioat a sustainable public service provi-
sion and budget consolidation in many areas cap@a@tppropriately realized without a pow-
erful management and control of SOEs. This sulistasta need for future research to gener-

ate more empirical insights for SOEs.
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