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Abstract 

This thesis investigates what effects control enhancing mechanisms that are associated with 

vote differentiation have on dividend payout policy among Swedish listed firms. The data 

collected for this study is for the period 2005-2007 and the sample consists of 109 

companies where 61 of these have shares that are vote differentiated, and the remaining 48 

companies have the one share –one vote structure. The variables in the regressions are 

dividend payout ratio, a dummy for vote differentiation, growth in earnings, size, Tobin’s 

Q and ownership structure.  Three separate hypotheses are applied for reaching a scientific 

answer to the thesis question. The results indicate that dividend payout policy is 

significantly negatively affected by the presence of vote differentiation and that vote 

concentration among the five largest shareholders is generally higher in such firms. The 

results do also indicate that dividend payout is determined by firm size, growth and 

investment performance which are in line with earlier studies. From the results, parallels 

have been drawn between investment performance, ownership concentration, vote 

differentiation and dividend payout policy. Firms that have vote differentiated shares tend 

to overinvest instead of paying out dividends when this presumably would be a more 

appropriate decision considering the aspect of efficiency. As a final conclusion based on 

the findings, the thesis confirms the argument on that vote differentiating among shares 

should be reconsidered for better reforms. 
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1 Introduction 

In this section an introduction to the topic will be given to introduce the reader to the subject. This section is 

followed by the purpose of the thesis. Thereafter the reader is provided with background information on the topic 

which leads them to the specification of the problem and what limitations that has been established. Finally the 

hypotheses are described as well as how answers to these will be reached methodically.  

1.1 Introduction 

This paper investigates the relationship between the use of control enhancing mechanisms 

(CEM’s) and dividend payout policy for Swedish listed firms. In recent time a discussion has 

developed concerning the wedge between voting rights and cash flow rights that emerges 

from the use of certain control enhancing mechanisms (such as dual class shares, pyramids 

and cross-share holdings) and its negative effect on investment decisions by the corporations 

that use these kinds of CEM’s, Bjuggren and Palmgren (2010).  

Eklund  and Wiberg (2006) has quite recently presented empirical evidence which shows that 

companies who systematically use shares with differential voting rights make poorer 

investment decisions compared to those companies that use the system of one share -one 

vote. These results are supported by a later paper by Eklund (2007) where similar conclusions 

where drawn. These are interesting results since it is argued that differential voting rights 

creates, in the long run, a stable ownership structure and that it is a condition for having an 

adequate financing. However, with these results the implementation of shares with differential 

voting rights becomes questionable as they seem to create a situation of inefficiency.   

Based on this inefficiency problem that seem to occur  from the use of CEM’s, where shares 

with differential voting rights are present, the aim of this thesis is thus to investigate if there 

are further scientific answers to be found that would add to the argumentation that the use of 

such control enhancing mechanisms should be abandoned for better reforms. Furthermore, in 

this manner firms may reach a more efficient capital market. This will however be investigated 

from another aspect, as earlier mentioned this paper will focus on the effect on dividend 

payout policy (in relation to CEM’s). The reason for this is that empirical studies has shown 

that increases in corporate payout are associated with long term subsequent increases in 

profitability (Sarig (2004)), which in per se can be associated with good investment 

performances, and hence this fact will be considered as a point of reference for this study.  

1.2 Purpose 

The purpose of this thesis is thus to investigate if there are negative effects on Swedish listed 

firms’ dividend payout policy from the use of control enhancing mechanisms where shares are 

vote differentiated. This will be done by finding the relationship between the dividend payout 

policy and CEM’s that can be associated with vote differentiated share structure. This study 

will therefore contradict or confirm the argument on that vote differentiating among shares 

should be abandoned for better reforms. 
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1.3 Background 

It is well known that corporate governance affect firm performance, hence the choice of 

system of corporate governance has an essential role in which way the companies behave and 

perform (Karpoff, Marr and Danielson (2000)). Within a corporation it is the managers’ role 

to act as decision makers serving the interest of the owners. In the case of large corporations 

the ownership is spread among a large set of people who has to delegate control to the 

managers for practical reasons. Reasons such as the uncertainty whether the managers are just 

looking after their own best interests and thus neglect the interests of the shareholders. In 

order to regulate that the managers act in the interest of shareholders and have the correct 

incentives when making decisions, corporations uses control-enhancing mechanisms. These 

control-enhancing mechanisms are implemented in order for managers to maintain control 

over the company by separating control rights and capital rights, Rydqvist (1992). 

   

There are two important reasons for shareholder control according to Brealey et al. (2008). On 

one hand, that by monitoring the management, the controlling shareholder may maximize 

value and can make sure that the managers make the best decisions concerning operating and 

investment strategies. One the other hand, the controlling shareholder can extract private 

benefits at other shareholders’ expense to capture value and effectively the control premium 

can be seen as a discount on the shares with inferior voting rights. This denotes that within an 

organization where the control is not completely held by the principal (the shareholders) 

agency costs are inevitable. Therefore, the role that the institutional framework and the related 

ownership structures play is important when investigating dividend policies as these are 

dependent on the alignment between ownership and control incentives (Wiberg (2008)).  

  

Eklund and Wiberg (2006) discusses in their paper the consequences of the choice of 

corporate governance and its significance as it affect, not only how well the private sector 

conducts  shareholders’ capital, but also how the economy’s renewal power and rate of growth 

turns out. In their article they discuss in which way the use of shares with differential voting 

rights can affect the companies’ investment decisions. To see what the effects are they look at 

Tobin’s taxed marginal q (measure of marginal return on investment) and how this measure 

differs between companies that use and do not use the structure of shares with differential 

voting rights. They got strong empirical results from what they draw the conclusion that 

Swedish firms on the stock market that have shares with differentiated voting rights have a 

systematical poorer return on their investments compared with those companies that uses the 

system of one share –one vote. Hence they argue that, for the Swedish economy to be able to 

maintain and improve the economic efficiency there is a need of new reforms. In their mind 

the most necessary reforms would be to abolish the system of shares with differential voting 

rights to achieve this (Eklund J., Wiberg D. (2006)). 

The discussion about the role of corporate governance is also discussed by Klaus Gugler 

(2003) in his paper where he talks about the role of ownership and its effects on dividend 
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policy. He asserts that dividend payments are dependent on the identity of the controlling 

owner of the firm where he views dividend policy as a consequence of the separation of 

ownership and control. From his results he also found that there is a significant negative effect 

on capital investment and R&D in relation to dividends. As a conclusion, he argues that 

dividends should be regarded as a decision variable that significantly affects other investment 

decisions in the light of capital market failures.  

On the same line, in a Finnish study by Maury and Pajuste (2002) they address the effects of 

the ownership and control structure on dividend policy. From their analysis they found that 

there is a negative relation between the dividend payout ratio and the control stake of the 

controlling shareholder. They also conclude from their results that different owner types in 

control influence dividend policy differently. For instance that when CEO’s are large 

shareholders, firms tend to pay lower dividends. Maury and Pajuste (2002) propose that the 

discrepancy between voting rights and cash flow rights that is an effect of the use of dual-class 

shares, pyramid ownership structure and cross share holdings, may affect the dividend policy 

in the light of additional agency problems. However, they report that there is no significant 

impact on dividend policy from the separation of ownership and control through high-voting 

shares and pyramid control structures. As final conclusions they suggest that a firm’s control 

structure affects the dividend policy but that owner’s type is a more dominant factor of 

dividend policy, this presumably due to agency problems or tax reasons. 

1.4 Specification of the problem 

As the implementation of the control-enhancing mechanisms has their intentional effects, it is 

important to also look at what the side-effects of control-enhancing mechanisms are that 

might project. It is evident that the Swedish corporate governance differs from the US and 

United Kingdoms’ corporate governance structure where the Swedish companies have a more 

concentrated ownership structure relating to the implemented control enhancing mechanisms, 

(Daniel Wiberg (2008)). As some researches have presented, there are empirical evidence that 

control enhancing mechanisms (where shares have differential voting rights) have negative 

effects on the company. This might be an important finding for the Swedish listed firms to 

recognize and possibly consider changing to new reforms that will project a more efficient 

capital market for them. It might as well be at least that interesting for outside investors whose 

interest lies in receiving justifiable dividends. Therefore, this will be investigated further in this 

thesis. 

1.5 Delimitations 

This thesis will proceed by investigating only Swedish listed companies. It will exclude 

financial firms due to their investment decisions that in turn might affect the dividend payout 

policy of the firm. Financial firms are also subject to laws and regulations that the firms can’t 

control over. In the regression analysis pyramid and cross-share holdings will not be 

considered and therefore dual class shares will be representing the vote differentiation in such 

firms. 
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1.6 Hypotheses 

To be able to answer the research question whether such CEM’s where shares are vote 

differentiated has a negative affect on dividend payout policy, several hypotheses are stated for 

which results can be analyzed and further lead to a concrete conclusion.   

The three separate hypotheses are: 

 H1: Control enhancing mechanisms, such as dual class equity structures will through 

separation of control rights and cash-flow rights alter a negative relation to the 

dividend payout ratio.  

 H2: The Dividend payout ratio will generally be lower in firms that are using control enhancing 

mechanisms where shares are vote differentiated.  

 H3: The holdings of control rights by the insiders are higher in firms that have vote 

differentiated shares.  

 

1.7 Method 

In order to investigate the association between the dividend payout ratio and differentiated 

voting rights an OLS regression analysis will be used where other variables are controlled for 

in order to observe the explicit effect of differentiated shares a lone on the dividend payout 

ratio. To further examine the effects of such control enhancing mechanisms, a comparison 

between firms that have dual class equity structure and firms with one share equity structure 

will be analyzed by using descriptive statistics. Also separate regressions will be run for the 

two groups in purpose of investigating the effects of the control variables when separating the 

dataset.  

1.8 Outline of the Thesis 

The Thesis is organized as follows. In section two a theoretical background concerning the 

topic is provided. In section three the data and variables are described. Section four presents 

the result and analysis of the study. Section five concludes and gives suggestions for further 

studies.  
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2 Theoretical framework 

Before proceeding with the analysis, this section will cover the relevant areas to provide with an understanding of 

the research topic. The first sections covers dividend payout policy and what factors that affects it which has been 

shown by earlier studies. The second section covers control enhancing mechanisms, presenting their characteristics 

and results from earlier studies. This section is thereafter followed by a brief explanation of the measurement of 

profitable investment opportunities, Tobin’s Q. Section four provides with facts on the corporate governance in 

Sweden and the ownership structure specifically for the Swedish case. Finally, in the fifth section the term 

Agency Theory is presented and how it relates to dividend payout policy. 

2.1 Dividend Payout Policy  

In corporations worldwide dividend payments is a generally common phenomenon that can 

be observed. Firms can choose how much of their earnings to distribute as dividends to their 

capital shareholders, and to retain internally. Why firms pay dividends is however a discussed 

topic. Some explanations for the phenomenon are based on using dividends as a signaling 

device or as to satisfy the demand for payouts of various dividend clienteles, Allen and 

Michaely (2003). One the other hand financial scholars DeAngelo and DeAngelo (2006) 

propose that it is rather the case that the optimal dividend payout policy depend primary on 

the need to distribute the firm’s free cash flow. It is argued that dividends are paid when there 

is a surplus of the cash flows in order to limit potential overinvestment by the managers. 

Moreover, this means that -as further observed by Denis and Osobov (2008) - that dividend 

payments are concentrated among the larger and more profitable firms, i.e. those firms with 

higher earnings. Denis and Osobov (2008) argue that dividends are paid by firms that are least 

in need for signaling their profitability and that the demand for signaling (tough decreasing 

over time) arises from smaller, less profitable firms. In line with Fama and French (2001) they 

also provide evidence on common determinants of dividends such as growth opportunities, 

profitability and firm size.   

In the paper by Fama and French (2001) they discuss the characteristics of dividend payers 

and firms that do not pay dividends. Firms that have never paid dividends are seemingly 

smaller firms with strong growth opportunities and profitable investments. They find a 

tendency of former payers being distressed with low earnings and few investments compared 

to those firms that have never paid dividends. In turn, dividend payers are more profitable 

than firms that have never paid and are about 10 times larger than them. The size factor also 

holds true between former payers and non-payers where former payers are approximately 

three times larger than non-payers.  The size effect is also confirmed by an earlier study by 

Holder et al. (1998) who found a tendency of larger firms having higher payout ratios than 

smaller firms do.  

Growth opportunities, past as well as expected, are also shown to significantly affect firms’ 

dividend payout ratios. However the effects are dissimilar depending on the legal system of 

the country. Studies by Denis and Osobov (2008) and La porta et al (2000) shows that for 

common law countries (such as US and UK) growth opportunities are negatively associated 
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with dividend payout ratio, as in contrast, in civil law countries (such as Sweden) growth 

opportunities are positively associated with firms’ dividend payout policy. In the case for 

common law countries this finding has been given the suggested explanation that when firms 

are, or anticipate to experiencing higher revenue growth, they establish lower dividend payout 

ratios because this growth entails higher investment expenditures, Rozeff M. S. (1982).  

La Porta et al. (2002) further provides their view on why firms pay dividends. They argue that 

dividends are an outcome of an effective system of legal protection of shareholders. Under 

such circumstances, minority shareholders use their legal power (by voting for directors that 

better serves the minority shareholders’ interests) to force the companies to pay out dividends. 

This in hand will lead to preventing insiders from using too much of the company earnings to 

benefit them selves. The results from their study suggest that firms in countries with better 

minority shareholder protection pay higher dividends. In line with this finding, La Porta et al. 

(2000) argue that the protection of minority shareholders is correlated with the a country’s 

legal system; Countries with the strongest protection of outside investors are common law 

countries(US and UK) whereas on the other hand civil law countries(Europe) have lower, and, 

the weakest protection. 

2.2 Control Enhancing Mechanisms 

This section is divided into three subsections. The first covers pyramid structures, the second covers cross-share 

holdings and the third covers dual class share structure. These three control enhancing mechanisms are addressed 

in this thesis since they specifically are associated with vote differentiated shares as they allow for separation of 

ownership and control. 

2.2.1 Pyramids 

In a pyramid, control is exercised through a sequence of controlling positions in several layers 

of companies where the actual operating companies are at the bottom of the pyramid. Above 

each operating company is a first holding company and then there are others, higher in the 

pyramid. The stake holding by the highest stakeholder is a fraction in the one below it; hence, 

it has a smaller holding on the operating company. Again referring to the book “Principles of 

Corporate finance” written by Brealey (2008) for effective control, less than 51% of the shares 

are needed, so the shareholders of the topmost holding company may be able to maintain 

control with an even smaller investment.  

 

Pyramid structures allow some shareholders of the firm in the top of the pyramid to control a 

larger proportion of the votes in firms further down in the pyramid than their cash flows 

rights. In the book “The Law of Corporate Finance” (2009) written by Mantysaari, it is explained 

that in the case of a pyramid structure the ultimate shareholder can “exercise control over a 

company through a cascade of listed and/or unlisted companies”, (P.284). It is also mentioned 

that in every holding company in the chain, there may also be minority shareholders. As this 

chain gets longer, i.e., the pyramid consists of even more holding companies, the ultimate 

shareholders’ economic investment get to be smaller in a company controlled by the ultimate 
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shareholder. Therefore, pyramid structures results in that the relation between ownership of 

risk bearing capital and the facto control right become disproportional.   

 

In a paper written by Holmén and Högfelt (2004), it is proposed that the purpose of pyramid 

structures is ultimately to have free or cheap access to internal capital without being directly 

exposed to the demands of the external capital markets. However they claim that control over 

capital without firm demands to generate a satisfactory risk adjusted market return is likely to 

lead to overinvestment in the pyramid firms. Meaning that these firms tend to have 

systematically higher investment ratio than what they should optimally have counter to their 

growth opportunities. This is in line with the empirical results of Eklund’s and Wiberg’s paper 

(2006). Coinciding with Holmén and Högfelt (2004), it is also claimed that the focus on 

dividend payouts is of an important matter, in studies that investigate the conflict of interests 

between superior and inferior shareholders in listed companies (Jong, DeJong, Hege and 

Mertens (2009)).  

 

In the research paper written by Holmén and Högfelt (2004), they made some conclusions 

regarding investment. From their empirical study they found that there is a strong dependence 

on internal capital and that this implies that too much capital may be retained and invested 

within the pyramid structure which was indicated by significantly higher investment- cash flow 

sensitivity for pyramid firms and by the lower dividends paid out from pyramids. They draw 

the conclusion that with pyramid structures there is a tradeoff between the benefits of highly 

levered corporate control and the potential loss of efficiency from being isolated from or 

having limited access and exposure to the primary equity markets. They also conclude their 

findings by questioning whether pyramids allocate capital more efficiently than capital markets 

do by locking in capital within a specific control structure. They argue that with its focus on 

cash flows, a pyramid seems to give priority to long-run survival and low risk investment 

strategies.         

Concerning the affects on dividend policy this is addressed in the research paper written by 

Jong and Dejong (2004), which has a French firm perspective. In this case, they predict that 

the dividend payout decreases as the equity wedge becomes wider but on the other hand that 

dividends payout should increase as the debt wedge increase explained by saying that 

dividends are needed to service the debt in the pyramidal entities.  They found that the use of 

debt in holdings, commits the controlling block owner to larger dividend payouts, whereas a 

non-leveraged control wedge has the opposite effect.  

2.2.2 Cross-share holdings 

Cross-shareholding is more or less a situation where one publicly-traded company owns stock 

in another publicly-traded company. Under some circumstances, especially when the two 

companies are listed on the same index, this could lead to double counting of securities. This 

may be taken under consideration that cross holdings are present when aggregating the capital 

value of firms. It is difficult to relocate management in one firm without the consent of the 

other company. 
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The purpose of cross-share holdings is that by holding shares between two or more publicly 

listed companies that give each company involved an equity stake in the other, as to work as a 

shield from unwanted takeovers.  

 

In the book “Law of Corporate Finance”  written by Mantysaari (2009), the theoretical effect that 

cross-shareholding has is effectively that it concentrates control rights in owned by the 

managers. As an explanation this is because voting rights that are attached to shares owned by 

a company are generally used by the managers representing the company. In the same line, 

cross-shareholdings can also concentrate control rights owned by minority shareholders where 

they control the board in their capacity as the ultimate owners of the company (p.284). 

      

 

What concerns investment decisions, it is noted in an external study commissioned by the 

European commission (Shearman & Sterling (2007)), which purpose is to determine whether 

(and if so, how) investment decisions are influenced by the ways companies do or don’t 

respect the one share – one vote principle, that the study found that investors seem not to be 

that much affected when making their investment decisions, though aware of the presence of 

cross-shareholdings. In the study, more investors than not said their investment decisions take 

the element into account. 

2.2.3 Dual Class shares 

Dual class shares are also a way to maintain control and is the most common used by Swedish 

listed firms. Dual-class shares are designed so that the shares are attached with different voting 

power. One class of shares is thus attached with extra voting rights which provide voting 

control to specific shareholders. The structure of dual-class shares varies, for instance the 

superior class can carry one or multiple votes per share while the inferior class carries none or 

one vote per share respectively in each case. In other words, dual-class shares are those where 

the structure bear a shifted amount of control toward one group of shareholders in relation to 

their equity participation in the company. 

With public issuance of shares, it is often the case that it is accompanied with the dilution of 

control. This is in many cases undesired by the company founders, which by using dual class 

shares can avoid this dilution of control while increasing firm capital. They go about issuing 

different classes of shares, those with high voting rights and those with low voting rights.  

Essentially, the purpose of this mechanism is to create satisfaction among those owners who 

do not want to give up control but wants to receive financing from the public equity market. 

Most often, the superior class shares are not publicly traded and the founders of the 

companies are often those who are in control in dual class companies. The listed shares’ 

voting right cannot be changed, neither it is possible for the superior owners to issue new 

superior classes. 
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In contrast to shares with superior voting rights the subordinated shares are in general more 

liquid and do often pay higher dividends. This makes the market for these shares on the public 

stock exchange more readily since those characteristics in per se create an incentive to 

investors. Superior shares on the other hand normally trade at a premium over the 

subordinated shares. The premium reflects the greater degree of control over the company 

given by the vote differential. The fact that the superior shares seldom can be treaded may 

work as a guarantee to the company to have a set of loyal investors any given time. In cases 

such as these, the existence of dual class shares may be beneficial for company performance. 

On the other hand, they can be seen as unfair since an inferior class of shareholders is created, 

and those who are handed the power (managers for instance) are allowed to pass on the 

financial risk on others. Given the few constraints placed upon the managers, there is a risk 

that managers misbehave. Thou misbehaving, the company’s management is enabled to make 

bad decisions but not face the consequences that follow. (Principles of corporate Finance, 9th 

edition 2008)  

In the paper by Jong et al. (2009) they could also draw conclusions regarding dual class shares 

from their empirical study. They found that ownership concentration has a negative effect on 

dividend payout ratios. Moreover, they found that there is a negative correlation between the 

concentration of control and the dividends –to- earnings ratio. Also they came to the 

conclusion that dominant owners pay smaller dividends if their cash flow rights are small 

relative to their control right.       

What concerns the empirical finding of the effect on investment that dual class shares might 

have, again referring to the paper written by Li, Ortiz-Molina and Zhao (2007), they examined 

whether and to what extent shareholder voting rights affect institutional investment decisions. 

They clarify their definition of institutional ownership as the “institutional investors’ dollar 

investment in the firm’s equity as a percentage of the firm’s total market value of equity” and 

their results suggest that voting rights are an important determinant of institutional investment 

decisions. The cross sectional tests that was made showed that aggregate institutional 

ownership in dual-class firms was about 3.6 percentage points lower than what it was in 

single-class firms. Furthermore they used the time-series variation in firms’ dual-class status to 

examine how the unification of dual-class structures into a single class affects institutional 

investment. The analysis showed that the institutional ownership subsequently increased for 

dual-class firms that unify their share classes relative to a control group of dual-class firms that 

don’t unify their share classes. Further they argue that after the unification has taken place, the 

equity holdings in the unifying firms increase due to a larger participation of institutional 

shareholders. This would thus show that dual class arrangements are associated with a 

diminished presence of institutional investors. As a final conclusion based on their findings, 

they argue that since institutions are the largest participants in the stock market, the lack of 

shareholder voting rights may compromise dual-class firms’ access to equity financing. 
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2.3 Tobin’s Q 

In studies investigating firm performance Tobin’s Q often is used as a performance measure. 

James Tobin who developed this measure defines q as a measure of profitable investment 

opportunities, Tobin (1978). In his article he explains that when aggregate q is low (between 0 

and 1), many firms bear q’s which discourage all gross investment, even for replacement. 

Meaning, a low q indicate that the cost to replace a firm’s assets is greater than the value of its 

stocks. The q-ration is calculated as the ratio of the market value of the firm to the 

replacement cost of its assets, Lindenberg and Ross (1981).  

Tobin’s Q is a measure that reflects an average but there is also a Tobin’s marginal q which 

measures the margin. Marginal q is the ratio of the market value of an additional unit of capital 

to its replacement cost, Hayashi (1982). In this article it is claimed that empirical work has 

utilized average q as a proxy for marginal q.   

Gugler et al. (2004) define Tobin’s Q to be a measure that roughly measures the average 

return on a firms capital that is anticipated by the market. They claim that in many studies, 

Tobin’s Q has been used as a control variable for investment opportunities of firms. However, 

since it reflects the average return on a company’s capital, they claim that the marginal return 

on capital is more relevant for investment, and therefore an estimate of marginal q is needed. 

One the same line, Bjuggren et al. (2007) use marginal q as a measure of economic 

performance when investigating the effects of vote differentiation on firm performance. They 

claim that when using Tobin’s Q, this has its disadvantages which can be avoided by using a 

marginal q. For this reason they argue that marginal q is more appropriate compared to 

Tobin’s Q for purposes such as estimating performance since it measures the marginal 

performance instead of the average performance. They find that firms on average make 

inferior investment decisions when vote differentiation is present.  

 

Gugler and Yurtoglu (2003) argue that if managers would maximize shareholder wealth in a 

situation where firm investment opportunities are low, they would invest little so that the 

return on the investment will at least equal the cost of capital. Langsen (1988) found from his 

study an inverse relationship between Tobin’s q and the dividend payout ratio. The evidence 

of the study indicates that there is a significant negative correlation between Tobin’s Q and 

dividend payout ratio which means that the higher q-ratio, firms have lower dividend payouts 

and vice versa.  
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2.4 Corporate Governance and Ownership structure in Sweden 

One of several aspects that relates to dividend policy and the use of control enhancing 

mechanisms is the choice of corporate governance and the ownership structure implemented 

by the firm. As mentioned before, the Swedish corporate governance structure is 

characterized by a highly concentrated ownership structure. This structure has enabled the 

ownership concentration to be retained and even reinforced by the extensive use of control 

enhancing mechanisms such as those with vote-differentiated shares (Wiberg (2004)). 

Moreover, those mechanisms that are used by Swedish listed firms (where a large fraction of 

the listed firms are privately controlled) to establish control by separating ownership from 

control are dual class shares, pyramids and cross-share holdings which were addressed in 

section 2.1. The concentration of corporate control has become higher in Sweden than in 

other European countries and the use of these mechanisms has become of greater importance 

over time than what it has in other industrialized countries and therefore the concentrated 

ownership structure that is “based on a small equity base” can be thought of as a typical 

Swedish model, Henrekson and Jakobsson (2004). Due to this corporate governance model, 

of strong separation between ownership and control, owners become locked in for long 

periods of time, even through generations.  

There is a set of different owners that one can distinguish between, these are: families; private 

institutional owners; public or semi-public institutional owners and foreign owners. One or a 

couple of owners can have ownership dominance which is explained by Henrekson and 

Jakobsson (2004) as having a dominant influence in the firm. In a situation of high 

concentration of ownership control a single owner have ownership dominance in several 

firms. By controlling a firm means having control over a large part of the votes of the 

outstanding shares of the firm, explains Henrekson and Jakobsson (2004). They also explain 

that the influence doesn’t have to be proportional to the capital invested due to the existence 

of shares with differential voting rights. Moreover, one can say that the pivotal shareholder is 

a minority shareholder that controls a majority of the votes but who contributes less than half 

of the capital. In Sweden, firms - even among listed companies - have been controlled by a 

single individual or a single family. The growing disparity between control rights and cash flow 

rights for the dominant owners has tribute to the concentrated control which has been 

achieved.   

In the same article written by Henrekson and Jakobsson (2004) they conclude that new ways 

should be found in the near future of establishing the existence of actors who successfully can 

take over the ownership role in the corporate sector since a number of different control paths 

are likely to emerge and that the Swedish ownership and control model is about to lose its 

dominant position.    

There are complex trade-offs attached to the design of corporate governance arrangements 

according to Agenblad, et al. (2001). Such trade-offs can involve the desire of providing 

sufficient incentives to managers or controlling owners weighted against protecting minority 

investors. Another concern that they mention is the three way trade-off between liquidity, 
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control and distortion of incentives. They provide an example of this, quote “When dual class 

shares are issued, control remains concentrated and liquidity is improved in the low-voting 

shares, but incentives deteriorate since ownership and control are separated”. Firms with 

strong majority owners are quite clearly favoured by especially the Swedish corporate law but 

also by the security law. This has enabled private owners to establish and maintain control 

over listed firms which has been done by the widespread use of dual class shares and crucial 

pyramiding, resulting in the highly concentrated ownership structure. These two CEM’s are 

concluded to be the two most efficient methods of establishing and maintaining private 

control in listed firms but they come with substantial costs; loss of dynamics in ownership and 

control, and undervaluation of firms due to the consideration of agency costs. The agency 

costs and therefore the discount are larger the smaller (in absolute numbers) the equity 

fraction owned by the controlling owner is in relation to his or hers voting fraction, Agenblad 

et al. (2001). These discounts suggest that there are significant agency costs inherent in 

ownership structures with a controlling minority owner. Thus, firms that heavily rely on such 

mechanisms that produce strong separation of ownership from control have owners that do 

not have incentives that are in line with shareholder value maximization. 

The common understanding introduced by La Porta et al. (2000) is that the dominant owners 

prefer to keep capital within the firm rather than share it as in paying out dividends to the 

minority shareholders. The distance between the dominant owners voting rights and cash flow 

rights become larger as the investor protection weakens therefore the smaller should the 

payout be, Jong et al. (2009). 

2.5 Agency cost and Principal Agent Theory 

The term agency cost that has been touched upon is further explained in this section in terms 

of Principal agent theory. Basically, the theory concerns all types of agency relationships in 

which on part (the principal(s)) delegate work to another part that performs it (the agent) on 

their behalf, Jensen and Meckling (1976). The model assumes that there is a conflict between 

the principal (shareholders) and the agent (managers) regarding goals and incentives. Due to 

the different risk preferences between them problem arises in terms of them preferring 

different actions. The model is concerned with determining the problems that can occur in 

agency relationships. There are two problems that can occur according to Garen (1994); one 

of them is the situation where the principal’s and the agent’s desires or goals conflict, and the 

second problem is that the principle cannot verify the actual actions of the agent and in that 

sense, that the agent behave appropriately or not.  

If one assumes that both parties are utility maximizers it is reasonable to believe that the agent 

will not always act in the best interest of the principal. In such situation, the principal can 

establish appropriate incentives for the agent in purpose of limiting the difference in their 

interests and by monitoring them (at a cost) so that to limit the divergent activities of the 

agent, Jensen and Meckling (1976). Taking this into context, it is obvious that the general 

problem of the agency is related to the issues associated with the separation of ownership and 

control as the relationship between the stockholders and managers of a corporation is in line 



Dividend payout policy and vote differentiation 

 

 

14 

with the definition of an agency relationship. The analysis of manager compensation is thus a 

typical example of the principal-agent problem that regards the separation of ownership and 

control.  Jensen and Meckling (1976) shows this by explaining how the explanation of how 

and why agency cost generated by the corporate form relates to the theory of ownership 

structure of the firm. In their view, the most important conflict that can arise is related to the 

fact that when the manager’s ownership claim falls, his incentive to dedicate significant effort 

to creative activities such as searching for profitable ventures falls. Furthermore, if the 

manager’s ownership claim increases, their incentive to minimize agency costs increase as well.  

In alignment with this, Ang et al. (2000) provide results that confirm that agency costs are 

higher among firms that are not 100% owned by their managers. Hence they conclude that 

agency costs increase with a reduction in managerial ownership. This effect that Jensen and 

Meckling (1976) and Ang et al. (2000) address, as well as Eklund and Poulsen (2010) does, is 

referred to as the incentive effect of ownership.  

Another effect that arises from the separation of cash flow rights and control rights is that an 

increase in manager’s ownership claim allows the owner-manager’s ability to extract private 

benefits of control to increase. This is referred to the entrenchment effect of ownership 

(Eklund and Poulsen (2010)). These two different effects, the incentive – and the 

entrenchment effect, are both shown to be affected by the use of CEM’s that are associated 

with the separation of cash flow rights and control rights. As Claessens, Djankov, Fan and 

Lang (2002) show in their article, firm value increases with the cash flow ownership of the 

largest shareholder with along with an incentive effect, and that firm value decreases when the 

control rights of the largest shareholder exceeds its cash flow ownership with a strengthened 

entrenchment effect. Moreover, they argue that the positive incentive effect relates to the 

share of cash flow rights held by the large shareholders and that the negative entrenchment 

effect relates to the share of control rights held by the large shareholders, and also that the 

firm value discount generally increases with the size of the wedge between cash flow rights 

and control rights. In other words, as control is often enhanced further than ownership stakes 

through the use of such CEM’s like pyramid structures, cross share holdings and dual class 

shares, these incentive – and entrenchment effects are thus worsened and strengthened 

respectively (Claessens et al. (2002)).  
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3 Method 

This section discusses the method that has been used for the empirical analysis and the data utilized in order to 

reach a scientific result, answering the research question. Subsection 3.1 presents the method that was applied to 

obtain the final results and subsection 3.2 the procedure of the sample data selection for the data set is 

explained. There is also provided the descriptions of the key variables that are chosen to be included in the 

analysis, aligned with the approach of controlling for econometric problems.  

3.1 Methodology 

This study will take on a quantitative approach to test the effects of control enhancing 

mechanisms (which separate voting rights from cash-flow rights) on Swedish listed firms’ 

dividend payout policy. There will be three multiple regression analyses that will be analyzed. 

Further analysis will be done on the descriptive statistics, having separated the data set into 

two groups. One group containing firms with shares that are vote differentiated (proxy for the 

use of CEM’s) and the other group containing firms with the one share –one vote structure. 

This is done to observe if there are any differences in between the two groups.  

With help of ordinary least square regressions the data will be analyzed when the necessary 

data has been collected in order to see whether it exist a correlation between dividend payout 

and vote differentiation and if vote differentiation have any significant effects on dividend 

payout. Together with the information from the literature and the results from the analysis, a 

conclusion will be drawn.  

3.2 Approach 

This sections covers the approach of the gathering the data. First the selection of the figures is explained. This is 

then followed by an explanation of how the data was collected.  

3.2.1 Selection 

For the sample selection procedure there were some criteria for firms to be included in the 

data set.  All of the companies that are included in the data set has to be companies that are 

listed on the Stockholm stock exchange (NasdaqOMX nordic) and has been under the three-

year period that is looked at. Companies that are not listed on the Stockholm stock exchange 

are excluded for several reasons. For one, it is easier to find information on companies that 

are listed and secondly, information that is needed to be able to calculate the variables can 

only be found through the Stockholm stock exchange, for taking an example, calculating 

Tobin’s Q. All in all, a sample of approximately 314 companies was obtained from the data 

base Amadeus after making the firm specification selection. This was done by choosing 

Swedish public firms that are listed on the Stockholm stock exchange (trough the homepage 

of Nasdaq OMX Nordic). Industry specification number 64 and 65 (NACE Rev.2), 

corresponding to financial firms was also excluded. This exclusion is due to the nature of their 

investment and the laws and regulations they are obliged under. Furthermore, the results will 

only contain firms whit available accounts in and between 2005-2007. After furtherer 
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narrowing due to missing firm specific data and exclusion of companies with negative average 

earnings and having fiscal year-ends other than December 31 through the sample period, the 

observation size got down to 111 companies for what concerns the dependent variable 

dividend payout ratio. This fact entailed that the figures for the other firm variables was not 

gathered for these firms.  

The period covering the data is 2005-2007 where averages are drawn over a time period of the 

three years. The reasons behind the choice of making averages for the variables can be argued 

that it provides with a more stable and more reliable measure of the variables, accounting for 

time effects such as ups and downs in the economy. Regarding the choice of having a sample 

period of three years and not making an average over a larger time period is due to time 

constraints and presumably even more loss of data. Consequently this would mean ending up 

with fewer observations which would affect the credibility of the test negatively. One criterion 

when gathering data was that, if for any variable data is missing for any of the three years, this 

company will be excluded from the data set. The aim with the sample data selection criterions 

is to ensure the validity and reliability of the results. 

3.2.2 Data collection 

The approach is to estimate the parameters of an equation such as 

    Y=β0 +β1Xi +β2Xi +...+   (Equation 1.) 

where Y is the dependent variable which is the firm dividend payout ratio and Xi are  

measures of the independent variable vote differentiation and the variables that are controlled 

for i.e. past– and future growth, Tobin’s q, size and ownership structure.  

The variables that are applied for the study are discrete random variables and continuous 

random variables. In this research model the dummy is used as an indicator whether the firms 

have vote differentiated shares or not.  The rest of the variables in the regression are 

continuous variables that can take on any real value. The different variables are calculated by 

using year- end figures. For all variables except ownership concentration, averages have been 

taken over the three-year period.  Ownership concentration has been assumed to be rather 

constant over time. 

Following variables have been chosen to be included in the research model as for some are 

known from earlier studies to have a significant effect on dividend payout policy of the firm 

and the others are included in order to find answers to the separate hypotheses.  
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Table 3.1  Description of the key variables. 

Variable denotations in the regression 

and descriptive statistics 

Key variables 

DPR Dividend payout ratio 

PG Past growth rate  

FG Expected future growth rate 

Size Natural logarithm of the arithmetic average of sales 

TQ Proxy for Tobin’s Q 

VR5 Percentage of votes controlled by the five largest 

shareholders 

CRFOR Percentage of equity owned by foreign investors 

VoteDiff Dummy variable for vote differentiated shares 

 

 Dividend payout ratio 

This is the dependent variable in the regression function. For this study it is measured as the 

arithmetic average of the dividend payout ratios over the three year period of 2005-2007, for 

each firm that is included in the data set.  
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    (Equation 2.) 

 

The dependent variable DRP in the analysis is thus the dividend to earnings ratio. This ratio is 

measured as dividend per share (DPS) divided by earnings per share (EPS). It is used as a 

main measure for firm’s dividend policy. The variable shows the increase/decrease in the 

dividend payout for an increase/decrease of all or some of the explanatory variables (Focus on 

vote differentiation). All figures on this variable were gathered from three sources. The firms’ 

dividend per share was gathered from the site börsdata.se which is a site where you can find 

financial information on most of Sweden’s small –Mid - & Large Cap corporations -Financial 

information such as Key ratios, dividends and stock data. The figures on firms’ earnings per 

share were gathered from the database Amadeus. This data base contains annual accounts, 

financial ratios, ownership and business news for companies of 41 European countries. From 

the total data set there were 314 companies to choose from after specifying the selection 

criterions in Amadeus. After excluding firms with insufficient and/or missing data from any 

of the three years the final and total number of firms was 109 -which the OLS regressions are 

based on. 
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Past Growth 

This variable is measured as the geometric average growth rate in earnings per share (EPS). 

The difference between the arithmetic- and geometric mean is that the geometric mean 

considers the compounding effect that occurs from period to period, Damodaran (2002).  

                                                    ((
       

       
)

 

 
  ) (Equation 3.) 

N= Number of years         

Since the period that is looked at consists of three years the ratio of EPS last year to the first 

year is raised to the power of one third (N=3).  

Past growth is included in the model since it might be considered as a determinant of dividend 

payout in that sense that  firms would look at their past growth rate in earnings when 

determining how much to reinvest for future growth and pay out as dividend.  

 Expected Future Growth 

Future growth is included in the model for same reasons as for past growth is. To be 

consistent with how past growth rate was calculated, expected future growth in earnings is 

measured as the return on equity times the retention ratio where the retention ratio is 

measured as 1 subtracted by dividend payout ratio (DPR).  

                       (     )    (Equation 4.) 

 Size 

Size is included in the regression function as an explanatory variable. In earlier studies (Vogt 

(1994) and Lloyd at al. (1985)) firm size is indicated to significantly affect firms’ dividend 

payout ratio. It is found that there is a tendency of larger firms to have easier access to the 

capital market which makes them less dependent on internally generated funding allowing 

them to pay more in dividends.  

In this thesis firm size has been measured as the natural logarithm of the arithmetic average of 

sales. By taking the natural logarithm of this variable the variable fits a normal distribution 

more closely, “Applying regression & Correlation” by Miles J. and Shevlin M. (2003). The 

figures on firms’ annual sales have been gathered from the data base Amadeus.   
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 Tobin’s Q 

Tobin’s Q was calculated by summing up market value of equity and book value of total debt 

divided by the book value of total assets, Thomsen et al. (2006).  

(Function 3.) 
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 MC 2007=Market capitalization for year 2007 

 TBVD 2007= Total book value of total debt at year 2007 

 TA 2007=Total Assets of a firm at year 2007    

 This is an alternative way of measuring Tobin’s Q as Chung & Pruitt (1994) found a 0,97 

correlation between this measurement and the standard measurement of Tobin’s Q which is 

the market value of total assets divided by the replacement cost of total assets. The variable is 

included in the model to function as a performance measure controlling for the investment 

opportunities of the firms, Gugler et al. (2004). In order to calculate market value of equity, 

figures on outstanding shares and market price was collected for each company and for each 

of the three years. All data are year-end data which is a criterion for the firms to be included in 

the data set. Companies for what data that was missing was totally excluded from the data set. 

The data was collected from Amadeus data base and from NasdaqOMX nordic.  

 Ownership 

The ownership data is collected from the book “Ägarna & Makten i Sveriges Börsföretag” by 

Daniel Fristedt and Sven-Ivan Sundqvist (2007), SIS-Ägarservice. This is a book that covers 

ownership structure on a yearly basis for all firms listed on one of the three major lists at the 

Stockholm Stock Exchange. The ownership structure has been arranged in different categories 

measuring the capital and vote fraction held- and owned by the shareholders.   

 Vote differentiation 

Since this variable does not take on a numerical value this explanatory variable is measured 

with a dummy variable taking on either 1 or 0; 1 if the firm is subject for vote differentiation, 

0 if the firm have the structure of  one share –one vote. This information is gathered from the 

annual reports of the companies.  
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4 Results and Analysis 

This section presents the results of the regressions and the analysis of the findings. Firstly, an overview of the 

correlations between the key variables is given. Then the results from regression 1 are presented which includes 

the total dataset. This is followed by the presentation of the descriptive statistics for the split dataset describing 

mean, median and standard deviations for the variables within firms with vote differentiation and firms with 

the one share –one vote structure. As a final point the results from regression 2 and 3 which are regressions on 

the split dataset are presented and analyzed.  

 In table 4.1 which can be found in the Appendix the correlation matrix is presented where 

all the key regression variables are included. The linear relationship between past growth, and 

future growth are both positive to DPR. They are 47% and 31% positively correlated with the 

dividend payout ratio respectively. Both are significantly correlated to DPR at the 0.01 level. 

This indicates that as past growth -as well as expected growth in earnings increases (decrease), 

firms choose to pay out more(less) in dividends from their earnings. DPR is 30% correlated 

with size at the 0.01 significance level which implies that there is a relatively weak positive 

linear relationship between size of the firm and its’ dividend to earnings ratio. A possible 

explanation could be that the larger the firm is, it has easier access to the capital market and 

can therefore pay more dividends. For what concerns the other variables that are included in 

the correlation matrix are not significantly correlated to DPR at any significance-level. These 

variables are vote differentiation (Votediff); the percentage of votes controlled by the five 

largest shareholders (VR5) and the percentage of capital rights controlled by foreign investors 

(CRFOR), and Tobin’s Q (TQ).  

There are no perfect or high correlations between the explanatory variables and each other 

which imply that there are no multicollinearity problems in the model. To verify this, a test for 

multicollinearity was made. The VIF (variance inflation factor) test was performed to verify 

the absence of multicollinearity and the results are given in the appendix (table 4.2). A VIF 

greater than five indicates that some degree of multicollinearity exists with respect to the two 

variables, Aczel A. D. and Sounderpandian J., (2006). The highest VIF is 1.49 (variable VR5) 

and the lowest VIF is 1.19 (variables PG and TQ), indicating that there is no significant 

problem of multicollinearity in the model.  

Heteroskedasticity was investigated for by plotting the standardized residuals against the 

dependent variable. Table 4.3 (see Appendix) indicates that the variance of the residuals are 

quite constant (implying homoscedasticity) but that there is slight evidence of the residuals 

fanning out. This is not considered as a problem however since the variables are still unbiased 

and normally distributed as figure 4.1 and 4.2 indicates (see Appendix). If the data is 

heteroscedastic this increases the risk of doing a type 1 error (i.e., rejecting a true null 

hypothesis). The figures can be found in the Appendix.  
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The results for the main regression are presented in table 4.3 found below. This table reports 

the results of the regression with DPR as the dependent variable, and the R2 is 0.412. 

Table 4.3 Regression for the total dataset with the key variables 

Coefficientsa 

Model 
R2 0.412 

t Sig. B Std. Error 

1 (Constant) -0.699** 0.293 -2.386 0.019 

PG 0.151*** 0.032 4.723 0.000 

FG 0.320** 0.159 2.015 0.047 

Size 0.074*** 0.018 4.062 0.000 

TQ 0.055** 0.023 2.419 0.017 

VR5 0.004* 0.002 1.823 0.071 

CRFOR -0.006*** 0.002 -2.952 0.004 

Votediff -0.158** 0.068 -2.321 0.022 

Dependent Variable: DPR 
Where ***, ** and* indicate the significance at the 0.01, 0.05, and 0.10 level.   

 

As indicated by earlier studies (La Porta, et al. (2000); Denis & Osobov (2008)) past growth 

and future growth are significantly positively related to the dividend payout ratio. The model 

indicates that as these two variables increases, firms included in the data set, tend to have 

higher dividend payout ratios. A possible explanation could be that when firms are to decide 

upon how much of the earnings to pay as dividends and how much of the earnings they need 

to retain for growth, they look at resent past growth in earnings. If concluding that there has 

been growth in earnings they decide on paying more in dividends since there is no critical 

need  of retaining the earnings for growth1, aligned with the limited opportunities (by law) of 

stealing or investing it in bad projects. The same reasoning goes for expected future growth; 

firms that estimate positive future growth in earnings would choose to give more of the 

earnings as dividends instead of choosing to retain it for growth.  
 

The size variable that was measured as the natural log of sales is also a significant variable 

explaining dividend payout ratio. Larger firms often have easier access to the capital market 

which makes them less dependent of finding good investment opportunities that brings capital 

in to the firm.  This result is also in line with earlier studies (La Porta, et al. (2000); Denis and 

Osobov (2008)). 

The proxy of Tobin’s Q in this model also has a significant linear relationship with the 

dividend payout ratio, though not negative as earlier studies indicate (Lagnsen (1988)). The 

slope coefficient is also very low and can be interpreted as reflecting a 5.5% change in 

                                                 

1 This is based on the assumption that the percentage increase in dividends per share is higher than the 
percentage increase in earnings per share since the dividend payout ratio is a function of dividend per share 
through earnings per share. 
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dividend payout ratio for a one unit change in Tobin’s Q. The percentage of votes controlled 

by the five largest shareholders (VR5) is also significantly related to the dividend payout ratio, 

however with a very low slope parameter indicating an exceptionally small change in DPR 

given a change in VR5, all else remaining constant.  

The percentage of equity owned by foreign investors is also found to be a significant variable 

explaining the dividend payout ratio. It is negatively related and significant at the 0.01 level, 

though with a low slope parameter. The negative sign and its’ significance is in line with 

Bjuggren, et al. (2007) results where they found a positive relationship between foreign 

investors and investment performance. Meaning that firms with good investment 

opportunities choose to invest rather than pay dividends. They reason that foreign investors 

are likely to leave firms that are underperforming than invest in them.  

 A negative effect of vote differentiation is found on the dividend payout ratio as 

hypothesized, confirming hypothesis H1. The variable is significant at the 0.05 significance 

level and has a negative coefficient of -0,158. This indicates that firms with vote differentiated 

shares are associated with lower dividend payouts. Moreover, a unit change in “Votediff” (i.e., 

changing from firms that has the one share –one vote structure to firms with vote 

differentiated shares) gives a negative change of 15,8% in dividend payout ratio. Given that 

earlier studies (Bjuggren et al. 2007) has shown that that there is a negative relationship 

between firms with vote differentiated shares and investment performance this could, as a 

suggestion, indicate that firms with vote differentiated shares overinvest rather than pay 

dividends.  

The study also shows that firms with high concentrated ownership are positively and 

significantly related to vote differentiation. High insider ownership is significantly higher in 

firms that use dual class share structure, see Table 4.6. These results are also supported by 

earlier studies.  

Table 4.6 Descriptive Statistics for firms with vote differentiated shares and firms with the 
one vote –one share structure. 

Descriptive statistics 

 Firms With vote differentiated 
shares 

Firms with One share –One vote 
structure 

Nr of 
Observations 

61 48 

Name of the 
variable 

Mean Median Std.Dev Mean Median Std.Dev 

DPR 43.4% 37.8% 0.318 41.1% 33.2% 0.445 

PG 2.0% 8.85% 0.890 -33.7% 9.8% 1.06 

FG 8.3% 8.85% 0.088 5.6% 5.6% 0.289 

Size 14.595 14.232 2.087 14.328 14.185 1.735 

TQ 1.656 1.273 1.445 1.785 1.477 1.303 

VR5 61.469% 59.425% 16.770 44.821% 44.25% 16.025 

CRFOR 20.938% 14.7% 15.501 28.606% 24% 18.364 
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From table 4.6 the results indicate that neither the mean nor the median dividend payout ratio 

is lower in firms that are using control enhancing mechanisms where shares are vote 

differentiated. This implies that hypothesis H2 lacks support. The results also indicate that 

firms with vote differentiated shares have significantly higher percentage of votes controlled 

by the five largest shareholders, confirming hypothesis H3. It also shows that the percentage 

of equity owned by foreign investors is more general in firms that have the one share -one 

vote structure. This can be interpreted as that firms that do not use dual class shares attract 

foreign investors, which theorized by Bjuggren et al. (2007) they tend to seek and identify well 

performing firms and invest in them. Tobin’s Q is relatively higher in firms that have the one 

share one vote structure, in contrast to firms with vote differentiated shares when comparing 

the respective mean-values. It is not however indicated by the results that firms with vote 

differentiated shares at the average make bad investment decisions under the time-period that 

the data was gathered. Average size of the two groups is almost the same and indicates that 

the results from the regression are not driven by the firm size of the two groups. 

For what concerns the statistics on past growth there are significant differences between the 

two groups and within the two groups. The average past growth for firms with vote 

differentiated shares is 2% counter to its median of 8.85%. This indicates that there are 

extreme observations (presumably negative) that remarkably lower the average past growth 

rate of the firms’ earnings. The average past growth rate of firms with one share –one vote 

structure, has an average past growth rate of -33.7% in contrast to its mean of 9.8%. This 

indicates that also in this case there are extreme observations that are heavily affecting the 

mean value for this variable. This can be due to miscalculations and/or not correcting for 

outliers. This is however not considered as a major problem since the focus of this paper lies 

on the effects of vote differentiation.  The median for this variable indicates that past growth 

is positive rather than negative implied by the mean, which makes more sense when looking at 

these firms’ high investment-performance Tobin’s Q. 

From the descriptive statistics expected future growth is positive for both groups. For what 

regards firms with vote differentiated shares this figure is slightly higher. The mean-value is 

not deviating from the median value for neither of the two groups, indicating that there are no 

extreme observations shifting the mean generating shifted mean-values.  

The statistics generated for the two groups also indicates that the average dividend payout 

ratio are almost equal; only 2 percentage points higher by firms with vote differentiated shares. 

In the face of this, the regression for the total dataset indicates a significant negative linear 

relationship between dividend payout ratio and vote differentiation. A possible explanation for 

this inconsistency might be that the effects from the explanatory variables outweigh the 

effects from vote differentiation.  

From the total data set approximately 55.9% of the firms have vote differentiated shares. This 

is a fairly good proxy of how many firms that are listed on the Stockholm Stock exchange 

(NasdaqOMX nordic) that uses the dual class share structure. At Svensktnäringsliv.se an 
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article published in August 2007 says that there were approximately 50% of the firms that had 

vote differentiated shares at this time.  

From the total dataset approximately 11% of the firms that have vote differentiated shares (61 

firms total) have an average dividend payout of 0. Looking at the firms that do not have vote 

differentiated shares there are approximately 33% of the firms that do not pay any dividends.  

This could in parallel to the analysis above be interpreted as firms that do not have vote 

differentiated shares, in general do take on good investment opportunities and therefore pay 

lower or no dividends. 

The control variables that are included in the regression model are all significant at the 0.01 

0.05 and 0.1 significance level. When running separate regressions on the two groups the 

significance of the variable affectively changes from looking at Table 4.9 (the raw data for 

regression model 2-3 can be found in the Appendix, Table 10-11).  

Table 4.9 Combined results from the total dataset, split data set for vote differentiation and no 
vote differentiation. Model 1 represents the total dataset. Model 2 represents firms 
with one share –one vote. Model 3 represents firms with vote differentiated shares. 

 

Dependent Variable: DPR  
Where ***, ** and* indicate the significance at the 0.01, 0.05, and 0.10 level.   

 

In firms that use control enhancing mechanisms none of the variables, except for past growth, 

seems to be key variables explaining the dividend payout ratio as they are no longer found to 

be significant. This may indicate that there are other factors in firms that use control 

enhancing mechanisms that determine the dividend payout ratio. Also, that there may be the 

case that the managers in these firms seem to have an irrational behavior when making 

decisions. This could be interpreted to be evidence of the incentive –and entrenchment effects 

that has been shown to be related to the separation of equity rights and control rights. As for 

what is evident from Table 4.9 Tobin’s Q is significant at the 0.01 level in firms that have the 

one share one vote structure. However the variable is shown to be insignificant in firms with 

vote differentiation. Hence, the result from regression model 1 most certainly is driven by the 

Regression 
model 

N Const
ant 

PG FG Size TQ VR5 CRFOR Vote 
diff 

Adj. 
R2 

1 109 -0.7** 0.15*** 0.32*
* 

0.07*** 0.06** 0.00* -0.01** -0.16** 0.37 

t-value  -2.386 4.723 2.015 4.062 2.419 1.823 -2.952 -2.321 - 

Std. Error  0.293 0.032 0.159 0.018 0.023 0.002 0.002 0.068 - 

2 48 -1.368 0.111** 0.243 0.122**
* 

0.119**
* 

0.003 -0.009*** - 0.416 

t-value  -2.646 2.049 1.129 3.506 2.702 0.723 -2.839 - - 

Std. Error  0.517 0.054 0.215 0.035 0.044 0.004 0.003 - - 

3 61 -0.204 0.175**
* 

0.777 0.030 0.025 0.002 -0.002 - 0.33 

t-value  -0.532 4.207 1.422 1.461 0.900 0.860 -0.878 - - 

Std. Error  0.384 0.042 0.546 0.021 0.028 0.002 0.002 - - 
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explanatory power from the variables significantly affecting dividend payout ratio in firms 

with the one share –one vote structure, referred to as regression model 2.  

From table 4.4-4.5 which can be found in the appendix the following results was found. 

Running the same regression on the total data set, but omitting VR5, the significance of vote 

differentiation (explaining dividend payout) decreased as well as its slope estimate decreased. 

This result might indicate that there may be evidence of these two variables having a jointly 

effect on dividend payout policy. In the same way, Votediff was instead omitted from the 

regression for the total dataset. These results may indicate that VR5 is insignificant at any level 

as an explanatory variable for DPR. Meaning, that the variable does not explain dividend 

payout policy when vote differentiation is not controlled for, which is in line with the result 

from the OLS regression only including firms with the one share –one vote structure shown 

in table 4.10 which can be found in the Appendix.   
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5 Conclusion and Comments on Further Studies 

This thesis examines what the effects are of control enhancing mechanisms on dividend 

payout policy for Swedish listed firms. The results are based on a dataset with a total of 109 

Swedish listed companies during the period of 2005-2007. Approximately 56% of these firms 

uses control enhancing mechanisms which is a good proxy of how many firms that are listed 

on the Stockholm Stock Exchange that had vote differentiated shares at the time the data is 

gathered.  

Three regressions based on the dataset of 109 companies were run, one including the total 

dataset. The other regressions include the firms with vote differentiation and those with the 

one share –one vote structure, separately.  

In firms with control enhancing mechanisms, the percentage of voting rights controlled by the 

five largest shareholders is much higher compared to firms with the one share –one vote 

structure. The results also indicate that firms with vote differentiated shares have a lower share 

of capital controlled by foreign investors in comparison. The results do indicate that Swedish 

firms’ dividend payout policy is negatively and significantly affected by the use of control 

enhancing mechanisms such as dual class shares where the shares are vote differentiated. 

Running the same regression on the total data set, but omitting VR5, the significance of vote 

differentiation (explaining dividend payout) decreased as well as its slope value decreased. This 

result might indicate that there may be evidence of these two variables jointly, affects dividend 

payout policy. In the same way, Votediff was instead omitted from the regression with the 

total dataset. These results indicate that VR5 is insignificant at any level as an explanatory 

variable of dividend payout. A possible explanation may be that the variable might not explain 

dividend payout policy when vote differentiation is not controlled for, as the OLS regression 

including only firms with the one share –one vote structure indicates.  

 From the results, parallels have be drawn between investment performance, ownership 

concentration, vote differentiation and dividend payout policy; In firms that use control 

enhancing mechanisms where shares are vote differentiated, the ownership concentration is 

higher resulting in value distorting behavior by the controlling management in such way that 

they choose to pay less dividends and take on investment projects that serve their personal 

interest and turns out unprofitable (i.e., generating agency costs). In other words, these firms 

tend to overinvest instead of paying out dividends when this would be a more appropriate 

decision, looking from an efficiency point of view. As a final conclusion based on the findings, 

the thesis confirms the argument on that vote differentiation among shares should be 

reconsidered for better reforms. 

Concerning further studies; this depends on what direction the study will take. If having the 

same purpose - to see if vote differentiation affect dividend payout policy- controlling for 

investment opportunities, marginal q could be used instead of average Tobin’s Q since it is 

argued in several papers of being a better measure of investment performance. Other variables 

could also be included which are shown to significantly affect dividend payout policy. This 
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would possibly enable getting a larger picture of what determines dividend payout policy and 

hence perhaps see if (and if so, how) these variables might have joint affects on dividend 

payout. A deeper investigation could be done by looking at what factors that determines the 

dividend payout policy in firms that use control enhancing mechanisms such as dual class 

shares, pyramids and cross shareholdings to get a better understanding of how these firms are 

managed since it is shown in this thesis that factors that are significantly affecting dividend 

payout policy in firms that use the one equity share structure are not significant determinants 

of the dividend payout policy in firms with vote differentiation.   
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7 Appendix 

 
 
Table 4.1 Correlation Matrix for Key Variables 

Where ***, **, and * indicates the significance levels of 0.01, 0.05 and 0.10 respectively. 

 

 
Table 4.2  VIF-test to check for multicollinearity 

 

 

 

 

 

 

Correlations         

 DPR PG FG Size TQ VR5 CRFO
R 

Votedi
ff 

DPR 1 0,474*** 0,313**
* 

0,284*
* 

0,084 0,122 -0,097 0,030 

PG  1 0,295** 0,174* -0,033 0,149 0,036 0,182* 
FG   1 0,243*

* 
0,097 -0,136 0,177* 0,065 

Size    1 -
0,326**
* 

-0,126 0,392**
* 

0,069 

TQ     1 -0,090 -0,013 -0,047 
VR5      1 -

0,381**
* 

0,452*
** 

CRFOR       1 -
0,223*
* 

Votediff        1 

Model Unstandardized 
Coefficients 

t Sig. 

Correlations 
Collinearity  
Statistics 

B Std. Error Tolerance VIF 

1 (Constant) -,702 ,294 -2,391 ,019   

PG ,158 ,033 4,712 ,000 ,839 1,191 

FG ,312 ,160 1,957 ,053 ,813 1,230 

size ,075 ,018 4,093 ,000 ,671 1,489 

TQ ,057 ,023 2,472 ,015 ,838 1,194 

VR5 ,004 ,002 1,765 ,081 ,670 1,493 

CRFOR -,006 ,002 -3,019 ,003 ,700 1,428 

Votediff -,164 ,069 -2,386 ,019 ,735 1,361 
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Regression nr. 1     Total Data set 

 

 
 
 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 
Table 4.3 Regression on total data set with all key variables. 

 

  

 
 

Coefficientsa 

Model Unstandardized Coefficients 

t Sig. B Std. Error 

1 

(Constant) -,699 ,293 -2,386 ,019 
PG ,151 ,032 4,723 ,000 
FG ,320 ,159 2,015 ,047 
Size ,074 ,018 4,062 ,000 
TQ ,055 ,023 2,419 ,017 
VR5 ,004 ,002 1,823 ,071 
CRFOR -,006 ,002 -2,952 ,004 
Votediff -,158 ,068 -2,321 ,022 

Model Summaryb 

Model 

R R Square Adjusted R Square 

Std. Error of the 

Estimate 

1 ,642a ,412 ,371 ,301 

a. Predictors: (Constant), Votediff, TQ, FG, CRFOR, PG, size, VR5 

b. Dependent Variable: DPR 

Figure 4.1 Figure 4.2 

Figure 4.3 
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Coefficientsa 

Model Unstandardized Coefficients 

t Sig. B Std. Error 

1 

(Constant) -,699 ,293 -2,386 ,019 
PG ,151 ,032 4,723 ,000 
FG ,320 ,159 2,015 ,047 
Size ,074 ,018 4,062 ,000 
TQ ,055 ,023 2,419 ,017 
VR5 ,004 ,002 1,823 ,071 
CRFOR -,006 ,002 -2,952 ,004 
Votediff -,158 ,068 -2,321 ,022 

a. Dependent Variable: DPR 

 

Table 4.4 Omitting VR5: 
Coefficientsa 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients 

t Sig. 

90,0% Confidence Interval 

for B 

B Std. Error Beta 

1 (Constant) -,480 ,268  -1,790 ,077 

PG ,167 ,033 ,424 5,009 ,000 

FG ,268 ,159 ,145 1,684 ,095 

Size ,073 ,018 ,378 3,949 ,000 

TQ ,054 ,023 ,199 2,322 ,022 

CRFOR -,007 ,002 -,324 -3,574 ,001 

Votediff -,116 ,064 -,153 -1,815 ,073 

a. Dependent Variable: DPR 

 
Table 4.5 Omitting Votediff: 
Coefficientsa 

Model Unstandardized 
Coefficients 

Standardized 
Coefficients 

t Sig. 

90,0% Confidence Interval 
for B 

B Std. Error Beta 

1 (Constant) -,607 ,298  -2,039 ,044 

PG ,149 ,034 ,377 4,368 ,000 

FG ,280 ,163 ,152 1,723 ,088 

size ,068 ,019 ,354 3,685 ,000 

CRFOR -,005 ,002 -,247 -2,628 ,010 

VR5 ,002 ,002 ,077 ,868 ,388 

TQ ,054 ,024 ,200 2,301 ,023 

a. Dependent Variable: DPR 

 
 

Descriptive statistics: 

Table  4.7 Descriptive Statistics Firms with vote-diff 

Descriptive Statistics Firms with vote-diff 

 N Minimum Maximum Mean Std. Deviation 

dpr 61 ,000 1,590 ,434 ,318 
pg 61 -2,691 4,934 ,020 ,890 
fg 61 -,302 ,254 ,083 ,088 
size(Lnsales) 61 7,143 19,379 14,595 2,087 
tobinsq 61 ,485 8,972 1,656 1,445 
VR5 61 31,30 95,80 61,469 16,770 
CRFOR 60 ,1 70,7 20,938 15,501 
Valid N 
(listwise) 

60     
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Table 4.8  Descriptive Statistics Firms with One share –One vote 

Descriptive Statistics Firms with One share –One vote 

 N Minimum Maximum Mean Std. Deviation 

DPR 48 ,000 1,666 ,411 ,445 
PG 48 -3,080 1,259 -,337 1,06 
FG 48 -1,124 1,055 ,056 ,289 
Size 48 10,927 18,333 14,328 1,735 
TQ 48 ,499 6,764 1,785 1,303 
VR5 48 16,60 89,40 44,821 16,025 
CRFOR 47 1,2 81,0 28,606 18,364 
Valid N 
(listwise) 

47     

 

Regression nr. 2  Firms with one share –One vote structure 

Tabel 4.10 Regression results for firms with one share –one vote structure 

Model Summaryb 

Model 

R R Square 

Adjusted R 

Square 

Std. Error of the 

Estimate 

1 ,702a ,492 ,416 ,343 

a. Predictors: (Constant), CRFOR, TQ, VR5, PG, Size, FG 

b. Dependent Variable: DPR 

 

 

Coefficientsa 

Model Unstandardized 

Coefficients 

t Sig. 

90,0% Confidence Interval for 

B 

B Std. Error 

1 (Constant) 
-1,368 ,517 

-
2,646 

,012 

PG ,111 ,054 2,049 ,047 

FG ,243 ,215 1,129 ,265 

Size ,122 ,035 3,506 ,001 

TQ ,119 ,044 2,702 ,010 

VR5 ,003 ,004 ,723 ,474 

CRFOR 
-,009 ,003 

-
2,839 

,007 

a. Dependent Variable: DPR 

 

 
  



Dividend payout policy and vote differentiation 

 

 

35 

Regression nr. 3  Firms with vote-differentiated shares 

Table 4.11 Regression results for firms with vote differentiated shares 

Model Summaryb 

Model 

R R Square 

Adjusted R 

Square 

Std. Error of the 

Estimate 

1 ,634a ,401 ,330 ,262 

a. Predictors: (Constant), CRFOR, FG, VR5, PG, TQ, size 

b. Dependent Variable: DPR 

 

Coefficientsa 

Model Unstandardized 

Coefficients 

t Sig. 

90,0% Confidence Interval 

for B 

B Std. Error 

1 (Constant) -,204 ,384 -,532 ,597 

PG ,175 ,042 4,207 ,000 

FG ,777 ,546 1,422 ,161 

Size ,030 ,021 1,461 ,150 

TQ ,025 ,028 ,900 ,373 

VR5 ,002 ,002 ,860 ,394 

CRFOR -,002 ,002 -,878 ,384 

a. Dependent Variable: DPR 

 
 


