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Editor‘s Letter

Editor’s Letter
This issue of the Nordic Journal of Business (NJB) contains four peer-reviewed articles. In the first
article, Per Lekvall (The Swedish Corporate Governance Board) reviews the Nordic Corporate
Governance Model and discusses the conceivable sustainability implications of the Nordic
model. The second article by Jussi Karjalainen, Jyrki Niskanen, and Mervi Niskanen from the
University of Eastern Finland focuses on accounting conservatism by examining whether differences in tax alignment affect the supply and demand for tax-induced conservatism. In the
third article, Matti Keloharju and Antti Lehtinen from Aalto University provide a comprehensive descriptive analysis of the demographic patterns in employee and executive stock option
grants in Finland. Finally, the fourth article by Antti Rautiainen and Timo Tohmo from the
University of Jyväskylä examines the learning approaches and wellbeing of Finnish business
students. I hope you enjoy reading these interesting articles.
As the current issue completes NJB’s Volume 67, I take this opportunity to provide a brief
retrospective account of our recent activity. During the last two years, NJB has received and
processed 41 article submissions. Out of these submissions, 37 percent have been accepted for
publication after peer-review, 19 percent are currently in the review process, 20 percent were
rejected after review, and 24 percent were desk rejected by the editor without external reviewers. For most of the articles sent to the external peer-review process, the first-round decision
has been reached within three months.
NJB has now been operating under the new name and with a refined focus on Nordic business research for four years. Although most articles published in NJB have still been written by
scholars from Finnish universities, the authorship of articles has become distinctly more international since the change of the journal’s name to NJB, and about 20 percent of the published
articles have been written by authors from Swedish, Danish, Norwegian and U.K. universities
and business schools. The five most prolific institutions in terms of authorship, each with a
share of about 10 percent, are Aalto University School of Business, Hanken School of Economics, LUT University, University of Jyväskylä, and the University of Vaasa.
NJB’s Editorial Board has remained almost unchanged over the last four years. I am now
honoured to welcome two new colleagues Sebastiano Lombardo (BI Norwegian Business
School, Department of Strategy and Entrepreneurship) and Jon Bingen Sande (BI Norwegian
Business School, Department of Marketing) to the Editorial Board. With the addition of Sebastiano and Jon, NJB’s Editorial Board now has 16 members who represent different disciplines of
business studies, and come from 12 different universities in six different countries.
I am also happy to announce that NJB is now listed in all official journal and publication
channel lists used in the Nordic countries. NJB is indexed in scientific level 1 in the Danish BFI
publication list, in level 1 in the Finnish JUFO Publication Forum list, and level 1 in the Norwegian Register for Scientific Journals, Series and Publishers.
Please consider the Nordic Journal of Business as an outlet for your research.
Sami Vähämaa
Editor
Nordic Journal of Business
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The Nordic Way
of Corporate
Governance
Per Lekvall*

Abstract
This article draws on a pan-Nordic study of the corporate governance frameworks of the four
major Nordic countries, carried out under the auspices of SNS and hereinafter referred to as
the SNS study.1 The study shows that those resemblance between the frameworks makes it warranted to talk about a joint Nordic corporate governance model. A key feature of the model is
that it allows strong owners to effectively control and take a long-term responsibility for the
company. The inherent risk of such a system, that it allows the control owner to extract undue
private benefits from the company, is effectively curbed through a well-developed system of
minority protection. The outcome is a model that encourages strong owners to engage in the
governance of the company in order to tend to their investment while at the same time creating long-term value for all shareholders. This article reviews the findings of the study and
extends them to reflections on conceivable sustainability implications of the Nordic model.

* Per Lekvall is a member of the Swedish Corporate Governance Board, chair of the International Committee of
the Swedish Academy of Board Directors and member of the Policy Committee of the European Confederation of
Directors’ Associations (ecoDa).
This article is an elaborated version of a paper presented at the jubilee conference on the occasion of the 100th
anniversary of the Danish Companies Act at the University of Copenhagen (27th of September 2017). I am grateful
for comments on earlier versions in different stages of development from Tom Berglund, Jesper Lau Hansen, Robert Strand, and two anonymous referees.
1
See Lekvall (2014), including stand-alone contributions by Airaksinen, Berglund and von Weymann (2014), Gillson (2914), Hansen and Lønfeldt (2014), Knudsen and Norvik (2104), and Skog and Sjöman (2014). SNS, Studieförbundet Näringsliv och Samhälle, is Sweden’s leading arena for science-based policy debate.
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ization of listed companies in the Nordic region. A major portion of this ownership emanates from non-Nordic shareholders, mainly
in the form of institutional investors with US
or UK origins. As a consequence of this, the
Nordic markets have seen a great influx of
capital market players such as shareholders
and their advisors, investment analysts, and
board directors with an Anglo-Saxon corporate governance background. Occasionally
this situation has caused frictions when such
players are confronted with Nordic governance practices, manifested inter alia as a lack
of understanding of Nordic general meeting
practices, of major shareholders’ role in the
governance process, and of prevailing work
practices in Nordic boards.
A second source of pressure has been the
active corporate governance harmonization
agenda pursued by the European Commission since the turn of the century. Remarkably,
this agenda has been predominantly based
upon the UK governance approach, largely
disregarding the great diversity of corporate
governance models existing across Europe.
This approach has led to regulatory initiatives that have often been poorly adapted to
the governance systems of other parts of Europe, including those in the Nordic region,
thus causing considerable challenges for
regulators, shareholders and companies.3
Against this background, the overarching
aim of the 2014 SNS study was to investigate the extent to which it might be possible to identify a common basic corporate
governance model that is valid across
all four countries and, if so, to provide
an overall description of the key characteristics of this model compared with
other corporate governance frameworks.
Such a description would be useful for
increasing the recognition and understanding of Nordic corporate governance
in the international capital market and in
3

the EU administration, thus possibly mitigating the abovementioned problems.
Notably, the SNS study had no objective
to promote the Nordic model for use on a
broader international scale; rather, it was
strictly confined to the pedagogical purposes mentioned above. Whether or not the
model – as a whole or specific aspects of it
– might also be useful outside of the Nordic
jurisdictions is another matter.

2. Is there a specific Nordic
governance model?
The prime purpose of the SNS study was to
determine whether formal regulation and
real-world practices of corporate governance in the Nordic countries were sufficiently
similar to warrant the identification and description of a common Nordic governance
model. A key outcome of the report was a
clearly affirmative answer to this question.
This conclusion is founded on the following
three fundamental aspects of the Nordic institutional framework for the governance of
listed companies:

2.1 Closely resembling rules and norms
for good governance
The norm systems, largely determining
how corporate governance is practised in a
jurisdiction, closely resemble one another
between the Nordic countries but differ significantly from those of most other parts of
the world. Generally, such systems comprise
three main components:
(i) Statutory regulation, primarily in the
form of national Companies Acts and
other kinds of mandatory regulation,
for which there is a long history of co-ordination between the Nordic countries.
Hence, in the decades following World
War II, the lawmakers of these countries
(including Iceland) had far-reaching

For an in-depth treatment of these and related issues, see Ilmonen (2016).
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ambitions to develop a common Nordic
Companies Act. No such act materialized, but the new national acts inaugurated in all countries concerned during
the 1970s closely resembled one another.

dic countries, largely due to the fact that
the main exchanges of three of the countries (Denmark, Finland and Sweden)
are owned and operated by the same
privately owned company, Nasdaq Nordic Ltd, a subsidiary of the US-based Nasdaq Group Inc. Although the Norwegian
main exchange, owned and operated by
Oslo Børs, remains independent of this
setup, its operating procedures closely
resemble those of the other exchanges.
Thus, a far-reaching harmonization of
listing rules and other stock exchange
regulation exists across the Nordic equity markets.

Through later amendments and complements, those acts have gradually strayed
from each other, and when new national
acts were again introduced in the early
2000s, they differed significantly in
crucial respects. This judgement does
not, however, apply to the governance
sections of the acts, which still closely
resemble one another, sometimes down
to the formulation of legal text. Together
these acts therefore form a joint judicial
framework for corporate governance
across the Nordic region.
(ii) Self-regulation, which traditionally
plays an important role in Nordic societies within this field, today mainly
in the form of corporate governance
codes. The Nordic countries were relatively late to adopt this new form of
regulation, but in the period from 2001
(Denmark) to 2005 (Sweden), a national
code of corporate governance was introduced in each of the four countries.
Although those codes differ significantly in terms of form, structure and
scope, with regard to governance substance matter, as well as their institutional setup as part of the business sector
self-regulation, they resemble each other
closely and are generally in line with current international standards.
Listing rules and other regulation of
privately operated stock exchanges may
also be seen as part of the self-regulation
of the business sector, albeit typically
contractually mandatory for the companies concerned. Also in this respect there
is a close co-ordination between the Nor-

(iii) Finally, non-codified traditions, norms
and practices also play a significant – but
often underestimated – role in determining how corporate governance is pursued within a given jurisdiction. Even
in this respect, the Nordic countries display close similarities based inter alia on
long-standing common historical roots,
largely shared ethnical backgrounds
and, in more recent times, similar societal, political and economic structures.
Altogether this leads to general norms,
values and codes of conduct that are
largely shared among the Nordic societies; to a considerable extent, they also
disseminate into business communities
and influence how companies are governed and managed.

2.2 Similar ownership structures of
listed companies
The Nordic countries also share a common
overall structure of the capital markets and
ownership patterns in listed companies. The
latter aspect is particularly important in this
context because it largely determines the role
that shareholders can play in the governance
of companies. Listed companies may roughly
be classified into two main categories in this
respect: companies with a dispersed owner-
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one shareholder in control of more than 20%
of the votes of the company, usually sufficient
to exert a considerable degree of control over
listed companies. Comparing the countries,
Norway and Sweden display the highest concentration levels, whereas Denmark and Finland show slightly lower levels. The striped
bars instead indicate that one out of five Nordic companies has at least one shareholder in
absolute control of the company with more
than 50% of the votes. For both control levels,
the corresponding numbers for the UK market are significantly lower.
It is also interesting to consider the situation in a broader international context, as
indicated in Table 1 below. For the EU member states, these data are based on a study
commissioned by the European Commission
from 2007, whereas the US and Norway data
stem from the study by La Porta et al. (1999).
Although these data are not entirely up to
date, it can reasonably be assumed that fundamental institutional features of this kind

do not change rapidly and that the numbers
displayed are therefore fairly comparable to
those in the previous diagram. Notably, the
data in this table are based only on the 20
(approximately; it differs slightly between
countries) largest companies in the respective countries, whereas the data in the previous diagram are based on a total survey of all
companies listed on the main exchanges of
the four Nordic markets.
As shown in the table, the Nordic countries as a group show the highest degree of
ownership concentration at levels largely in
line with those reported in Figure 2. However,
several of the continental European countries
also display concentration levels that can be
assumed to often involve a significant degree
of control ownership. This finding stands in
sharp contrast to particularly the UK market
with its considerably more dispersed ownership structure.4

2.3 A common governance structure

Table 1:Presence of at least one shareholder controlling
more than 20% of votes among the approximately 20
largest listed companies in each country
Sources: EU Member States: European Commission
(2007); The US and Norway: La Porta et al. (1999).
Nordic
countries

European
continental
countries

UK and USA

Denmark

74%

France

40%

UK

15%

Finland

60%

Germany

25%

USA

20%

Norway

75%

Italy

65%

Sweden

65%

Netherlands

48%

Spain

46%

The third and arguably most important factor underlying the similarities of corporate
governance frameworks in the Nordic countries is their strictly hierarchical “governance
chain of command”, closely shared between
these countries but distinctively different
from most other jurisdictions in Europe and
elsewhere. This concordance has its roots in
the previously mentioned history of legal
co-ordination between the countries concerned, which resulted in the emergence of a
specific Nordic governance structure broadly

A similar conclusion about the US market on the basis of the La Porta et al. (1999) results (as those of several other researchers) is cast in doubt by Holderness (2007). Based on a comprehensive analysis of ownership data of exchange-listed
companies in the US vs. a number of Western European and East Asian countries, Holderness (2007) concludes that the
median ownership concentration in US public corporations is no less than that of a corresponding sample of non-US companies (ibid., p. 1389). It should be noted, however, that the bulk of Holderness’s analysis is based on a 5% cutoff level for
”blockholding”. This may be appropriate as a general measure of ownership concentration but is not very pertinent as an
indication of control ownership, at least not in a Nordic or European Continental context. Nonetheless, Holderness (2007)
also briefly reports similar – although weaker – results for 10% as well as 20% cutoff levels. Furthermore, not least after a
number of high-profile technology company IPOs since the turn of the millennium, the US market displays a considerable
number of tightly controlled listed companies where the controlling owners use dual-class shares to further leverage their
control (Gilson, 2014, pp. 105-106). Hence, pending further research on this issue, it seems appropriate to reserve judgement
about the prevalence of control ownership among US listed companies.

4
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along the following lines.5
Since the early 20th century, the corporate governance frameworks of the Nordic
countries have been largely based on the
Anglo-Saxon system, with a unitary board accountable to the general meeting. However,
already at an early stage, there was a growing
recognition of the fundamental difference
between the strategic steering and oversight
functions of “outside” directors (often the
financiers of the business) and the executive
functions performed by the directors engaged in the day-to-day management of the
company. It was increasingly contended that
this separation of roles should be reflected in
the legally defined duties and responsibilities
of the respective categories of directors. In
response to such considerations, in the 1930
revision of their Companies Act, Danish lawmakers decided to distinguish the executive
functions from the board and create a new
legally defined corporate body separate from
but subordinate to the board, and to make
this arrangement mandatory for companies
exceeding certain size criteria. In Danish
practice the executive functions were usually
performed by a collective body of senior officers; thus, the new body was defined as an
executive board (Danish direktion), headed by
what would currently be termed a CEO (Danish administrerende direktør).
In the decades that followed, this practice
was adopted in all the other Nordic countries;
however, with the difference that in Finland,
Norway and Sweden, the new executive body
was defined as a one-person function, today
known as the CEO. In all four countries, the
members of this executive management function, in the form of either a single-person
CEO or a Danish direktion, may formally sit on
the board but may constitute only a minority
of its members. In practice this option is sel-

dom exercised, but most Nordic boards are
entirely non-executive. The main exception
is Sweden, where the CEO currently is also a
board member in slightly less than 40% of all
listed companies.
This situation has led to a governance
structure that may be schematically illustrated, and compared with the one- and twotier models largely dominating European
corporate governance, as shown in Figure 3.
The left-hand side of the figure depicts the
two-tier system typically used in jurisdictions with a German civil law tradition but
with some variations also prevalent in other
parts of Continental Europe. Particularly
in its original German version, this system
draws a strict line of demarcation between a
supervisory board, with primarily oversight
and controlling functions, and a management board vested with virtually all executive
powers. The decision-making competence of
both the general meeting and the supervisory
board are basically defined by law, essentially
limiting their powers to matters of oversight
and control rather than to active participation in the management of the company. The
dashed lines in the figure symbolise these
limited powers of the superior governance
bodies. Instead the model vests strong powers to the management board to run the company largely independently of shareholder
influence, which in turn makes the model
susceptible to agency problems between the
shareholders and both the supervisory and
the management boards.6
The right-hand side of the figure depicts
the one-tier structure predominantly used
in jurisdictions based on an Anglo-Saxon
common law tradition, primarily the US and
the UK. Here, the supervisory/control and
executive functions are combined in a unitary board comprising both executive and

For a more comprehensive review of this development, see Hansen (2007).
For a further comparative analysis of the German vs. Nordic governance models, see Ringe (2016). Although from a conceptual point of view basically affirming the picture outlined here, Ringe contends that in terms of practical application and,
to some extent, more recent legal amendments, the two models are in a process of gradual conversion.

5

6
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Figure 3: A schematic illustration of the governance structure of the Nordic model compared with the one- and
two-tier models, respectively.
Adapted from Lekvall (2014).

non-executive directors. This setup entails
certain conflict of interest problems between
the board and the executive management –
problems that underlie some of the key principles of modern corporate governance.
Formally, the general meeting of this
model has considerable power to control
the board. In practice, however, this power
is largely illusory because of the highly dispersed ownership structures typical of markets where this model is predominantly used.
As noted above, with no owner holding more
than a fraction of the company stock, no single shareholder can be expected to have the
incentive and resources necessary to invest
the time and money required to exert strong
ownership powers. In practice, the result
is typically far-reaching delegation of governance powers to the board with only faint
shareholder powers remaining to discipline
the board to act strictly in the interests of
shareholders.
This limited power of shareholders to
exert ownership control is symbolised in
the figure by a dotted line from the general
meeting to the board. Hence, this model also

entails significant agency problems. In addition, as a consequence of its composition
of a mixture of executive and non-executive
directors, the board has an inherent conflict
of interest situation vis-à-vis the executive
management. This conflict is further exacerbated when, as is often the case in some
jurisdictions applying this model, the same
person holds the roles of both chair of the
board and CEO. Several of the key principles
of the US and UK governance approaches are
aimed at imitigating these problems (e.g., requirements of independent directors, board
committees and lead directors).
The Nordic solution is neither a mixture
of nor a compromise between these models.
It rather differs distinctly from both in at least
three fundamental respects:
• It allocates far-reaching powers to the
general meeting to control the governance of the company by placing this
body at the top of a hierarchical “chain
of command” in which each governance
body is strictly subordinate to its next
superior body.
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• It vests the board with far-reaching
powers to manage the company during
its term of office. Nonetheless, each individual director, as well as the entire
board, may be dismissed by the general
meeting at any time and without stated
cause, thus ensuring strong subordination and strict accountability of each
director and the board as a whole to the
shareholders.
• It makes a clear-cut distinction of duties
and responsibilities between the mostly
altogether non-executive board and the
purely executive CEO function7, the latter being appointed and dismissed by
the board at will at any time and without the need for any stated cause, thus
entailing a strict hierarchy that ensures
strong accountability.
Hence the solid line throughout the governance chain in the Nordic model, symbolising
the strong powers of the general meeting to
control the subordinate bodies and enforce
its will throughout the governance chain.
Another way of expressing this is that the
model is less susceptible to agency problems
between shareholders and their agents in the
form of the board and the executive management than are the two other models discussed. Instead, the Nordic model has other
agency problems, primarily those that may
occur between the (few) controlling owners
and the vast remaining shareholder constituency. We will return to this topic below.

3. A
 n owner-oriented
governance model…
The most distinctive feature of the Nordic governance model is thus that it allows a shareholder majority, in the form of either a single
controlling owner or a coalition of smaller
shareholders, to effectively control and assume
long-term responsibility for the company. The
7

Or, in Denmark, the executive board.
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alleged risk of such a system – the potential
of strong owners to abuse their powers to extract undue benefits from the company at the
expense of other shareholders – is effectively
curbed by a well-developed system of minority
protection. The result is a governance model
that encourages strong owners to invest time
and money in long-term engagement in the
governance of the company for the purpose
of promoting their own interest while simultaneously creating value for the company and
all its shareholders.
The underlying philosophy is that shareholders should be in command of their
company. The board and executive management are seen as the shareholders’ tools for
running the company during the mandate
period under strict fiduciary accountability
to the shareholders for the outcome of their
work. This is manifested through a clear and
strictly hierarchical governance structure
based on four main pillars:
(i) Supremacy of the general meeting to decide
on any matters that do not expressly fall
within the exclusive competence of any
other governance body (which applies
to very few issues, one being that the
general meeting cannot decide on a
higher distribution of profits than what
is proposed by the board).
The general meeting may in the Nordic
system issue written instructions to the
board about how the company should
be run, and the board would be legally
obliged to follow those instructions. In
practice, such “ownership instructions”
are never used in listed companies,
where the underlying assumption is
that they are always to be managed
with a view to long-term value creation.
However, ownership instructions are
occasionally used in state- or local gov-
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ernment-owned companies, as well as
some non-listed, privately held companies, all typically characterized by more
complex goal structures than those of
listed companies.

independent of the company and company management; this requirement
is usually fulfilled in good measure in
Nordic boards as a consequence of their
predominantly non-executive nature.
However, the codes of all four countries
except Denmark make a distinction between independence in relation to the
company and its management and independence in relation to major owners,
with only two board members required
to be independent in the latter sense.
This distinction reflects the generally
held view that major owners should be
allowed to largely control their companies, including the right to fill the board
majority with their trustees.8

(ii) A board of directors appointed by and
fully subordinate to the shareholders in the general meeting. As already
mentioned, Nordic boards are mostly
entirely non-executive, i.e., no member
of executive management sits on the
board, the main exception being Sweden, where the CEO is a formal board
member in a significant (slightly less
than 40%) – but slowly decreasing share of the listed companies. In either
case the CEO is legally entitled to participate in board meetings unless the board
decides differently on a case-by-case basis (for example when it needs to discuss
the performance of the CEO). Furthermore, the positions of chair of the board
and CEO may never be held by the same
person in Nordic listed companies; in
Sweden, this is even prohibited by law.

(iii) An executive management function appointed by and fully subordinate to the
board and subject to dismissal at will
by the board at any time and without
stated cause.
As discussed in a previous section, in all
countries except Denmark, this function
is performed by a single-person CEO,
whereas in Denmark it is usually (but
not always) composed of a group of people under the chairmanship of a CEO. In
a strict corporate governance sense, this
difference is of limited consequence
since the Danish direktion performs
the same function, and is appointed
by and subordinate to the board in the
same way, as the single-person CEO of
the other countries. Hence, the Danish
setup must not be mistaken for a twotier structure of the German type but
fits well into the overall Nordic structure
outlined in Figure 4.

As also mentioned before, the entire
board, as well as any individual director,
may be dismissed by the shareholders
at any time and without stated cause.
If occurring during an on-going mandate period, such dismissal requires the
summoning of an extra-ordinary general meeting, which normally can occur
within a matter of weeks. Hence, in cases
of a change of control of a company (e.g.,
as a consequence of a hostile takeover or
a merger), the entire board can immediately be replaced by the new owners.
In accordance with current international
standards, through code provisions, the
majority of board members are to be

(iv) A statutory auditor appointed by and primarily accountable to the shareholders

8
For a more elaborate discussion of the concept of independent directors in the Nordic corporate governance framework, see
Hansen (2013).
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in the general meeting. This appointment
is made upon proposal by the board (or
its audit committee), except in Sweden,
where the shareholder-controlled nomination committee (cf. below) formally
proposes the auditor; however, even in
this case, the appointment is usually
based on preparatory work completed by
the board or its audit committee. In either
case, the general meeting is never bound
by the proposal presented but is perfectly
sovereign to make a different decision if it
so sees fit, although in practise this virtually never happens.
In the Nordic jurisdictions, the auditor is
principally seen as the shareholders’ tool
for reviewing certain aspects of the work
of the board and executive management,
primarily the accounts and financial
reporting of the company. However, in
three of the countries, Norway, Finland
and Sweden, the auditor also has the
duty to review the administration of the
company by the board and executive
management. The exact meaning of this
duty is subject to some debate, but the
general interpretation is that it should
not include any assessment of how the
company is run from a business point
of view but be confined to ensuring that
the company complies with its articles of
association, applicable law, and other applicable regulation.
In addition to these “main pillars”, the Nordic
governance model includes some further specific features worth highlighting in this context:
• In all four countries, the strong ownership powers just described may be further enhanced by the use of dual-class
shares with different voting rights, but
with a maximum difference of 1 to 10.
This option is used mainly in Sweden
(approximately 50% of listed companies),
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to a lesser extent in Denmark, even less in
Finland and rarely in Norway. Rough estimates indicate that approximately ¼ of
Nordic listed companies apply this form
of control-enhancing mechanism.
• In Norway and Sweden, the nomination
committee is a subcommittee not of the
board but of the general meeting. The
(code-based) provisions regulating this
body differ somewhat between these
countries, but common features are that
the committee is appointed by the shareholders at the general meeting and that it
predominantly comprises representatives
of the (usually major) shareholders. The
model is gaining increasing ground also in
Finland but so far not in Denmark, where
the international standard model with
nomination committees in the form of a
subcommittee of the board dominates.
• In all Nordic countries except Finland,
employees have the right – but not an obligation – to be represented on the board.
This right is currently used in more or less
all Norwegian listed companies, whereas
it is exercised in fewer than 40% of Swedish listed companies and even less in Denmark. The reason for the employees of the
remaining companies to opt out of this
opportunity is typically that they prefer
other forms of co-determination.
Employee-appointed directors of Nordic
boards have the same formal duties and
responsibilities as any other board member. However, they can never constitute
a board majority; typically they account
for up to about 1/3 of the board. Another
important feature is that, unlike some
other jurisdictions allowing for employee
board representation, the Nordic system requires those representatives to be
elected by - and exclusively among - the
company’s employees, thus shunning the
risk of central union political considerations intruding into the board’s work.
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4. …
 balanced by strict
minority protection

principle, may reasonably be considered
to make up key factor underlying the
functioning of the Nordic governance
model.

The obvious risk of vesting control-owners
with such strong powers is that those will be
used to take advantage of the smaller shareholders by extracting undue private benefits
from the company. Hence, the risk of agency
costs in the Nordic model is more associated
with the relationship between the controlling
owner(s) and the rest of the shareholder constituency than with that between the shareholders and the board and management. To
keep such agency costs within acceptable
bounds, the other side of the strong ownership orientation of the Nordic model is an
elaborate system for the protection of minority shareholder interests. This system operates
through a combination of statutory, self-regulatory and general practice provisions, the
most important of which are the following:

(ii)A tradition of strong individual shareholder rights, largely pre-empting the
provisions of the 2007 EU Shareholders’
Rights Directive long before it was introduced.
For example, a single share suffices to
have an item included in the general
meeting agenda; to participate, speak
and vote for this share at the meeting; to
file counter-proposals at the meeting to
any item on the agenda; and to pose pertinent questions to the board and management and have them duly answered,
provided that they can be answered without detriment to the company. A single
shareholder can also challenge a general
meeting resolution in court on grounds
that it is illegal or inconsistent with the
company’s Articles of Association; in this
instance, the court could declare the resolution null and void.

(i)The principle of equal treatment of shareholders, which prohibits the general meeting,
the board and executive management to
take any action rendering undue favours
to certain shareholders at the expense of
the company or other shareholders. This
provision, which appears in the Companies Acts of all Nordic countries with
almost identical wordings, is generally
referred to as the General Clause.

(iii)Qualified majority vote requirements for
a number of resolutions by the general
meeting of particular potential detriment to minority shareholder interests.

Although similar stipulations can be
found in most well-developed corporate
governance jurisdictions, the Nordic
rule seems to be held in higher esteem
among the relevant actors and is more
strictly enforced – not least through close
scrutiny by fellow shareholders and the
media – than what generally seems to be
seen elsewhere. In fact, the considerable
reputational risk, especially in the relatively small business communities, of
being caught off-guard in breach of this

The required levels are 67%, 90% and
100% of the votes cast at the meeting
or, for certain resolutions, of the total
number of votes of the company. For
example, in Sweden, an incentive programme involving the issue of shares or
share options to beneficiaries, foregoing
the pre-emptive right of shareholders to
participate, requires a general meeting
resolution with 90% majority of the votes
cast at the meeting.9

9
This provision is currently under scrutiny, and there is a pending proposal to lower the required majority to 2/3 of
the votes.
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(iv)Minority powers to force certain resolutions at the general meeting, especially
on matters regarding shareholders’
economic rights. Thus, minorities of
typically 5-10% (depending on the country and type of resolution) may require
the summoning of an extra-ordinary
general meeting, force a minimum
dividend to be distributed and have a
“minority auditor” or, under certain
circumstances, a “special investigator”
(requires 25% in Denmark) appointed by
the district court or a public authority.
(v) Long-established, generally endorsed
rules and practices for related-party
transactions based on transparency towards all interested parties and strict
market terms, largely pre-empting the
provisions of the amended EU Shareholders’ Rights Directive10, currently in
the process of implementation in the
Member States.
(vi)A generally a high degree of transparency towards shareholders, the capital
market and the surrounding society, reflecting a long tradition of transparency
in the Nordic societies.
Individually, none of these points may seem
very unique in an international perspective,
but taken together they make up a comprehensive system, developed and refined
through many years of accumulated experience, that appears to largely fulfil its purpose
as convincingly proven through both scientific research and more anecdotal, real-world
observations.
Perhaps the most manifest research-based
evidence is provided by Nenova (2003). In
this comprehensive study, encompassing
661 companies from 18 countries with dual-class shares, listed on the world’s 30 larg10

Directive (EC) 2017/282.
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est national capital markets, Nenova (2003)
determined the median percentage “excess
value” of control-block shares to total company market capitalization for all companies
involved. Averaging these numbers for each
country and grouping the countries according to the La Porta (1998) classification of
corporate governance legal systems, her key
findings may be summarized as follows:
TYPE OF
LEGAL SYSTEM

AVERAGE MEDIAN
EXCESS VALUE OF
CONTROL-BLOCK
SHARES

French civil law
Whereof France 27%, Italy
30%, Mexico 37%

23%

German civil law
Whereof Germany 5%,
Switzerland 1.5%

16%

Anglo-Saxon common law
Whereof UK 7%, US 0.7%,
Canada 0.5%

1.6%

Scandinavian civil law
Whereof Denmark 0.3%,
Finland 0.5%, Norway 4%,
Sweden 0.4%

0.5%

As shown in this panel, whereas the value of
control-block shares substantially exceeds
that of the company as a whole in French
civil law jurisdictions as well as - albeit to
a lesser extent – in German civil law jurisdictions, reflecting considerable room for
control-owners to extract pecuniary benefits
from the companies beyond what is available
to shareholders in general, the corresponding numbers for the Anglo-Saxon common
law jurisdictions are substantially lower, and
for the Nordic civil law jurisdictions close to
nil. Nenova (2003) attributes these results
primarily to the divergent capacities of different legal frameworks to protect minority
shareholder value, inter alia through effective
law enforcement, strong investor protection
and strict takeover regulation.
Another example is the study by Gilson
(2005) who, comparing the prevalence of pe-
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cuniary private benefits of corporate control
in Sweden and the US with that of a number
of other countries, including Italy, Mexico and
some Southeast Asian countries, found significantly less of such behaviour in Sweden and
the US than in the benchmark jurisdictions.
Gilson concludes that the relevant dichotomy
is not, as has often been asserted, between
widely and tightly held shareholder structures but between “good law” and “bad law”
jurisdictions, attributing Sweden and the US
to the first category. This conclusion may be
reasonably generalized to the entire Nordic
region.
More practice-based and anecdotal evidence is provided by the observation that it is
a wide-spread, and often quite successful, investment strategy among retail shareholders
in the Nordic countries to “ride on the back” of
major control-owners. The assumption is that
those owners will have the incentive, competence and resources to tend meticulously to
the prosperity of their companies, thus creating value for all shareholders. One may also
point to the strong interest of foreign institutional investors, often critical to control ownership in their home markets, in investing in
Nordic control-owned companies.

5. Sustainability aspects
of the Nordic model
The concept of sustainability has been subject
to intense debate in management theory and
practice for several decades. However, the
concept still arouses considerable controversy
within academia as well as among business
practitioners with regard to its purport and
implications for corporate governance.
One reason for this debate may be found
in the ambiguity of the term itself, given that
its connotations seem to vary substantially
between different contexts. Even within the
limited scope of the corporate sector, sustainability in the sense of certain aspects of a company’s activities being endurable over time
(e.g., a long-lasting product line, business
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strategy or ownership structure) fundamentally differs from sustainability in the sense
of the impact of a company’s activities on its
social and physical environment to ensure
in the eyes of these constituencies (Aras and
Crowther, 2008). In the latter meaning, the
concept is often referred to as “corporate sustainability”, which is also the term used here
to distinguish it from other connotations.
Based on this distinction, in this section
we first discuss the sustainability of Nordic
corporate governance in the sense of the prospects of the model per se to prevail over time,
and then explore its possible implications for
the corporate sustainability performance of
Nordic companies.

5.1 Will the model prevail?
As noted earlier in this article, for quite some
time the Nordic model has been subject to
considerable challenges from mainly two
sources: one caused by vastly increased foreign ownership in the Nordic stock markets,
mainly in the form of US- and UK-based institutional investors with a predominantly Anglo-Saxon corporate governance background,
the other by an active corporate governance
harmonization agenda pursued by the European Commission, often resulting in regulatory measures poorly in line with governance
rules and practices in the Nordic jurisdictions.
Not least in Sweden, this has led to a vivid
debate at least since the turn of the century
about a more or less inevitable convergence
of the Swedish control ownership model
towards the Anglo-Saxon model – an offshoot of the broader international so-called
convergence theory, see e.g., Söderström, ed.
(2003) and Henrekson and Jakobsson (2003).
A strong argument for this convergence,
maintained particularly by the latter authors,
has been a successively eroding capital base
of Swedish control owners in relation to the
total stock market capitalization, leading to
an increasing deficit of financial capacity to
defend their ownership positions in an in-
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creasingly globalized market for corporate
control. However, in another study about a
decade later, the same authors found that no
such change had occurred to any decisive extent: although the “old” blockholding owners
had decreased their share of control of the
Swedish equity market, the dramatic surge of
the Swedish stock market in the period 19802000 had created a number of new fortunes
of significant size, thus broadening the capital base for the Swedish ownership model
(Henrekson and Jakobsson, 2012).
In this latter study the authors point at two
additional forces that have increasingly challenged the Swedish model, i.e. the increased
prevalence of subsidiaries of major foreign
companies and the rapidly growing role of
private equity ownership in the Swedish market. They further contend that the on-going
EU regulation agenda continues to erode
the Swedish model by inflicting upon it Anglo-Saxon-based governance principles that
tend to undermine the basis for control ownership. Overall, the threats to the survival of
the Swedish model are far from over, a conclusion that may be assumed to apply, to a greater
or lesser extent, to the entire Nordic region.
Notwithstanding this, thus far the Nordic
model seems to have basically endured and
remained in reasonably good shape (Thomsen and Conyon, 2012). To what extent this
situation will endure henceforth, however,
remains to be seen. Gilson (2014), commenting on the Nordic model in an independent
chapter of the report underlying this article, provides some interesting observations
about this issue. Gilson finds no general evidence supporting the convergence theory, as
he points to a number of recent IPOs of major
listed companies on the US stock market, especially in the IT sector, where the original

entrepreneurs maintain tight control of their
companies through dual-class shares and
other control-enhancing measures, and to
the dramatic increase in institutional ownership in both the US and Nordic markets for a
long time. Hence, Gilson speculates, the relevant issue may be whether we will see a convergence of shareholder distribution within
markets rather than of ownership distribution between markets, possibly leading to a
situation where both ownership models will
thrive side by side in the same markets.

5.2 CSR/corporate sustainability
implications of the model
Although the concepts of corporate social
responsibility (CSR) and corporate sustainability have been subject to extensive academic
research for many years, these activities do not
appear to have produced an abundance of
studies focusing specifically on the relationship between these concepts and corporate
governance.11 However, some notable exceptions are the contributions of Salzmann et al.
(2006), Aras and Crowther (2008), and Jamali
et al. (2008), as well as, more recently, those of
Rahim (2013), Roe and Tilt (2015) and Gelter
(2016). Furthermore, Thomson and Croydon
(2012), and Strand et al. (2015), add some specifically Nordic aspects to this discussion. Altogether these studies may be said to provide
at least an embryo of a theory of the interrelationship between corporate governance and
CSR/corporate sustainability. Some key elements of such a theory, with specific relevance
in the Nordic context, are the following:
• The concepts of corporate governance
and CSR/corporate sustainability are
closely interrelated in a two-way manner. There are different ideas about the

There is a certain ambiguity in the literature of the field as to the relationship between the concepts of ”Corporate Social Responsibility (CSR)” and ”Corporate Sustainability”. To avoid risks of misinterpretation, in the
ensuing discussion the terminology generally used in each study referred to is also adopted in the discussion
of its findings, thus leaving to the reader to assess the degree of alignment or misalignment between the two
concepts in this context. Where no clear distinction is made between the two concepts the term “CSR/corporate
sustainability” is used.

11
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exact nature of this relationship; however, having analysed various propositions in this respect, Jamali et al. (2008)
conclude that corporate governance “is
a necessary pillar for a genuine and sustainable CSR orientation” (ibid., p. 257).
• CSR is intrinsically associated with a
long-term vision of the company, aimed
at ensuring that its business prevails
over time (Jamali et al., 2008; Aras and
Crowther, 2008). Hence the concept is
closely related to the notion of License
to Operate, according to which a company is seen as an integral part of the
society in which it operates and thus
must conform to the norms and values
prevailing in this society so as to ensure
its legitimacy in the eyes of its various
stakeholders (Salzmann et al., 2006; Rao
and Tilt, 2016).
• Transparency, along with accountability
and honesty, is a crucial source of the
vigour of a company’s CSR performance
(Jamali et al., 2008). Hence, reporting on
its activities in this respect (also referred
to as corporate social disclosure, CSD)
to its pertinent stakeholders is a key
element of a company’s sustainability
performance. It may in fact be seen as an
expression of the company’s accountability to its stakeholders (Rao and Tilt,
2016).
• Analysing the possible impact of employee board participation on the company’s CSR performance, Gelter (2016)
distinguishes between internal and
external CSR, where the first concept relates to the company’s conduct towards
stakeholders with which it has a longterm relationship, notably its employ-
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ees, and the second to various types of
externalities produced by its operations.
Gelter’s overall conclusion is that employee board participation is generally
associated with a higher level of internal
CSR, whereas its impact on external CSR
is unclear and may go in both directions.
• Several researchers also point at the
predominantly voluntary nature of CSR
behaviour (Jamali et al., 2008; Rahim,
2013; Rao and Tilt, 2016). However, Gelter
(2016) notes that this applies primarily to
the external aspects of CSR, whereas internal CSR is usually more rule-based (e.g.
through legal requirements of employee
board representation). Nonetheless, at
least with regard to external CSR, self-regulation rather than law or other statutory
rule-making is the predominant regime
for setting norms and standards within
the field (Rahim, 2013).12
As should be evident from this article, the
above-mentioned elements are all salient
features of Nordic corporate governance.
It therefore seems warranted to assert that
this governance framework provides – paraphrasing Jamali et al. (2008) – a solid pillar
for a genuine CSR/corporate sustainability
orientation among companies: The Nordic
ownership model typically entails a longterm vision by major owners of their companies, founded not only on strong incentives
to tend meticulously to their investments but
also on a general drive to endure as long-term
corporate owners, views closely reminiscent
of the License to Operate notion.13 Furthermore, transparency is a long-lasting hallmark
of Nordic corporate governance, employee
representation on corporate boards is a

A notable exception is the EU Directive on Non-Financial Reporting (2014/95/EU), recently implemented in the
Member States.
13
It is therefore no coincidence that the two primary corporate governance self-regulatory norm systems in
Sweden, the Swedish Corporate Governance Code for listed companies, administered by the Swedish Corporate
Governance Board, and the Guidelines for Good Board Practice, administered by the Swedish Academy of Board
Directors and mainly directed towards non-listed SMEs (only available in Swedish), both refer implicitly or explicitly to this notion in their recommendations regarding CSR/corporate sustainability.
12
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well-established feature of the Nordic governance framework (except in Finland), and
self-regulation plays a prominent role in the
corporate governance regulatory regimes of
the Nordic countries.
To what extent those ostensibly favourable preconditions have in fact brought forth
stronger CSR/sustainability performance
among Nordic companies than in their
counterparts operating under other governance regimes largely remains to be proven.
Yet there are a few studies indicating that
this may indeed be the case to some extent.
For example, Strand et al. (2015), referring to
a variety of international measurements and
rankings of CSR and sustainability performance at both company and country levels,
as well as to other studies of CSR and sustainability behaviour of Scandinavian companies, conclude that “pretty much any way
one measures it, Scandinavian countries and
Scandinavian companies lead the world in
strong CSR and sustainability performance”.
Also, Liang and Renneboog (2017), based on
data comprising CSR ratings of more than
23,000 companies from 114 countries spanning 123 industries, and applying essentially
the same classification of legal systems as
the one used in the aforementioned Nenova
(2003) study, found that companies from
civil law countries generally scored higher
on CSR performance than companies from
common law countries, with Scandinavian
civil law-based companies showing the
highest level of CSR.
Notwithstanding this, since the findings of the two studies quoted above appear
largely based on ranking lists of arguably debatable methodological stringency, it must
be considered still unclear to what extent
Nordic companies in general may outperform their counterparts from other parts of
the world in terms of CSR/corporate sustainability performance. Hence further research
will be needed to answer this question with
any reasonable degree of certainty.
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6. Conclusions
This article and the underlying 2014 SNS
study report demonstrate that the corporate
governance frameworks of the four major
Nordic countries resemble one another to an
extent that makes it warranted to talk about
a joint Nordic corporate governance model.
This model is based on three largely shared
determinants of how corporate governance is
practiced in a jurisdiction:
• Closely resembling social, cultural and
regulatory frameworks.
• Similar prevailing ownership structures
of listed companies.
• A common governance structure, distinctly different from those of other jurisdictions.
The essence of the model may be summarized
as follows:
It is a model designed to allow strong owners
to largely control their companies while maintaining an effective system for the protection of
minority shareholders rights, the underlying rationale being that such owners, who often have
all or major parts of their fortune invested in
one or a few companies, generally have strong
incentives, high competence, and sufficient
resources to engage actively in the governance
of their companies, typically with long-term
value creation as the prime driving-force, to the
benefit of themselves as well as all shareholders – provided possibilities to use their strong
powers to extract undue private benefits from
the company are effectively curbed.
Although the model has been subject to
substantial pressure to converge towards primarily the Anglo-Saxon governance model, it
appears thus far to have endured basically intact, continuing to render competitive advantage to Nordic companies in global markets
while ostensibly also providing some favourable preconditions for socially responsible
corporate behaviour.
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1. Introduction
Conditional conservatism, as a dimension
of overall accounting conservatism, reflects
“bad news” (or unrealized losses) and is a
widely accepted attribute of earnings quality
(Dechow et al., 2010). It has been shown that
accounting standards alone fail to ensure accounting quality and that institutional differences and capital market forces also influence
the quality of financial reporting of public
and private companies (Pope & Walker, 1999;
Leuz et al., 2003; Ball & Shivakumar, 2005;
Burgstahler et al., 2006; Bushman & Piotroski,
2006). Regardless of the monitoring role of
conditional conservatism, a few studies claim
that conservatism benefits firms, especially
in terms of taxation (Qiang, 2007; Lara et al.,
2009). However, there is no clear consensus
within the literature on whether and why investors in private firms demand conditional
conservatism. Shareholders in private firms
have better access to private information
(Ball & Shivakumar, 2005), which makes accounting-based monitoring of managers less
essential. At the same time, the institutional
arrangements designed to protect investors
seem to be inefficient in the context of firms
with concentrated equity ownership, such as
private firms.
We investigate whether differences in
tax alignment affect the supply and demand
for tax-induced conditional conservatism.
Recently in the US, there have been calls for
greater conformity between financial and tax
accounting (toward the European system)
because this reduces compliance costs and
enhances monitoring opportunities (Freedman, 2008). Moreover, several studies have
examined the association between book-tax
differences and earnings quality (Hanlon,
2005; Guenther et al., 1997). However, such
studies are mostly limited to the US (which
is a low tax alignment country) public corporations, and we argue that these results
are not applicable to private firms or high
tax alignment environments. Public firms
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provide more accounting information that is
useful to external capital providers for evaluating a firm’s asset prices. On the other hand,
accounting of private firms is based more on
internal incentives such as tax and contracts;
it reflects less information demanded by
non-controlling owners and external capital providers other than shareholders (Ball
& Shivakumar, 2005). Consequently, the
“tax-induced reporting costs” become more
important for private firms than for listed
firms, in which tax costs are offset by the benefits of high-quality financial reports. Shareholders in high tax alignment environments
face greater costs related to financial reporting than shareholders in low tax alignment
countries because of the conformity of financial and tax accounting, which conforms
book income to taxable income. Conditional
conservatism reduces the present value of
tax payments of firms, as suggested by Watts
(2003a). Therefore, we predict that conditional conservatism is more likely observed in
private firms in high tax alignment countries
than those in low tax alignment countries
when pretax earnings are positive.
This study investigates the potential
differences in tax-induced conditional conservatism of private firms between high and
low tax alignment countries. We focused on
Europe to obtain a range of institutional differences in tax alignment. For this purpose,
we collected data, between 2005 and 2011,
from private firms spread across 13 European
countries which were initially joined EU
of 2003: Austria, Belgium, Finland, France,
Germany, Greece, Italy, Portugal, Spain, Sweden (high tax alignment countries), the UK,
Ireland, and the Netherlands (low tax alignment countries). In 13 European countries,
accounting standards of private limited firms
have been harmonized within the EU. In addition, these countries have the most stabilized
accounting systems as compared to countries
which joined EU during the later sample
years. Moreover, in Europe private firms with
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limited liability and listed firms are similar
in terms of accounting standards within a
single country jurisdiction (Burgstahler et
al., 2006). All these characteristics of private
firms in European countries make the data
used in this study unique.
We find that tax-induced conservatism
reporting is more likely to occur in high tax
alignment countries than in low tax alignment countries. This trend is particularly
clear in the analysis based on accruals-based
conditional conservatism for a sub-sample of
private firms with nonnegative pretax earnings. Similarly, for a sub-sample of observations with positive pretax earnings, we find
more conservatism in high than in low tax
alignment countries because of the persistence of transitory gains versus losses. These
results hold for unconditional conservatism.
These findings contribute to the emerging literature on tax-induced accounting
conservatism (Basu, 2005; Qiang, 2007; Lara
et al., 2009). By focusing on tax alignment
as a source of differential reporting costs to
shareholders, our findings are also relevant to
discussions about international institutional
factors that determine the conditional conservatism of public and private firms worldwide (Pope & Walker, 1999; Ball et al., 2000;
Leuz et al., 2003; Ball & Shivakumar, 2005;
Bushman & Piotroski, 2006; Ball et al., 2008;
Peek et al., 2010; Goh et al., 2017). Previous
studies have shown that private firms in high
tax alignment countries engage in earnings
management more than those in low tax
alignment countries (Coppens & Peek, 2005;
Burgstahler et al., 2006; Goncharov & Zimmermann, 2006; Van Tendeloo & Vanstraelen,
2008; Sundvik, 2017). However, these studies
do not assess whether the tax-induced accounting conservatism differs between the
two categories of countries.
Our observations indicate that unrealized
loss recognition is subject to greater managerial discretion over accruals in high than
in low tax alignment countries. Tax-induced
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conditional conservatism may not always
contain useful information to investors, and
may influence the decisions of external interest groups e.g., creditors, tax authorities, and
other parties interested in private-firm financial reports.
The remainder of the paper is organized
as follows. Section 2 presents the theoretical
background and develops the hypothesis of
the study. Section 3 describes the research
design and data. Section 4 presents the main
results and the sensitivity analyses. Section 5
features a discussion and concludes the paper.

2.Theoretical background and
hypothesis development
2.1. Accounting conservatism and investors’ reporting demands in public
versus private firms
Contracting, litigation, regulation, and taxation explanations have all been proposed
to account for conservatism (Watts, 2003a;
Watts, 2003b). An extensive body of research
justifies the importance of accounting conservatism from the perspective of efficient
contracting (Watts, 2003a; Watts & Zimmerman, 1986). Accounting conservatism also
serves as a monitoring tool for shareholders
and debt holders, to whom firm managers
report conservatism in order to curtail information asymmetries (Martin et al., 2016).
The contracting efficiency of these parties is
obtained through reduced contracting costs,
such as cost of debt capital and equity. Prior
literature offers mixed views on whether
more conservatism is sought by shareholders
or bond holders in public corporations (Ball
et al., 2008; Goh et al., 2017). Debt holders
benefit from conservatism since it attenuates
the agency conflicts between them and shareholders, either by pre-empting managers distributing excessive dividends to shareholders
(Ahmed et al., 2002); reducing underinvestment (Balakrishnan et al., 2016); accelerating
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debt covenant violations (Li, 2015); alleviating the debt contracting costs during long
maturity loans (Khurana & Wang, 2015); or
reducing CEO compensation risk (Brockman
et al., 2015). These arguments are primarily
based on ex-post conditional conservatism.
Ex-ante unconditional conservatism is “news
independent” and generates a persistent “unrecorded goodwill” (Beaver & Ryan, 2005).
Therefore, unconditional conservatism can
be considered as less efficient from a contracting point of view.
Shareholders in widely held public corporations with more separated ownership
and control also benefit from accounting
conservatism. Ball et al. (2000) demonstrated
that timely loss recognition is demanded by
more investors in common law than in code
law countries. It has also been shown that
accounting conservatism reinforces governance mechanisms, such as boards (Beekes et
al., 2004; Ahmed & Duellman, 2007), which
are designed to monitor CEOs on behalf of
minority shareholders.
Other studies have documented that
shareholders’ reporting demands regarding
conservatism depend on the firm’s ownership structure: minority shareholders demand more conservatism to alleviate agency
problems arising from reduced managerial
ownership in public corporations (LaFond &
Roychowdhury, 2008). By examining managerial ownership levels, Shuto and Takada
(2010) proposed that incentive alignment
and entrenchment effects explain conservatism. Bona-Sánchez et al. (2011) showed that
an increase in ownership by the ultimate controlling shareholders reduces shareholders’
demands for timely loss recognition, since
the ultimate shareholders have better access
to private information. Recently, Francis et
al. (2013) showed that shareholders’ demand
more timely reporting of losses during periods of financial distress. Dargenidou et
al. (2007) suggested that investor protection forced by institutional arrangements
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becomes relevant for closely held firms, in
which investors have lower demands for conservatism to monitor managers. They also
recommended stricter corporate governance
practices in Europe to compensate for institutional weaknesses in ensuring investors’
protection.
Ball and Shivakumar (2005) distinguished between private and public firms,
and highlighted that conditional conservatism is lower in private firms than in public
firms in the UK. They interpreted the difference in earnings quality between private
and public firms as the result of a difference
in market demand. Because private firms
communicate with stakeholders through
channels other than public financial statements, stakeholders in private firms demand
less timely recognition of unrealized loss to
monitor managers. Peek et al. (2010) show
that while country-specific creditor protection makes a difference in conditional conservatism between private and public firms, a
country’s degree of investor protection does
not. Their interpretation of this finding was
that private-firm creditors in countries with
strong creditor protections demand greater
conditional conservatism but that well-protected investors do not. In all, the results of
previous studies imply that the degree of
shareholders’ demand for conservatism for
monitoring purposes depends on the firm’s
ownership and governance structure, legal
form, and the institutional environment in
which the firm operates.

2.2. Tax-induced financial reporting,
accounting conservatism, and
book-tax differences
Tax-induced earnings management has been
studied extensively in the context of public
firms (see Scholes et al., 1992; Guenther, 1994;
Guenther et al., 1997; Maydew, 1997; Lopez
et al., 1998; Beatty & Harris, 1999; Keating &
Zimmerman, 1999; Phillips et al., 2003; Krull,
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2004; Badertscher et al., 2009) and private
firms (Marques et al., 2011; Watrin et al.,
2012). However, the literature on firm-level
conservatism and taxation presents mixed
results. Watts (2003a) suggests that tax-induced conditional conservatism increases
the firm value to shareholders by minimizing
the present value of corporate tax payments.
Qiang (2007) draws a distinction between
conditional and unconditional conservatism,
and shows that unconditional conservatism
is induced by taxation, whereas conditional
conservatism is induced by contracts and
shareholder litigation (according to data
from US public firms). Recently, Lara et al.
(2009) extended Qiang’s (2007) research
and showed contradictory results regarding
conditional conservatism and taxation using
data from US public firms.
A growing body of research addresses the
relationship between book-tax differences
(differences between book and taxable income) and earnings quality by examining
earnings persistence, the extent of earnings
management, conservatism, and stock market reactions in the US (Hanlon, 2005; Frank
et al., 2009; Heltzer, 2009; Blaylock et al.,
2012) as well as in other low tax alignment
countries (Tang & Firth, 2011, 2012). The empirical literature shows that large positive
book-tax differences (book income is greater
than taxable income) signal low-quality earnings. However, in their multi-country study,
Blaylock et al. (2015) present contradictory
results based on earnings management. They
report that small book-tax differences are
associated with more aggregate-level earnings management than large book-tax differences in public firms. Heltzer (2009) further
demonstrated that since large negative booktax differences (book income is less than
taxable income) are associated with more
unconditional conservatism, as well as with
less conditional conservatism, they do not
translate into earnings quality in public corporations. However, assessing earnings qual-
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ity through differences between the book and
taxable incomes is less important to private
firms, since investors in private firms are less
reliant on earnings based heuristics (Mills &
Newberry, 2001), which subsequently affects
the tax-induced reporting of those firms (Beatty & Harris, 1999; Beatty et al., 2002; Ball &
Shivakumar, 2005).

2.3. Hypothesis development: conditional conservatism of private firms
in high and low tax alignment European countries
Previous studies addressing conservatism
and taxation have analyzed public firms in
common law countries such as the US, which
represents a low tax alignment country. In
studies with European data, both high and
low tax alignment countries are represented.
Tax alignment as firm-level tax incentives
may affect the tax-induced reporting of firms
at the international institutional level. Lara et
al. (2005) suggested that earnings asymmetry between European code and common law
counties, which most often overlap the high
and low tax alignment countries, is less obvious since managers in European code law
countries have greater incentives to reduce
earnings for tax reasons. This may be especially true for private firms with concentrated
equity ownership. In low tax alignment
countries, book income and taxable income
are calculated using different practices. This
institutional feature gives firms more opportunities to report earnings irrespective
of their taxable incomes. Therefore, firms in
low tax alignment countries may choose to
follow two distinct reporting strategies: one
for financial reporting and another for tax
authorities.
The literature on tax alignment (Coppens & Peek, 2005; Burgstahler et al., 2006;
Goncharov & Zimmermann, 2006; Sundvik,
2017) suggests that private firms in high tax
alignment countries use greater discretion
over accruals for tax reporting purposes than
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3.1. Empirical models
As a measure of conditional conservatism, we use a modified version of Basu’s (1997)
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serial dependence model for the reversal of pretax earnings changes of private firms. More
specifically, we estimate the following equation to allow for differences in the reversal of
positive and negative pretax earnings changes between private firms in countries with high
and low tax alignments (1):

firms in low tax alignment countries. Lara et
where
al. (2005) have shown that discretionary accruals partly explain conservatism, especially ∆𝑁𝑁𝑁𝑁$% = 𝛽𝛽( + 𝛽𝛽*𝐷𝐷∆𝑁𝑁𝑁𝑁$%,* + 𝛽𝛽- ∆𝑁𝑁𝑁𝑁$%,* + 𝛽𝛽. 𝐷𝐷∆𝑁𝑁𝑁𝑁$%,* ∗ ∆𝑁𝑁𝑁𝑁$%,*
+ 𝛽𝛽0 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇$% + 𝛽𝛽6 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇$% ∗ 𝐷𝐷∆𝑁𝑁𝑁𝑁$%,* (1)
earnings responses to bad news in European
(1)
code law countries. In particular, when unre+ 𝛽𝛽7 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇$% ∗ ∆𝑁𝑁𝑁𝑁$%,* + 𝛽𝛽8 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇$%
alized losses are recognized on a timely basis,
∗ 𝐷𝐷∆𝑁𝑁𝑁𝑁$%,* ∗ ∆𝑁𝑁𝑁𝑁$%,* + 𝛽𝛽9,-. 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶$% + 𝜀𝜀$%.
conditional conservatism, subject to managerial discretion (Pae, 2007), might become
useful in tax-induced financial reporting.
TAXALIGNjt equals 1 for private firm j if it has
where
domicile in Ireland, the UK, or the NetherPrivate firms in high tax alignment countries
TAXALIGNits
jt equals 1 for private firm j if it has its domicile in Ireland, the UK, or the
(low tax alignment countries) at t, and
may face large temporary income-decreas- lands
Netherlands (low tax alignment countries) at t, and 0 otherwise;
ing tax incentives for financial reporting 0 otherwise;
∆NIjt equals the change in pretax earnings from t − 1 to t, standardized by total assets at the
especially when taxable income is expected
∆NIjt equals the change in pretax earnings
end of t − 1 for private firm j;
to be nonnegative. Therefore, firms in high from t − 1 to t, standardized by total assets at
11 firm j;
tax alignment countries may attempt to re- the end of t − 1 for private
duce their taxes via more unrealized losses
equals
the
change
in pretax earn∆NIjt−1
ings
from
t
−
2
to
t
−
1,
standardized
by total
recognized as more transitory and in a timelier manner. Given that tax issues are more assets at the end of t − 1 for private firm j; and
important for financial reporting of firms in
D∆NIjt−1 equals 1 if ∆NIjt−1 is negative, and
high tax alignment countries than those in 0 otherwise.
We use the changes in pretax earnings
low tax alignment countries, when taxable
income is expected to be positive, one would instead of changes in net earnings, which
expect firms to adjust their reported earn- was used in Basu’s (1997) original model, to
ings via tax-induced reporting conservatism better assess the tax-motivated conditional
in the former countries more often (more conservatism of private firms. In addition, we
conditional conservatism) than in the latter. control for firm-level tax incentives arising
Therefore, we predict the following:
from the nonnegativity of taxable income by
estimating equation (1) for sub-samples of
H1: The unrealized losses of private firms are observations with positive and negative prerecognized as more transitory and in a timelier tax earnings.
Our prediction for private firms in high
manner than unrealized gains (more conditional
conservatism) in high tax alignment countries tax alignment countries is that negative earnthan in low tax alignment countries when pretax ings changes are more likely to reverse than
positive earnings changes, indicating that the
earnings are positive.
expected signs for β2 and β3 are negative. We
3. Research design
also predict that conditional conservatism
3.1. Empirical models
(asymmetric timeliness of earnings reflectAs a measure of conditional conservatism, we ing good news versus bad news) is greater in
use a modified version of Basu’s (1997) serial private firms in high tax alignment countries
dependence model for the reversal of pretax than in low tax alignment countries, indicatearnings changes of private firms. More spe- ing that the expected sign for β7 is positive,
cifically, we estimate the following equation when pretax earnings are positive and thus
to allow for differences in the reversal of pos- the tax incentive for financial reporting is
itive and negative pretax earnings changes strong.
between private firms in countries with high
The reversal reaction of the current
and low tax alignments (1):
year’s pretax earnings changes to the previ-
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ous year’s negative pretax earnings changes timeliness. Specifically, we estimate Ball and
are measured by β2 + β3 in equation (1). Ca- Shivakumar’s (2005) model as follows to alno-Rodríguez (2010) pointed out that it is low differences in accrual-based conditional
not clear whether the level of conditional conservatism between private firms in counconservatism is higher in a sample in which tries with high and low tax alignments (2):
both the coefficients β2 and β3 have high val- 𝐴𝐴𝐴𝐴𝐴𝐴 = 𝛿𝛿 + 𝛿𝛿 𝐷𝐷∆𝐶𝐶𝐶𝐶𝐶𝐶 + 𝛿𝛿 ∆𝐶𝐶𝐶𝐶𝐶𝐶 + 𝛿𝛿 𝐷𝐷∆𝐶𝐶𝐶𝐶𝐶𝐶 ∗ ∆𝐶𝐶𝐶𝐶𝐶𝐶
#$
'
)
#$
.
#$
/
#$
#$
ues than in a sample in which both the coef+ 𝛿𝛿1 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇#$ + 𝛿𝛿8 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇#$ ∗ 𝐷𝐷∆𝐶𝐶𝐶𝐶𝐶𝐶#$
ficients β2 and β3 have low values. Therefore,
(2)
+ 𝛿𝛿9 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇#$ ∗ ∆𝐶𝐶𝐶𝐶𝐶𝐶#$ + 𝛿𝛿: 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇#$ (2)
β7 fails to adequately distinguish between
relative levels of conditional conservatism in
∗ 𝐷𝐷∆𝐶𝐶𝐶𝐶𝐶𝐶#$ ∗ ∆𝐶𝐶𝐶𝐶𝐶𝐶#$ + 𝛿𝛿;<./ 𝐶𝐶𝐶𝐶𝐶𝐶𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇#$ + 𝜀𝜀#$.
different samples. To address these concerns,
where
we report the effects of the type of tax alignwhere
ment on conditional conservatism based
ACCjt equals accruals for private firm j at t,
ACC
equals
accruals are
for private
firm j at t, which
are computed
the nonchange in non-cash
on non-incremental reversal reaction of the
which
computed
as the
changeasin
jt
current year’s pretax earnings changes to cash
working
capital+(∆inventory
∆debtors
working
capital (∆inventory
∆debtors + ∆other+current
assets − ∆creditors
the previous year’s negative pretax earnings + ∆other current assets − ∆creditors − ∆other
− ∆other current liabilities) minus depreciation, standardized by total assets at
changes (β6 + β7), as an alternative measure of current liabilities) minus depreciation,
the end of t − 1;
conditional conservatism of (1).
standardized by total assets at the end of t − 1;
∆CFO,jt equals the∆CFO
change inequals
cash flowthe
from change
operations from
t − 1 toflow
t, standardized by
in cash
Our CONTROLSjt includes Sizejt, Leverage
jt
jt
total
assets
at
the
end
of
t
−
1
for
private
firm
j,
where
cash flow from
,
and
Cycle
with
interactions.
Size
Growthjt
from operations from t − 1 to t, standardized
jt
jt
equals the natural log of year-end total assets by
total equals
assetsnetatincome
the before
end extraordinary
of t − 1 for
private
operations
items
minus accruals at t;
at t for private firm j. Leveragejt equals total firm j, where cash flow from operations
and
non-current liabilities divided by total as- equals net income before extraordinary items
D∆CFOjt equals 1 if ∆CFOjt is negative, and 0 otherwise.
sets at the end of t for private firm j. Growthjt minus accruals at t; and
equals the percentage of change in turnover
D∆CFOjt equals 1 if ∆CFOjt is negative, and
We
use
the
changes
instead of cash flow levels from operations to eliminate potential
is
the
0 otherwise.
from t – 1 to t for private firm j. Cyclejt
operating cycle length (expressed in years),
Weand
use
the changes
instead
of negative
cash flow
survivor bias. As Ball
Shivakumar
(2005) noted,
firms with
cash flow changes
which is computed as average receivables levels from operations to eliminate potential
are less likely to be non-survivors than firms with negative cash flow levels. Therefore,
from t – 1 to t scaled by turnover at t plus survivor bias. As Ball and Shivakumar (2005)
firms with negative cash flows may have lower incentives to manage earnings downwards
average inventories from t – 1 to t scaled by noted, firms with negative cash flow changes
for tax
purposes.
for firm-level tax
incentives
operating expenses at t for private firm
j. reporting
are less
likelyWe
to control
be non-survivors
than
firmsarising from
Prior studies controlled these firm-specific with negative cash flow levels. Therefore,
determinants of conditional conservatism firms with negative 14
cash flows may have
(see Peek et al., 2010). As in Peek et al.’s (2010) lower incentives to manage earnings downstudy, these control variables are firm aver- wards for tax reporting purposes. We control
ages centered on the sample mean to address for firm-level tax incentives arising from nonnegativity of taxable income by estimating
multicollinearity.
Ball and Shivakumar (2005) argued that equation (2) for sub-samples of observations
Basu’s (1997) serial dependence model does with positive and negative pretax earnings.
Following the prior literature (Ball &
not distinguish between transitory gain
and loss components in earnings caused by Shivakumar, 2005), we predict that accruals
random accrual errors, and that it does not and cash flow changes are inversely correconsider the timeliness of transitory compo- lated, indicating that the expected sign for δ2
nents in earnings through the accrual pro- is negative. We also predict that unrealized
cess. To address these limitations, we use an losses are more likely to be reported than
alternative model to better assess earnings gains, and that they are less likely to be off-
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set by accruals, indicating that the expected
sign for δ3 is positive. Our primary prediction
is that we are more likely to observe tax-induced conditional conservatism of private
firms in high tax alignment countries than in
low tax alignment countries, which implies
that the expected sign for δ7 is negative, when
pretax earnings are positive and thus the tax
incentive for financial reporting is strong.
To ensure robustness, we report the effects
of a low tax alignment on non-incremental
reaction of accruals to cash flow changes (δ6
+ δ7) as an alternative measure of conditional
conservatism of (2). CONTROLSjt are defined
above with equation (1).

3.2. Data
Data are collected from the AMADEUS database (March 2013 version) supplied by Bureau
van Dijk. AMADEUS provides information on
financial statements of public and private
firms across Europe. We focus on the fiscal
years between 2003 and 2011. Our sample selection procedures mainly follow the guidelines established by Peek et al. (2010) and
Burgstahler et al. (2006).
We concentrate on private firms domiciled in one of the following 15 countries,
which were originally part of the EU in 2003:
Austria, Belgium, Denmark, Finland, France,
Germany, Greece, Ireland, Italy, Luxembourg,
the Netherlands, Portugal, Spain, Sweden,
and the UK. Due to missing data, we excluded
Denmark and Luxembourg.1 We focus on medium- and large-sized private firms to ensure
that the sample firms meet the reporting requirements of the Fourth EU Directive. The
Fourth EU Directive states that smaller companies are allowed to formulate abridged income statements and balance sheets; Articles
11 and 27 also distinguish between the different-sized private firms in detail. In addition,
small limited companies are not obligated to
audit their financial statements. According to

Burgstahler et al. (2006), a medium- or largesized private firm should meet two or more
of the following criteria every fiscal year: a
balance sheet total of €2.5 million, a turnover
of €5 million, and at least 50 employees. We
further excluded banks and insurance firms
(with standard industrial classification [SIC]
in the range 6,000–6,799), public institutions
(SIC above 9,000), and privately held subsidiaries of quoted firms, because subsidiaries are
likely to be dependent on their parent firms’
financial decisions. Next, we screen out legal
forms other than limited firms, because legal
forms, like proprietorships and partnerships,
do not pay taxes individually. In proprietorships and partnerships, firm income taxation
is bound to individual taxation; therefore,
taxation is not readily available on financial
reports. Moreover, these firms may not fully
apply the same reporting principles that limited firms do (Burgstahler et al., 2006).
Ball and Shivakumar (2005) noted that
over 30% of yearly changes in the book value
of total assets (increases or decreases) can be
caused by occasional transactions like mergers, restructurings, or disinvestments. Therefore, we excluded observations with a yearly
change of over 30% in total assets.
Finally, after eliminating anomalies in financial statement items (such as unexpected
signs in these items), and after excluding 1%
on minimum and maximum values for ∆NIjt,
∆NIjt−1, ACCjt, and ∆CFOjt, our final sample
excluding CONTROLSjt includes 179,162 firmyear observations (52,383 individual firms)
for (1) and 151,821 firm-year observations
(46,029 individual firms) for (2), during the
period of 2005 to 2011. Our final sample adding CONTROLSjt includes 153,926 firm-year
observations (46,902 individual firms) for
(1) and 138,225 firm-year observations (43,171
individual firms) for (2), during the period of
2005 to 2011.
Table 1 presents the country-based fre-

1
The data for calculation of accruals were restricted for Denmark; a sample of Luxembourg was restricted regarding CONTROLS.
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Table 1: The country-based frequencies and percentages of observations for a total sample employed in models (1)-(2); the
samples cover the period of 2005 to 2011
(1)
COUNTRY

(2)

N = 153,926

TAXALIGNJT

N = 138,225

Austria

0

2,624

1,70 %

2,238

1,62 %

Belgium

0

965

0,63 %

911

0,66 %

Finland

0

5,434

3,53 %

5,104

3,69 %

France

0

3,950

2,57 %

3,720

2,69 %

Germany

0

31,015

20,15 %

25,760

18,64 %

Greece

0

132

0,09 %

128

0,09 %

Ireland

1

1,044

0,68 %

878

0,64 %
18,87 %

Italy

0

26,521

17,23 %

26,081

Netherlands

1

4,878

3,17 %

2,189

1,58 %

Portugal

0

3,429

2,23 %

3,307

2,39 %

Spain

0

16,372

10,64 %

15,719

11,37 %

Sweden

0

14,289

9,28 %

13,511

9,77 %

United Kingdom

1

43,273

28,11 %

38,679

27,98 %

Notes:
TAXALIGNjt equals 1 for private firm j if it has its domicile in Ireland, the UK, or the Netherlands (low tax alignment countries) at t, and 0 otherwise.

Table 2: Descriptive statistics and univariate mean comparisons of accounting variables employed in model (1); the sample
covers the period of 2005 to 2011
DΔNIjt−1
*
Variable

NIjt

ΔNIjt

ΔNIjt−1

DΔNIjt−1

ΔNIjt−1

Sizejt

Leveragejt

Growthjt

Cyclejt

PANEL A. SUB-SAMPLE OF PRIVATE FIRMS IN HIGH TAX ALIGNMENT COUNTRIES (N = 104,731)
Mean
Stdev.
1st Percentile

0.0631

0.0008

0.0015

0.4697

−0.0217

44,573.2

0.2908

0.0354

0.3017

0.1136

0.0660

0.0666

0.4991

0.0422

102,279.1

0.2092

0.1610

0.2167

−0.2060

−0.1968

−0.2079

0.0000

−0.2079

2,798.6

0.0000

−0.3847

0.0132

Median

0.0439

0.0009

0.0020

0.0000

0.0000

15,084.5

0.2688

0.0343

0.2501

99th Percentile

0.4116

0.1928

0.1932

1.0000

0.0000

575,064.8

0.8209

0.4962

1.0386

PANEL B. SUB-SAMPLE OF PRIVATE FIRMS IN LOW TAX ALIGNMENT COUNTRIES (N = 49,195)
Mean

0.0731

0.0003

0.0003

0.4777

−0.0256

68,837.6

0.2773

0.0219

0.2399

Stdev.

0.1035

0.0718

0.0739

0.4995

0.0468

141,778.7

0.2269

0.1688

0.1548
0.0075

1 Percentile

−0.1657

−0.2071

−0.2256

0.0000

−0.2256

3,076.6

0.0000

−0.3815

Median

0.0573

0.0011

0.0020

0.0000

0.0000

21,859.8

0.2303

0.0243

0.2195

99th Percentile

0.3991

0.2068

0.2075

1.0000

0.0000

804,394.3

0.8932

0.5044

0.8156

0.2820

st

PANEL C. TOTAL SAMPLE (N = 153,926)
Mean

0.0663

0.0006

0.0011

0.4723

−0.0229

52,328.1

0.2865

0.0311

Stdev.

0.1106

0.0679

0.0690

0.4992

0.0437

116,918.6

0.2151

0.1637

0.2011

−0.1923

−0.2001

−0.2137

0.0000

−0.2137

2,852.0

0.0000

−0.3841

0.0107

1st Percentile
Median

0.0483

0.0009

0.0020

0.0000

0.0000

16,976.0

0.2562

0.0315

0.2372

99th Percentile

0.4077

0.1983

0.1981

1.0000

0.0000

672,529.0

0.8546

0.4981

1.0021

−16.50***

1.17

3.22***

−2.91**

16.30***

−38.15***

11.49***

15.16***

56.84***

t-statisticsa

Notes:
NIjt equals pretax earnings at t, standardized by total assets at the end of t − 1 for private firm j;
ΔNIjt equals the change in pretax earnings from t − 1 to t, standardized by total assets at the end of t − 1 for private firm j;
ΔNIjt−1 equals the change in pretax earnings from t − 2 to t − 1, standardized by total assets at the end of t − 1 for private firm j;
DΔNI jt−1 equals 1 if ΔNIjt−1 < 0, and 0 otherwise;
TAXALIGNjt equals 1 for private firm j if it has its domicile in Ireland, the UK, or the Netherlands (low tax alignment countries) at t, and 0 otherwise;
Sizejt equals year-end total assets for private firm j, (expressed in thousands of Euros);
Leveragejt equals total noncurrent liabilities divided by total assets at the end of t for private firm j;
Growthjt equals percentage of change in turnover from t − 1 to t for private firm j;
Cyclejt equals average receivables from t − 1 to t scaled by turnover at t plus average inventories from t − 1 to t scaled by operating expenses at t (expressed in
191
years) for private firm j;
a
t-statistics for two-tailed test of difference between the sample means of accounting variables by TAXALIGNjt; *, **, and *** represent significance levels of
0.10, 0.05, and 0.01 respectively.
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Table 3: Descriptive statistics and univariate mean comparisons of accounting variables employed in
model (2); the sample covers the period of 2005 to 2011  
DΔCFOjt
*
ACCjt

Variable

CFOjt

ΔCFOjt

DΔCFOjt

ΔCFOjt

Sizejt

Leveragejt

Growthjt

Cyclejt

PANEL A. SUB-SAMPLE OF PRIVATE FIRMS IN HIGH TAX ALIGNMENT COUNTRIES (N = 96,479)
Mean

−0.0360

0.0754

0.0006

0.4931

−0.0567

44,099.0

0.2882

0.0350

0.3081

Stdev.

0.1044

0.1195

0.1555

0.5000

0.0948

101,666.3

0.2068

0.1625

0.2192

1st Percentile

−0.3114

−0.2269

−0.4287

0.0000

−0.4287

2,797.9

0.0000

−0.3877

0.0144

Median

−0.0363

0.0688

0.0019

0.0000

0.0000

14,934.0

0.2672

0.0340

0.2570

0.2431

0.4046

0.4221

1.0000

0.0000

570,127.0

0.8082

0.5023

1.0495

99th Percentile

PANEL B. SUB-SAMPLE OF PRIVATE FIRMS IN LOW TAX ALIGNMENT COUNTRIES (N = 41,746)
Mean

−0.0289

0.0809

−0.0043

0.5071

−0.0597

64,294.4

0.2770

0.0222

0.2362

Stdev.

0.1037

0.1170

0.1568

0.5000

0.0972

134,249.1

0.2263

0.1698

0.1485

1st Percentile

−0.2975

−0.2155

−0.4379

0.0000

−0.4379

3,059.7

0.0000

−0.3865

0.0076

Median

−0.0310

0.0747

−0.0018

1.0000

−0.0018

20,336.1

0.2303

0.0243

0.2182

0.2497

0.4054

0.4125

1.0000

0.0000

759,086.5

0.8927

0.5075

0.7605

−0.0009

0.4973

−0.0576

50,198.3

0.2848

0.0312

0.2864
0.2032

99 Percentile
th

PANEL C. TOTAL SAMPLE (N = 138,225)
Mean

−0.0338

Stdev.

0.0776

0.1042

0.1284

0.1559

0.5000

0.0956

112,886.8

0.2130

0.1648

1st Percentile

−0.3076

−0.2388

−0.4315

0.0000

−0.4315

2,845.8

0.0000

−0.3873

0.0115

Median

−0.0347

0.0707

0.0007

0.0000

0.0000

16,412.7

0.2558

0.0315

0.2413

0.2456

0.4331

0.4184

1.0000

0.0000

644,591.0

0.8456

0.5041

1.0064

−11.50***

−7.85***

5.32***

−4.80***

5.32***

−30.64***

9.04***

13.31***

61.24***

99th Percentile
t-statistics

a

Notes:
ACCjt equals accruals for private firm j at t, which are computed as the change in non-cash working capital (Δinventory + Δdebtors + Δother
current assets − Δcreditors − Δother current liabilities) minus depreciation, standardized by total assets at the end of t − 1;
CFOjt equals cash flow from operations at t, standardized by total assets at the end of t − 1 for private firm j, where cash flow from operations
equals net income before extraordinary items minus accruals at t;
ΔCFOjt equals the change in cash flow from operations from t − 1 to t, standardized by total assets at the end of t − 1 for private firm j, where
cash flow from operations equals net income before extraordinary items minus accruals at t;
DΔCFOjt equals 1 if ΔCFOjt < 0, and 0 otherwise;
TAXALIGNjt equals 1 for private firm j if it has its domicile in Ireland, the UK, or the Netherlands (low tax alignment countries) at t, and 0
otherwise;
Sizejt equals year-end total assets for private firm j, (expressed in thousands of Euros);
Leveragejt equals total noncurrent liabilities divided by total assets at the end of t for private firm j;
Growthjt equals percentage of change in turnover from t − 1 to t for private firm j;
Cyclejt equals average receivables from t − 1 to t scaled by turnover at t plus average inventories from t − 1 to t scaled by operating expenses
at t (expressed in years) for private firm j;
a
t-statistics for two-tailed test of difference between the sample means of accounting variables by TAXALIGNjt; *, **, and *** represent
significance levels of 0.10, 0.05, and 0.01 respectively.

quencies and percentages of observations for
a total sample employed in equations (1)–(2).
The UK, Germany, Italy, and Spain dominate
the sample size, whereas Greece, Belgium,
and Ireland have the smallest number of observations in equations (1)–(2).
Tables 2 and 3 present the descriptive
statistics and univariate mean comparisons
of accounting variables of private firms in
high and low tax alignment countries and
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the descriptive statistics of the total sample for equations (1)–(2). Table 2 shows that
pretax earnings scaled by lagged total assets,
NIjt, are 0.063 (0.073) for the average private
firm in high (low) tax alignment countries.
Table 3 shows that total accruals standardized by total assets, ACCjt, are −0.036 (−0.029)
for the average private firm in high (low) tax
alignment countries. These results suggest
that more accounting conservatism based

(18)

(19)

(20)

(21)

(22)

(23)

(24)

Growthjt * DΔNIjt−1

Growthjt * ΔNIjt−1

Growthjt * DΔNIjt−1 * ΔNIjt−1

Cyclejt

Cyclejt * DΔNIjt−1

Cyclejt * ΔNIjt−1

Cyclejt * DΔNIjt−1 * ΔNIjt−1

(12)

Sizejt * DΔNIjt−1 * ΔNIjt−1

(17)

(11)

Sizejt * ΔNIjt−1

Growthjt

(10)

Sizejt * DΔNIjt−1

(16)

(9)

Sizejt

Leveragejt * DΔNIjt−1 * ΔNIjt−1

(8)

TAXALIGNjt * DΔNIjt−1 * ΔNIjt−1

(15)

(7)

TAXALIGNjt * ΔNIjt−1

Leveragejt * ΔNIjt−1

(6)

TAXALIGNjt * DΔNIjt−1

(14)

(5)

TAXALIGNjt

(13)

(4)

DΔNIjt−1 * ΔNIjt−1

Leveragejt * DΔNIjt−1

(3)

ΔNIjt−1

Leveragejt

−0.1829*

(2)

DΔNIjt−1
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0.0194*

0.0181*

−0.0189*

−0.0204*

−0.0653*

−0.0184*

0.0829*

0.1054*

−0.0178*

−0.0044

0.0083*

0.0074*

0.0024

0.0139*

0.0027

0.0094*

−0.0958*

−0.1174*

0.0550*

−0.0030

−0.1741*

0.1110*

(1)

ΔNIjt

1

2

0.0218*

0.0477*

0.0256*

0.0192*

−0.0363*

−0.1156*

0.0849*

−0.0859*

0.0325*

0.0425*

0.0108*

−0.0004

0.0492*

0.0587*

−0.0194*

−0.0124*

−0.2978*

−0.3941*

0.4487*

0.0074*

−0.5540*

−0.6810*

0.1149*

3

−0.0701*

−0.1230*

0.0180*

−0.0167*

0.0434*

0.1583*

−0.0427*

0.0783*

−0.0728*

−0.0911*

0.0315*

0.0014

−0.1005*

−0.1250*

0.0478*

0.0081*

0.4584*

0.6054*

−0.3363*

−0.0082*

0.8166*

−0.8647*

−0.1508*

4

−0.0992*

−0.0890*

0.0417*

0.0281*

0.0495*

0.0849*

−0.0231*

0.0640*

−0.0979*

−0.0809*

0.0554*

0.0424*

−0.1330*

−0.1077*

0.0653*

0.0441*

0.5683*

0.4984*

−0.2971*

−0.0415*

0.9236*

−0.9362*

−0.1437*

5

0.0644*

0.0124*

−0.1111*

−0.1469*

0.0488*

0.0058*

−0.0670*

−0.0943*

0.0046

0.0120*

−0.0197*

−0.0223*

−0.0572*

0.0055*

0.0955*

0.1397*

−0.4111*

0.0035

0.6193*

−0.0256*

−0.0062*

0.0074*

−0.0027

6

0.0930*

0.0811*

−0.1328*

−0.0915*

0.0473*

−0.0066*

−0.0496*

−0.0987*

0.0203*

0.0232*

−0.0207*

−0.0178*

−0.0526*

−0.0268*

0.1152*

0.0791*

−0.6637*

−0.5450*

0.6193*

−0.4442*

−0.4103*

0.4487*

0.0546*

7

−0.0992*

−0.1382*

0.0539*

−0.0005

−0.0496*

−0.0014

0.0232*

0.0478*

−0.0403*

−0.0317*

0.0204*

0.0100*

0.0036

0.0197*

−0.0199*

0.0083*

0.7503*

−0.7527*

0.0434*

0.5549*

0.5446*

−0.5613*

−0.0783*

8

−0.1370*

−0.1079*

0.0845*

0.0582*

−0.0812*

−0.0311*

0.0563*

0.0816*

−0.0493*

−0.0411*

0.0323*

0.0246*

0.0185*

0.0061*

−0.0338*

−0.0234*

0.7562*

−0.9954*

−0.6165*

0.4610*

0.4258*

−0.4467*

−0.0600*

9

−0.0001

0.0067*

−0.0291*

−0.0405*

0.0216*

−0.0068*

−0.0352*

−0.0509*

−0.0732*

−0.0030

0.0951*

0.1320*

−0.4573*

0.0231*

0.6831*

−0.0732*

0.0147*

0.0771*

0.1363*

0.0279*

0.0076*

−0.0117*

0.0114*
0.1216*

0.0262*

0.0137*

0.0332*

−0.0006

0.0060*

−0.0289*

−0.0601*

0.0264*

−0.0108*

0.1313*

0.1694*

−0.0776*

−0.0031

0.7122*

−0.6255*

0.0500*

0.0106*

0.0194*

−0.0139*

0.0081*

−0.1435*

−0.1628*

11
0.1300*

0.0144*

0.0185*

0.0148*

−0.0016

−0.0011

−0.0395*

−0.0325*

0.0343*

0.0165*

0.1836*

0.1327*

−0.1095*

−0.0757*

0.6529*

−0.9855*

−0.6095*

0.0358*

−0.0145*

−0.0416*

−0.0761*

−0.1558*

−0.1439*

12

Table continues on the next page

−0.0002

−0.0008

−0.0427*

−0.0297*

0.0317*

0.0243*

−0.0517*

−0.0327*

−0.1071*

−0.0772*

0.1392*

0.0959*

−0.6695*

−0.4766*

0.6378*

−0.0455*

0.0084*

0.0504*

0.0829*

0.1425*

0.1316*

−0.1300*

−0.0104*

10

Table 4: The Pearson (Spearman) correlation coefficients below (above) the diagonal for variables employed in model (1); the sample covers the period of 2005 to 2011
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(20)

(21)

(22)

(23)

(24)

Growthjt * DΔNIjt−1 * ΔNIjt−1

Cyclejt

Cyclejt * DΔNIjt−1

Cyclejt * ΔNIjt−1

Cyclejt * DΔNIjt−1 * ΔNIjt−1
−0.0170*

−0.0040

0.0310*

0.0379*

0.0104*

−0.0099*

−0.0059*

−0.0127*

−0.4621*

0.0130*

0.6877*

−0.0680*

−0.0019

0.0692*

0.1141*

0.0298*

0.0040

−0.0282*

−0.0393*

0.0027

−0.0244*

−0.0172*

0.0454*

0.0315*

0.0147*

0.0095*

−0.0076*

−0.0068*

−0.6715*

−0.4815*

0.6461*

−0.0917*

−0.0753*

0.0932*

0.0748*

0.0745*

0.0639*

−0.0723*

−0.0355*

0.0875*

0.0808*

−0.0598*

14
0.0011

0.0235*

0.0298*

−0.0150*

−0.0038

−0.0160*

−0.0418*

0.0118*

−0.0106*

0.7180*

−0.6245*

0.0421*

0.0788*

0.1219*

−0.0764*

−0.0016

−0.0634*

−0.0747*

0.0599*

0.0077*

−0.1032*

−0.1255*

0.0829*

15

0.0322*

0.0242*

−0.0217*

−0.0150*

−0.0213*

−0.0180*

0.0142*

0.0051*

0.6522*

−0.9858*

−0.6183*

0.0925*

0.0777*

−0.0916*

−0.0733*

−0.0743*

−0.0640*

0.0705*

0.0342*

−0.0931*

−0.0860*

0.0598*

−0.0028

16

0.0370*

0.0069*

−0.0488*

−0.0574*

−0.4677*

0.0243*

0.6740*

−0.0027

−0.0153*

0.0037

−0.0092*

0.0133*

−0.0146*

−0.0176*

−0.0536*

0.1077*

0.0472*

−0.1066*

−0.1085*

0.0913*

0.0954*

−0.0893*

0.1113*

17

0.0584*

0.0446*

−0.0657*

−0.0455*

−0.6892*

−0.4979*

0.6345*

0.0075*

0.0105*

−0.0068*

−0.0014

0.0355*

0.0300*

−0.0410*

−0.0314*

0.0602*

0.0166*

−0.0582*

−0.0711*

−0.0595*

−0.0549*

0.0774*

0.0764*

18

−0.0535*

−0.0728*

0.0300*

0.0011

0.7146*

−0.6329*

0.0524*

−0.0158*

−0.0412*

0.0156*

−0.0140*

−0.0408*

−0.0611*

0.0441*

−0.0009

0.0073*

0.0116*

−0.0110*

−0.0024

0.1508*

0.1788*

−0.1692*

−0.0053*

19

−0.0725*

−0.0532*

0.0454*

0.0314*

0.6542*

−0.9888*

−0.6122*

−0.0108*

−0.0125*

0.0100*

0.0038

−0.0360*

−0.0312*

0.0400*

0.0309*

−0.0563*

−0.0141*

0.0545*

0.0683*

0.0679*

0.0627*

−0.0774*

−0.0750*

20

−0.4490*

0.0051*

0.6940*

0.0189*

0.0028

−0.0191*

−0.0263*

−0.0333*

−0.0023

0.0346*

0.0384*

0.0457*

0.0055*

−0.0481*

−0.0413*

0.0698*

−0.0053*

−0.0713*

−0.1156*

−0.0079*

−0.0220*

0.0186*

−0.0181*

21

−0.6470*

−0.4634*

0.6356*

0.0409*

0.0480*

−0.0408*

−0.0105*

−0.0550*

−0.0352*

0.0575*

0.0302*

0.0473*

0.0132*

−0.0505*

−0.0310*

0.1788*

0.1525*

−0.1810*

−0.0912*

0.1488*

0.1374*

−0.1429*

−0.0331*

22

0.7183*

−0.6290*

0.0404*

−0.0356*

−0.0624*

0.0343*

−0.0047

0.0451*

0.0558*

−0.0438*

−0.0033

−0.0089*

−0.0022

0.0085*

0.0020

−0.1486*

−0.1816*

0.1447*

0.0112*

−0.1614*

−0.1905*

0.1436*

0.0288*

23

0.6596*

−0.9833*

−0.6028*

−0.0417*

−0.0482*

0.0401*

0.0104*

0.0574*

0.0395*

−0.0581*

−0.0320*

−0.0363*

−0.0082*

0.0392*

0.0234*

−0.1819*

−0.1550*

0.1798*

0.0903*

−0.1667*

−0.1539*

0.1429*

0.0369*

24

ΔNIjt equals the change in pretax earnings from t − 1 to t, standardized by total assets at the end of t − 1 for private firm j;
ΔNIjt−1 equals the change in pretax earnings from t − 2 to t − 1, standardized by total assets at the end of t − 1 for private firm j;
DΔNIjt−1 equals 1 if ΔNIjt−1 < 0, and 0 otherwise;
TAXALIGNjt equals 1 for private firm j if it has its domicile in Ireland, the UK, or the Netherlands (low tax alignment countries) at t, and 0 otherwise;
Sizejt equals natural log of year-end total assets for private firm j;
Leveragejt, equals total noncurrent liabilities divided by total assets at the end of t for private firm j;
Growthjt equals percentage of change in turnover from t − 1 to t for private firm j;
Cyclejt equals average receivables from t − 1 to t scaled by turnover at t plus average inventories from t − 1 to t scaled by operating expenses at t (expressed in years) for private firm j; as in Peek et al. (2010) study, these control
variables are firm averages centered on the sample mean to address multicollinearity; these coefficients are not reported for brevity purposes. Significant at 10 % level or better (*).

Notes:

(19)

Growthjt * ΔNIjt−1

(13)

Leveragejt

(18)

(12)

Sizejt * DΔNIjt−1 * ΔNIjt−1

Growthjt * DΔNIjt−1

(11)

Sizejt * ΔNIjt−1

(17)

(10)

Sizejt * DΔNIjt−1

Growthjt

(9)

Sizejt

(16)

(8)

TAXALIGNjt * DΔNIjt−1 * ΔNIjt−1

Leveragejt * DΔNIjt−1 * ΔNIjt−1

(7)

TAXALIGNjt * ΔNIjt−1

(14)

(6)

TAXALIGNjt * DΔNIjt−1

(15)

(5)

TAXALIGNjt

Leveragejt * ΔNIjt−1

(4)

DΔNIjt−1 * ΔNIjt−1

Leveragejt * DΔNIjt−1

−0.0041

(3)

ΔNIjt−1
0.0226*

−0.0004

(2)

DΔNIjt−1

0.0078*

13

(1)

ΔNIjt
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(13)

(14)

(15)

(16)

(17)

(18)

(19)

(20)

(21)

(22)

(23)

(24)

Leveragejt

Leveragejt * DΔCFOjt

Leveragejt *ΔCFOjt

Leveragejt * DΔCFOjt * ΔCFOjt

Growthjt

Growthjt * DΔCFOjt

Growthjt *ΔCFOjt

Growthjt * DΔCFOjt * ΔCFOjt

Cyclejt

Cyclejt * DΔCFOjt

Cyclejt *ΔCFOjt

Cyclejt * DΔCFOjt * ΔCFOjt

(12)

Sizejt * DΔCFOjt * ΔCFOjt

(8)

TAXALIGNjt * DΔCFOjt * ΔCFOjt

(11)

(7)

TAXALIGNjt *ΔCFOjt

Sizejt *ΔCFOjt

−0.0829*

(6)

(9)

(5)

TAXALIGNjt

TAXALIGNjt * DΔCFOjt

(10)

−0.2548*

(4)

DΔCFOjt * ΔCFOjt

Sizejt

0.0309*

(3)

ΔCFOjt

Sizejt * DΔCFOjt

−0.4926*

(2)

DΔCFOjt

−0.0558*

−0.0112*

0.0842*

0.0925*

−0.1110*

−0.1427*

0.1057*

0.0329*

0.0655*

0.0832*

−0.0388*

−0.0051

0.0575*

0.0293*

−0.0670*

−0.3221*

0.2088*

0.4528*

−0.5913*

(1)

ACCjt

1

2

−0.0087*

−0.0127*

0.0273*

0.0013

−0.0855*

−0.1477*

0.1248*

−0.0324*

0.0479*

0.0742*

−0.0250*

0.0033

0.0112*

0.0156*

−0.0006

−0.0068*

−0.3020*

−0.4036*

0.4276*

0.0129*

−0.6063*

−0.7337*

0.4707*

3

−0.0140*

−0.0176*

−0.0082*

0.0006

0.1164*

0.2051*

−0.0916*

0.0330*

−0.0792*

−0.1242*

0.0479*

−0.0065*

−0.0162*

−0.0322*

0.0111*

0.0003

0.4181*

0.5528*

−0.3188*

−0.0143*

0.8325*

−0.8660*

−0.5705*

4

−0.0279*

−0.0161*

0.0027

0.0127*

0.1395*

0.1508*

−0.0756*

0.0197*

−0.1009*

−0.0962*

0.0633*

0.0320*

−0.0199*

−0.0189*

0.0178*

0.0164*

0.5037*

0.4681*

−0.2675*

−0.0143*

0.9343*

−0.9269*

−0.5224*

5

0.0854*

0.0042

−0.1210*

−0.1672*

0.0526*

0.0034

−0.0697*

−0.0959*

−0.0656*

−0.0012

0.0843*

0.1206*

0.0150*

0.0016

−0.0143*

−0.0168*

−0.4567*

−0.0229*

0.6465*

−0.0150*

−0.0153*

0.0129*

0.0286*

6

0.1053*

0.0726*

−0.1430*

−0.1085*

0.0320*

−0.0153*

−0.0375*

−0.0782*

−0.0640*

−0.0285*

0.0972*

0.0775*

0.0237*

0.0203*

−0.0184*

−0.0157*

−0.7063*

−0.5747*

0.6465*

−0.4002*

−0.3739*

0.4276*

0.2153*

7

−0.0976*

−0.1319*

0.0648*

0.0041

−0.0005

0.0308*

−0.0011

0.0236*

0.0344*

0.0366*

−0.0291*

−0.0050

−0.0251*

−0.0392*

0.0185*

0.0015

0.7550*

−0.7679*

−0.0140*

0.5248*

0.5031*

−0.5468*

−0.2752*

8

−0.1426*

−0.1001*

0.1006*

0.0763*

−0.0245*

0.0095*

0.0330*

0.0599*

0.0626*

0.0326*

−0.0487*

−0.0406*

−0.0330*

−0.0259*

0.0264*

0.0205*

0.7714*

−0.9954*

−0.6436*

0.4184*

0.3909*

−0.4256*

−0.2264*

9

−0.0306*

0.0078*

0.0341*

0.0506*

0.0174*

−0.0001

−0.0136*

−0.0140*

−0.0772*

−0.0043

0.1038*

0.1458*

−0.5074*

−0.0033

0.7024*

0.0276*

0.0054*

−0.0262*

−0.0342*

0.0121*

0.0037

−0.0063*

−0.0945*
0.0623*

0.0513*

0.0367*

0.0717*

−0.0304*

0.0076*

−0.0266*

−0.0441*

0.0186*

0.0001

0.1130*

0.1520*

−0.0790*

−0.0044

0.7158*

−0.6400*

0.0061*

−0.0583*

−0.0747*

0.0546*

0.0027

−0.0742*

−0.0833*

11

0.0736*

0.0988*

0.0513*

0.0367*

−0.0427*

−0.0303*

−0.0363*

−0.0264*

0.0247*

0.0161*

0.1574*

0.1127*

−0.1101*

−0.0774*

0.6686*

−0.9845*

−0.6327*

−0.0770*

−0.0707*

0.0733*

0.0338*

−0.0866*

−0.0809*

12

Table continues on the next page

−0.0436*

−0.0312*

0.0487*

0.0344*

0.0239*

0.0168*

−0.0183*

−0.0129*

−0.1094*

−0.0780*

0.1475*

0.1039*

−0.7223*

−0.5169*

0.6617*

0.0725*

0.0675*

−0.0707*

−0.0317*

0.0766*

0.0716*

−0.0736*

−0.0975*

10

Table 5 The Pearson (Spearman) correlation coefficients below (above) the diagonal for variables employed in model (2); the sample covers the period of 2005 to 2011
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−0.0077*

(3)

(4)

(5)

(6)

(7)

(8)

(9)

(10)

ΔCFOjt

DΔCFOjt * ΔCFOjt

TAXALIGNjt

TAXALIGNjt * DΔCFOjt

TAXALIGNjt *ΔCFOjt

TAXALIGNjt * DΔCFOjt * ΔCFOjt

Sizejt

Sizejt * DΔCFOjt

−0.0341*

−0.0065*

(13)

(14)

(15)

(16)

(17)

(18)

(19)

(20)

(21)

(22)

(23)

(24)

Leveragejt

Leveragejt * DΔCFOjt

Leveragejt *ΔCFOjt

Leveragejt * DΔCFOjt * ΔCFOjt

Growthjt

Growthjt * DΔCFOjt

Growthjt *ΔCFOjt

Growthjt * DΔCFOjt * ΔCFOjt

Cyclejt

Cyclejt * DΔCFOjt

Cyclejt *ΔCFOjt

Cyclejt * DΔCFOjt * ΔCFOjt

−0.0014

Sizejt * DΔCFOjt * ΔCFOjt
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14

0.0277*

0.0200*

−0.0469*

−0.0327*

0.0443*

0.0332*

−0.0521*

−0.0338*

−0.7247*

−0.5176*

0.6561*

−0.0983*

−0.0761*

0.1024*

0.0771*

−0.0323*

0.0151*

0.0353*

0.0711*

0.1498*

0.1400*

−0.1345*

−0.0870*
0.1495*

0.1158*

−0.0245*

−0.0299*

0.0194*

0.0013

−0.0488*

−0.0816*

0.0364*

−0.0071*

0.7148*

−0.6478*

0.0039

0.0792*

0.1161*

−0.0777*

−0.0041

0.0006

0.0029

−0.0026

0.0034

−0.1698*

−0.1926*

15

16

−0.0338*

−0.0245*

0.0256*

0.0172*

−0.0636*

−0.0487*

0.0441*

0.0254*

0.6744*

−0.9850*

−0.6280*

0.0943*

0.0760*

−0.0953*

−0.0719*

0.0271*

−0.0186*

−0.0312*

−0.0678*

−0.1648*

−0.1540*

0.1345*

0.0977*

0.0339*

0.0316*

−0.0041

−0.0381*

−0.0603*

−0.5138*

0.0103*

0.6926*

0.0217*

−0.0071*

−0.0244*

−0.0527*

0.0083*

−0.0012

−0.0066*

−0.0115*

0.0862*

0.0216*

−0.0863*

−0.1104*

0.0285*

0.0346*

−0.0327*

17

0.0431*

0.0301*

−0.0491*

−0.0369*

−0.7406*

−0.5286*

0.6534*

0.0433*

0.0407*

−0.0466*

−0.0287*

0.0257*

0.0227*

−0.0234*

−0.0110*

0.0452*

−0.0044

−0.0452*

−0.0766*

−0.1198*

−0.1119*

0.1275*

0.1046*

18

−0.0469*

−0.0682*

0.0256*

−0.0046

0.7064*

−0.6543*

0.0070*

−0.0487*

−0.0719*

0.0494*

−0.0032

−0.0298*

−0.0379*

0.0280*

0.0027

0.0085*

0.0133*

−0.0095*

0.0010

0.1831*

0.1959*

−0.1852*

−0.1251*

19

−0.0682*

−0.0483*

0.0400*

0.0297*

0.6755*

−0.9881*

−0.6309*

−0.0456*

−0.0429*

0.0469*

0.0288*

−0.0293*

−0.0254*

0.0264*

0.0132*

−0.0418*

0.0067*

0.0426*

0.0746*

0.1332*

0.1244*

−0.1275*

−0.1110*

20

−0.5125*

−0.0047

0.7047*

0.0132*

−0.0054*

−0.0133*

−0.0278*

0.0536*

−0.0011

−0.0511*

−0.0483*

−0.0426*

0.0050

0.0411*

0.0522*

0.0890*

0.0034

−0.0900*

−0.1373*

−0.0015

−0.0001

0.0015

0.1091*

21

−0.7270*

−0.5207*

0.6571*

0.0356*

0.0402*

−0.0355*

−0.0091*

0.0591*

0.0256*

−0.0566*

−0.0370*

−0.0671*

−0.0458*

0.0657*

0.0362*

0.1853*

0.1580*

−0.1865*

−0.1024*

0.1294*

0.1209*

−0.1362*

0.0163*

22

0.7160*

−0.6450*

0.0023

−0.0315*

−0.0575*

0.0292*

−0.0110*

−0.0304*

−0.0445*

0.0265*

0.0002

0.0575*

0.0849*

−0.0539*

0.0044

−0.1426*

−0.1821*

0.1376*

0.0068*

−0.1187*

−0.1314*

0.1036*

0.0573*

23
0.0025

0.6731*

−0.9837*

−0.6265*

−0.0385*

−0.0424*

0.0362*

0.0096*

−0.0512*

−0.0227*

0.0489*

0.0322*

0.0707*

0.0507*

−0.0674*

−0.0389*

−0.1884*

−0.1606*

0.1849*

0.1011*

−0.1512*

−0.1412*

0.1362*

24

Notes:
ACCjt equals accruals for private firm j at t, which are computed as the change in non-cash working capital (Δinventory + Δdebtors + Δother current assets − Δcreditors − Δother current liabilities) minus depreciation, standardized by total assets at the end of t − 1;
ΔCFOjt equals the change in cash flow from operations from t − 1 to t, standardized by total assets at the end of t − 1 for private firm j, where cash flow from operations equals net income before extraordinary items minus
accruals at t;
DΔCFOjt equals 1 if ΔCFOjt < 0, and 0 otherwise;
TAXALIGNjt equals 1 for private firm j if it has its domicile in Ireland, the UK, or the Netherlands (low tax alignment countries) at t, and 0 otherwise;
Sizejt equals natural log of year-end total assets for private firm j;
Leveragejt, equals total noncurrent liabilities divided by total assets at the end of t for private firm j;
Growthjt equals percentage of change in turnover from t − 1 to t for private firm j;
Cyclejt equals average receivables from t − 1 to t scaled by turnover at t plus average inventories from t − 1 to t scaled by operating expenses at t (expressed in years) for private firm j; as in Peek et al. (2010) study, these
control variables are firm averages centered on the sample mean to address multicollinearity; these coefficients are not reported for brevity purposes. Significant at 10 % level or better (*).

0.0194*

0.0011

−0.0325*

−0.0492*

0.0295*

−0.0501*

−0.5099*

−0.0033

0.7044*

−0.0776*

(11)

(12)

Sizejt *ΔCFOjt

0.0809*

0.1283*

−0.0724*

−0.0013

0.0750*

0.1169*

0.0161*

0.0041

(2)

−0.0037

DΔCFOjt

13

(1)

ACCjt
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Table 6: The results for model (1): the differential time-series reversal of pretax earnings changes of private firms
between high and low tax alignment countries for the period of 2005 to 2011
A Sub-Sample of Firm-Years with

Intercept (β0)

Total

Strong Firm-Level

Weak Firm-Level

Tax Incentives

Tax Incentives

Pred.

Table 6
NIjt < 0high
Signof pretax earnings changes
NIjt > 0 of private firms between
The resultsVariables
for model (1): the differentialsample
time-series reversal
and low taxPANEL
alignment
countries
for the period of 2005 to 2011
A. MODEL
ESTIMATION
A? Sub-Sample of Firm-Years
(β0)
−0.003***
0.004***with
−0.048***
Strong Firm-Level
Weak Firm-Level
(−7.93)
(11.60)
(−40.79)
Tax Incentives
Tax Incentives
−0.129***
−
−0.119***
−0.124**
Intercept (β(β02))
Total
Pred.
(−15.54)
Variables
sample
Sign
NIjt > 0 (−13.38)
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PANEL B. EFFECT OF A LOW
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N
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n
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(−10.98)
Notes:

Notes:

∆𝑁𝑁𝑁𝑁$% = 𝛽𝛽( + 𝛽𝛽* 𝐷𝐷∆𝑁𝑁𝑁𝑁$%,* + 𝛽𝛽- ∆𝑁𝑁𝑁𝑁$%,* + 𝛽𝛽. 𝐷𝐷∆𝑁𝑁𝑁𝑁$%,* ∗ ∆𝑁𝑁𝑁𝑁$%,* + 𝛽𝛽0𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇$% + 𝛽𝛽6 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇$% ∗ 𝐷𝐷∆𝑁𝑁𝑁𝑁$%,*
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Table 7: The results for model (2): the differential relationship between cash flow changes and accruals of private firms between high and
low tax alignment countries for the period of 2005 to 2011
A Sub-Sample of Firm-Years with

Intercept (δ0)

Total

Strong Firm-Level

Weak Firm-Level

Tax Incentives

Tax Incentives

Pred.

Table
7
NIjt < 0
Variables
sample
Sign
NIjt > 0
The results for model (2): the differential relationship between cash flow changes and accruals of private firms between
PANEL A. MODEL ESTIMATION
high and low tax alignment countries for the period of 2005 to 2011
(δ0)
−0.043***
−0.085***
A?Sub-Sample of Firm-Years−0.034***
with
Strong Firm-Level (−51.37)
Weak Firm-Level (−55.10)
(−68.83)
Tax Incentives
Tax Incentives −0.304***
−0.376***
−
−0.390***
(δ2)
Intercept (δ0)
Total
Pred.
(−78.22)
(−73.98)
(−24.82)
Variables
sample
Sign
NIjt > 0
NIjt < 0
0.003
+
−0.001
−0.063***
(δ3)
Panel A. model estimation
(−0.16)
( −3.88)
(δ0)
−0.043*** (0.41)
?
−0.034***
−0.085***
(−68.83) 0.012
(−51.37)
(−55.10)
?
0.019**
−0.019
(δ6)
(δ2)
−0.376*** (1.44)
−
−0.390***
−0.304***
(2.10)
( −0.77)
(−78.22)
(−73.98)
(−24.82)
−0.015
−
−0.036***
0.060*
(δ3)(δ7)
0.003
+
−0.001
−0.063***
(−2.63)
(1.89)
(0.41) (−1.21)
(−0.16)
( −3.88)
(δ6)(δ8−23)
0.012
?
0.019**
−0.019
Yes
?
Yes
Yes
(1.44) 37.34%
(2.10)
( −0.77)
40.87%
32.28%
Adj. R2
(δ7)
−0.015
−
−0.036***
0.060*
N
113,174
25,051
(−1.21) 138,225
(−2.63)
(1.89)
n )
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39,014
14,555
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?
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Adj.
R2 B. EFFECT OF A LOW TAX37.34%
32.28%
PANEL
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maximum values for ACCjt and ΔCFOjt; the t-statistics are based upon a covariance matrix estimator that is robust for heteroscedasticity (White, 1980),
and within firm correlation of residuals; *, **, and *** represent significance levels of 0.10, 0.05, and 0.01 respectively. The incremental intercept
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on overall accruals is observed for private
firms in high tax alignment countries, and
firms in these countries report greater losses
than firms in low tax alignment countries. In
addition, Table 3 shows that cash flow from
operations standardized by total assets, CFOjt,
is 0.075 (0.081) for the average private firm in
high (low) tax alignment countries.
The average private firm in a high (low)
tax alignment country has total assets (Sizejt)
of €44,573.2 (€68,387.6); a leverage (Leveragejt)
of 0.291 (0.277); a growth (Growthjt) of 0.035
(0.022); and a cycle (Cyclejt) of 0.302 (0.240),
and the differences are statistically significant for a total sample of (1). From the total
sample of (2), the average private firm in a
high (low) tax alignment country has total
assets (Sizejt) of €44,099.0 (€64,294.4); a leverage (Leveragejt) of 0.288 (0.277); a growth
(Growthjt) of 0.035 (0.022); and a cycle (Cyclejt)
of 0.308 (0.236), and the differences are statistically significant.
Table 4 presents the Pearson (Spearman)
correlation coefficients below (above) the
diagonal for variables employed in (1), and
Table 5 presents the Pearson (Spearman)
correlation coefficients below (above) the
diagonal for variables employed in (2). Multicollinearity may produce biased regression
coefficients if the correlation coefficients
between two or more independent variables
in a multiple regression model are greater
than 0.8. We conclude that multicollinearity
is not a concern in the regression analysis
presented in the next section since none of
the correlation coefficients between the independent variables exceeded 0.8, as shown in
Table 4 and Table 5.

4. Results
Panel A in Table 6 presents the results for
equation (1) estimated for a total sample and
for sub-samples of observations with positive and negative pretax earnings. Panel B in
Table 6 summarizes the effects of the type of
tax alignment on two alternative measures of

Tax Alignment and Tax-Induced Conditional Conservatism

conditional conservatism: incremental and
non-incremental reaction of current year’s
pretax earnings changes to the previous
year’s pretax earnings changes.
Table 6 shows that negative earnings
changes are more likely to reverse than positive earnings changes in high tax alignment
countries, as predicted. The total sample analysis presented in Table 6 shows that about
26.5% of negative pretax earnings changes are
likely to reverse in high tax alignment countries; and 26.4% of negative pretax earnings
changes are likely to reverse in low tax alignment countries; the differences are marginally significant. Table 6 shows a statistically
significant positive relation between high tax
alignment and conditional conservatism for a
sub-sample of observations with positive pretax earnings, as predicted (H1). The result is
insignificant for a sub-sample of observations
with negative pretax earnings. These results
indicate the higher level of tax-induced conditional conservatism of private firms in high
tax alignment countries compared to low tax
alignment countries. However, the results on
alternative measure of conditional conservatism reported in Table 6 suggest that the type
of tax alignment has no effect on tax-induced
conditional conservatism of private firms.
Panel A in Table 7 presents the results for
equation (2) estimated for a total sample and
for sub-samples of observations with positive and negative pretax earnings. Panel B in
Table 7 summarizes the effects of the type of
tax alignment on two alternative measures
of conditional conservatism: the incremental
and non-incremental reaction of accruals to
the current year’s negative cash flow changes.
Panel A in Table 7 shows that about 39.1%
of negative cash flow changes are offset by
accruals in high tax alignment countries,
whereas about 40.8% of negative cash flow
changes are offset by accruals in low tax
alignment countries among a sub-sample of
observations with positive pretax earnings.
These differences are statistically significant
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and support H1. In addition, Table 7 shows a
statistically significant negative relation between high tax alignment and conditional
conservatism for a sub-sample of observations with negative pretax earnings. Overall,
the results presented in Table 7 suggest that
private firms in high tax alignment countries
recognize unrealized losses in a timelier manner than unrealized gains for tax reasons than
private firms in low tax alignment countries.

In addition, Table 6 shows a statistically significant negative relation between high tax
alignment and unconditional conservatism
for a sub-sample of observations with negative pretax earnings. These results suggest
that tax-induced unconditional conservatism
is more prevalent in private firms in high tax
alignment countries than those in low tax
alignment countries.

4.2. Sensitivity analysis: controlling for
listing status

4.1. A
 nalysis of unconditional
conservatism
Previous studies suggest that unconditional
conservatism is induced by taxation (Qiang,
2007). To examine whether the type of tax
alignment affects the tax-induced unconditional conservatism, we use a method similar to the one by Cano-Rodríguez (2010) for
computing the differences in unconditional
conservatism between high and low tax
alignment countries based on equations
(1)–(2). We computed UC(TAXALIGN=1) as
β4 + β5 (δ4 + δ5) and multiplied by the relative
frequency of private firms in low tax alignment countries with negative previous year’s
pretax earnings changes (with negative cash
flow changes) (PE[TAXALIGN = 1]) for equation (1) (equation [2]). The coefficient on UC
denotes the fraction of overall conservatism,
which is independent of positive or negative
news for private firms in low tax alignment
countries. Therefore, it is an inverse indicator
of the effect of low tax alignment on unconditional conservatism. A negative value of
the coefficient on UC indicates an increase in
the level of unconditional conservatism for
private firms in low tax alignment countries
and a positive value indicates a decrease. The
results of additional analysis are reported in
third row of Panel B in Tables 6 and 7.
The results in Panel B in Tables 6 and 7
show a statistically significant positive relation between high tax alignment and unconditional conservatism for a sub-sample of
observations with positive pretax earnings.
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To check whether the results presented in
Tables 6 to 7 are sensitive to a listing status,
we estimate equations (1)–(2) for a total
sample of listed firms and for sub-samples
of listed-firm observations with positive and
negative pretax earnings. Panel A in Table 8
reports the results of (1), and Panel A in Table
9 reports the results of (2). Panel B in Tables
8 and 9 summarizes the effects of the type of
tax alignment on conditional conservatism
using two alternative measures of conditional
conservatism from equations (1)–(2). Tables 8
and 9 report the predictions of private firms,
as a comparison group. Contrary to predictions about private firms, Table 9 shows a
statistically significant negative relation between high tax alignment and conditional
conservatism for a total sample of listed firms
and for a sub-sample of listed-firm observations with positive pretax earnings. These results suggest that low tax alignment induces
more conditional conservatism among listed
firms than high tax alignment. All models in
Table 8 are insignificant, which suggests that
the type of tax alignment has no effect on the
conditional conservatism of listed firms.
Tables 8 and 9 also report the results from
the effects of the type of tax alignment on
unconditional conservatism as an alternative
measure of accounting conservatism. Panel
B in Tables 8 and 9 shows a statistically significant negative relation between high tax
alignment and unconditional conservatism
for a sub-sample of observations with nega-
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Table 8: The results for model (1): the differential time-series reversal of pretax earnings changes of listed firms between
high and low tax alignment countries for the period of 2005 to 2011

Table 8
A Sub-Sample of Firm-Years with
The results for model (1): the differential time-series reversal of pretax earnings changes of listed firms between high
Strong Firm-Level
Weak Firm-Level
and low tax alignment countries for the period of 2005 to 2011
Tax Incentives
A Sub-Sample of Firm-Years with Tax Incentives
Total
Pred.
Intercept (β )
Strong Firm-Level
Weak Firm-Level
NI < 0
Variables
sample
Sign
NI > 0
Tax Incentives
Tax Incentives
A. MODEL ESTIMATION
Intercept (βPANEL
Total
Pred.
0)
?
−0.053*** NIjt < 0
Variables (β )
sample−0.006***
Sign
NI0.002
jt > 0
(−3.82)
(1.22)
( −9.72)
Panel A. model estimation
0.077**
0.110**
0.171** −0.053***
(β )
(β0)
−0.006***
? −
0.002
(−3.82)
(1.22)
( −9.72)
(2.36)
(3.35)
(2.10)
(β2)
0.077**
−−
0.110**
−0.512***
−0.728***
−0.626*** 0.171**
(β )
(2.36)
(3.35)
(2.10)
(−9.55)
(−12.37)
(−5.22)
(β3)
−0.512***
−?
−0.728***
−0.626***
−0.011
−0.019
−0.018
(β )
(−9.55)
(−12.37)
(−5.22)
(−0.18)
(−0.35)
(−1.12)
(β6)
−0.011
?
−0.019
−0.018
0.068
+
0.103
−0.043
(β )
(−0.18)
(−0.35)
(−1.12)
(0.79)
(1.09)
(−0.22)
(β7)
0.068
+
0.103
−0.043
Yes
?
Yes
Yes
(β )
(0.79)
(1.09)
(−0.22)
6.19%
12.14%
10.64%
Adj. R
(β8−23)
Yes
?
Yes
Yes
7,014
5,565
1,449
Adj. R2 N
6.19%
12.14%
10.64%
n
1,797
1, 567
799
N
7,014
5,565
1,449
PANEL B. EFFECT OF A
LOW TAX ALIGNMENT ON CONDITIONAL
n
1,797
1, 567 AND UNCONDITIONAL CONSERVATISM
799
(β )
0.068
+
0.103 conservatism
−0.043
Panel B. effect
of a low tax alignment
on conditional
and unconditional
(β7)
0.068
+
0.103
−0.043
(0.79)
(1.09)
(−0.22)
(0.79)
(1.09)
(−0.22)
0.057
+
0.084
−0.061
(β ) + (β )
(β6) + (β7)
0.057
+
0.084
−0.061
(0.85)
(1.09)
(−0.48)
(0.85)
(1.09)
(−0.48)
UC
0.002
?
0.002
−0.019**
UC
0.002
?
0.002
−0.019**
(TAXALIGN = 1)
(1.08)
(0.98)
(−2.53)
(TAXALIGN
=
1)
(1.08)
(0.98)
(−2.53)
Notes:
0

jt

jt

0

2

3

6

7

8−23

2

7

6

7

Notes:

∆𝑁𝑁𝑁𝑁$% = 𝛽𝛽( + 𝛽𝛽* 𝐷𝐷∆𝑁𝑁𝑁𝑁$%,* + 𝛽𝛽- ∆𝑁𝑁𝑁𝑁$%,* + 𝛽𝛽.𝐷𝐷∆𝑁𝑁𝑁𝑁$%,* ∗ ∆𝑁𝑁𝑁𝑁$%,* + 𝛽𝛽0 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇$% + 𝛽𝛽6 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇$% ∗ 𝐷𝐷∆𝑁𝑁𝑁𝑁$%,* (1)
+ 𝛽𝛽7 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇$% ∗ ∆𝑁𝑁𝑁𝑁$%,* + 𝛽𝛽8 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇$% ∗ 𝐷𝐷∆𝑁𝑁𝑁𝑁$%,* ∗ ∆𝑁𝑁𝑁𝑁$%,* + 𝛽𝛽9,-. 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶(1)
$%
+ 𝜀𝜀$%.
where,

(1)

where,
NIjt equals pretax earnings at t, standardized by total assets at the end of t − 1 for listed firm j; ΔNIjt equals the change in pretax earnings from t − 1 to t, stanearnings
at t, atstandardized
totalfirm
assets
end
t − 1infor
listed
firm
j; ΔNI
the change
in assets
pretax
earnings from t − 1 to t,
NIjt equals pretax
jt equals
dardized
by total assets
the end of t − 1 by
for listed
j; ΔNIatjt−1the
equals
theof
change
pretax
earnings
from
t − 2 to
t − 1, standardized
by total
at the
of t − 1assets
for listed
DΔNIof
equals 1 if ΔNIjt−1 <firm
0, andj;0 ΔNI
otherwise;
TAXALIGN
equals 1 for
firm earnings
j if it has itsfrom
domicile
or
thejt change
inlisted
pretax
t −in2Ireland,
to t −the
1, UK,
standardized
by total
standardized end
by total
atfirm
thej;end
jt−1 equals
jt−1 t − 1 for listed
the Netherlands (low tax alignment countries) at t, and 0 otherwise; CONTROLSjt includes Sizejt, Leveragejt, Growthjt, and Cyclejt with interactions (not reassets at the end of t − 1 for listed firm j; DΔNIjt−1 equals 1 if ΔNIjt−1 < 0, and 0 otherwise; TAXALIGNjt equals 1 for listed firm j if it has its domicile in
ported for conciseness); Sizejt equals natural log of year-end total assets for listed firm j; Leveragejt, equals total noncurrent liabilities divided by total assets
Sizejt, Leverage
Ireland, the UK,
the
alignment
countries)
t, andfrom
0 otherwise;
CONTROLS
jt includes
jt, Growthjt, and Cyclejt
at theor
end
of tNetherlands
for listed firm j; (low
Growthtax
equals
percentage
of change inat
turnover
t − 1 to t for listed
firm j; and Cycle
equals average
receivables from
jt
jt
t − 1 to
t scaled
by turnover
t plus average inventories
from t −
1 to t scaled
expenses
t (expressed
in years)
for listed
firm j; as in
et total noncurrent
natural
log by
ofoperating
year-end
total atassets
for listed
firm
j; Leverage
equals
with interactions
(not
reported
for at
conciseness);
Sizejt equals
jt, Peek
al. (2010)
control
variables
are tfirm
centered
the sample
mean topercentage
address multicollinearity.
A reports the
pooled
of changePanel
in turnover
from
t −ordinary
1 to tleast
for listed firm j; and
liabilities divided
by study,
total these
assets
at the
end of
foraverages
listed firm
j; on
Growth
jt equals
squares estimates for model (1). Panel B reports the effect of variable TAXALIGN on conditional and unconditional conservatism. As in Cano-Rodríguez
average
receivables from t − 1 to t scaled by turnover at t plus average inventories from t − 1 to t scaled by operating expenses at t
Cyclejt equals(2010)
study, these measures are computed from the estimated values of parameters of the model (1) which are reported in Panel A; β7 indicates the effect
(expressed inofyears)
listed firm
as in Peek
et al.reaction
(2010)
study,
thesechanges
control
variables
centered
sample
variablefor
TAXALIGN
on thej;incremental
reversal
of pretax
earnings
to negative
priorare
yearfirm
pretaxaverages
earnings changes
and ison
an the
indicator
of mean to address
the effect
of a low
tax alignment
on conditional
conservatism;
β6 = β7 indicates
the effect
variable(1).
TAXALIGN
non-incremental
reversal
reaction TAXALIGN on
multicollinearity.
Panel
A reports
the pooled
ordinary
least squares
estimates
forofmodel
Panel on
B the
reports
the effect
of variable
of pretax
earnings changes
to negative prior
earnings changes(2010)
and is anstudy,
alternative
indicator
of the effect
a low tax alignment
on conditional
conditional and
unconditional
conservatism.
Asyear
in pretax
Cano-Rodríguez
these
measures
are ofcomputed
from the
estimated values of
conservatism; UC (TAXALIGN = 1) assesses the effect of variable TAXALIGN on unconditional conservatism and is computed as β4 + β5 and multiplied by
theprior
effect
variable
TAXALIGN
on the incremental
reversal reaction of pretax
parameters ofthe
the
model
(1) which
are
reported
Panel A;
β7 indicates
relative
frequency
of listed
firms
in low taxinalignment
countries
with negative
yearof
pretax
earnings
changes (PE [TAXALIGN
= 1]). This measure
earnings changes
tothe
negative
pretax which
earnings
changesofand
is an
indicator
effect
oflow
a low
tax alignment
conservatism; β6
denotes
fraction ofprior
overallyear
conservatism
is independent
positive
or negative
newsof
forthe
listed
firms in
tax alignment
countries,on
andconditional
therefore
an inverse
of the effect
of TAXALIGN
conservatism.
A negative
value ofof
UCpretax
indicates
an increasechanges
in the leveltoofnegative
unconditional
effectindicator
of variable
TAXALIGN
on on
theunconditional
non-incremental
reversal
reaction
earnings
prior year pretax
= β7 indicatesisthe
conservatism and a positive value indicates a decrease. The regression excludes extreme 1% on minimum and maximum values for ΔNIjt and ΔNIjt−1; the
earnings changes
and is an alternative indicator of the effect of a low tax alignment on conditional conservatism; UC (TAXALIGN = 1) assesses the
t-statistics are based upon a covariance matrix estimator that is robust for heteroscedasticity (White, 1980), and within firm correlation of residuals; *, **,
and multiplied
the
frequency
effect of variable
TAXALIGN
on unconditional
and is computed
as βintercept
4 + β5 coefficients
and ***
represent significance
levels of 0.10, conservatism
0.05, and 0.01 respectively.
The incremental
(β1, β4, βby
) are
notrelative
reported for
conciseness.of listed firms in low
5
tax alignment countries with negative prior year pretax earnings changes (PE [TAXALIGN = 1]). This measure denotes the fraction of overall
conservatism which is independent of positive or negative news for listed firms in low tax alignment countries, and therefore is an inverse indicator of
the effect of TAXALIGN on unconditional conservatism. A negative value of UC indicates an increase in the level of unconditional conservatism and a
positive value indicates a decrease. The regression excludes extreme 1% on minimum and maximum values for ΔNIjt and ΔNIjt−1; the t-statistics are
based upon a covariance matrix estimator that is robust for heteroscedasticity (White, 1980), and within firm correlation of residuals; *, **, and ***
201
represent significance levels of 0.10, 0.05, and 0.01 respectively. The incremental
intercept coefficients (β1, β4, β5) are not reported for conciseness.
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Table 9: The results for model (2): the differential relationship between cash flow changes and accruals of listed firms between high and
low tax alignment countries for the period of 2005 to 2011
A Sub-Sample of Firm-Years with
Table 9
Firm-Level
Weak Firm-Level
The results for model (2): the differential relationship between cash flow Strong
changes
and accruals of listed
firms between
high and low tax alignment countries for the period of 2005 to 2011
Tax Incentives
Tax Incentives
Total
Pred. A Sub-Sample of Firm-Years with
Intercept (δ )
Strong Firm-Level
Weak
NI <Firm-Level
0
Variables
sample
Sign
NI > 0
Tax
Incentives
Tax
Incentives
PANEL A. MODEL ESTIMATION
Intercept
(δ0)
Total
Pred.?
(δ )
−0.048***
−0.038***
−0.088***
Variables
sample (−21.07) Sign
NIjt >(−15.80)
0
NIjt < 0
(−13.33)
Panel
A.
model
estimation
−0.393***
−
−0.409***
−0.329***
(δ )
(δ0)
−0.048***
?
−0.038***
−0.088***
(−17.44)
(−16.81)
(−5.49)
(−21.07)
(−15.80)
(−13.33)
0.043
+
0.005
−0.020
(δ )
(δ2)
−0.393***
−
−0.409***
−0.329***
(1.22)
(0.13)
(−0.28)
(−17.44)
(−16.81)
(−5.49)
−0.029
?
0.007
−0.107
(δ )
(δ3)
0.043
+
0.005
−0.020
(−0.86)
(1.22)(−0.73)
(0.13)(0.17)
(−0.28)
0.064
(δ6) (δ )
−0.0290.120* ? −
0.0070.106*
−0.107
(0.39)
(−0.73)(1.95)
(0.17)(1.66)
(−0.86)
Yes
(δ7) (δ )
−0.020*Yes
− ?
0.106*Yes
0.064
25.32%
Adj. R
(1.95)30.03%
(1.66)37.93%
(0.39)
(δ8−23N)
Yes
?
Yes
Yes
6,557
5,150
1,407
Adj.nR2
30.03%
37.93%
25.32%
1,736
1,509
775
N PANEL B. EFFECT OF A LOW 6,557
5,150
TAX ALIGNMENT ON CONDITIONAL
AND UNCONDITIONAL CONSERVATISM 1,407
n (δ )
1,736
1,509
775
0.120*
−
0.106*
0.064
Panel B. effect of a low tax alignment (1.95)
on conditional and unconditional conservatism
(1.66)
(0.39)
(δ7)
0.120*
−
0.106*
0.064
0.090**
−
0.113**
−0.044
(δ ) + (δ )
(1.95)
(1.66)
(0.39)
(2.05)
(2.51)
(−0.42)
(δ6) + (δ7)
0.090**
−
0.113**
−0.044
UC
0.005
?
0.004
−0.015*
(2.05)
(2.51)
(−0.42)
(−1.81)
UC (TAXALIGN = 1)
0.005(1.62) ?
0.004(1.33)
−0.015*
Notes:
(TAXALIGN
= 1)
(1.62)
(1.33)
(−1.81)
0

jt

jt

0

2

3

6

7

8−23

2

7

6

7

Notes:

𝐴𝐴𝐴𝐴𝐴𝐴#$ = 𝛿𝛿' + 𝛿𝛿) 𝐷𝐷∆𝐶𝐶𝐶𝐶𝐶𝐶#$ + 𝛿𝛿.∆𝐶𝐶𝐶𝐶𝐶𝐶#$ + 𝛿𝛿/ 𝐷𝐷∆𝐶𝐶𝐶𝐶𝐶𝐶#$ ∗ ∆𝐶𝐶𝐶𝐶𝐶𝐶#$ + 𝛿𝛿1 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇#$ + 𝛿𝛿8𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇#$ ∗ 𝐷𝐷∆𝐶𝐶𝐶𝐶𝐶𝐶#$
+ 𝛿𝛿9 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇#$ ∗ ∆𝐶𝐶𝐶𝐶𝐶𝐶#$ + 𝛿𝛿: 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇#$ ∗ 𝐷𝐷∆𝐶𝐶𝐶𝐶𝐶𝐶#$ ∗ ∆𝐶𝐶𝐶𝐶𝐶𝐶#$ + 𝛿𝛿;<./ 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶#$
+ 𝜀𝜀#$.

(2)

(2)

where,
NIjt equals pretax earnings at t, standardized by total assets at the end of t − 1 for listed firm j; ACCjt equals accruals for listed firm j at t, which are
where,as the change in non-cash working capital (Δinventory + Δdebtors + Δother current assets − Δcreditors − Δother current liabilities) minus
computed
pretax earnings atby
t, standardized
by total
assets
the tend
− 1 for listed
firm j; ACCjt equals accruals
forflow
listed from
firm j atoperations
t, which are computed
in
NIjt equals standardized
in cash
from t −as 1thetochange
t, standardized
by
depreciation,
total assets
at the
endat of
− of
1;t ΔCFO
jt equals the change
non-cash working capital (Δinventory + Δdebtors + Δother current assets − Δcreditors − Δother current liabilities) minus depreciation, standardized by total assets at the end
total assets
at
the
end
of
t
−
1
for
listed
firm
j,
where
cash
flow
from
operations
equals
net
income
before
extraordinary
items
minus
accruals
at t;
of t − 1; ΔCFOjt equals the change in cash flow from operations from t − 1 to t, standardized by total assets at the end of t − 1 for listed firm j, where cash flow from operations
1 ifbefore
ΔCFO
0 otherwise;
1 forjt listed
j if it has
its domicile
the Netherlands
DΔCFO
jt equals
jt < 0, and
jt equals
equals
net income
extraordinary
items
minus accrualsTAXALIGN
at t; DΔCFOjt equals
1 if ΔCFO
< 0, andfirm
0 otherwise;
TAXALIGN
equals 1 in
for Ireland,
listed firm the
j if itUK,
has itsor
domicile
jt
in Ireland,
the UK,countries)
or the Netherlands
(low tax
alignment countries)
at t, and 0jtotherwise;
includes jtSize
, Leverage
, Growth
, and
Cyclejtinteractions
with interactions
(notreported for
includesCONTROLS
Sizejt, Leverage
, Growth
Cycle
(not
(low tax
alignment
at t, and
0 otherwise;
CONTROLS
jt, jtand
jt with
jt
jt
jt
reported forSize
conciseness);
Sizejt equalslog
natural
of year-end
totalassets
assets for
firmfirm
j; Leverage
, equals total
noncurrent liabilities divided by total assets at the end of t for
jt
of log
year-end
total
forlisted
listed
j; Leverage
conciseness);
jt equals natural
jt, equals total noncurrent liabilities divided by total assets at the
listed firm j; Growthjt equals percentage of change in turnover from t − 1 to t for listed firm j; and Cyclejt equals average receivables from t − 1 to t scaled by turnover at t plus
percentage
ofatchange
in in
turnover
t − j;1astoint Peek
for listed
firmstudy,
j; and
Cycle
receivables from t
end ofaverage
t for listed
firm
j; Growth
jt equals
jt equals
inventories
from
t − 1 to t scaled
by operating
expenses
t (expressed
years) for from
listed firm
et al. (2010)
these
control
variables average
are firm averages
− 1 tocentered
t scaled
turnover
plus average
inventories
from tthe− pooled
1 to tordinary
scaledleast
by squares
operating
expenses
at(2).
t (expressed
inthe
years)
forvariable
listedTAXfirm j; as in Peek
on by
the sample
meanattotaddress
multicollinearity.
Panel A reports
estimates
for model
Panel B reports
effect of
ALIGN onstudy,
conditional
andcontrol
unconditional
conservatism.
As inaverages
Cano-Rodríguez
(2010)on
study,
measures
are computed
frommulticollinearity.
the estimated values ofPanel
parameters
of the model
et al. (2010)
these
variables
are firm
centered
thethese
sample
mean
to address
A reports
the pooled
(2) which are reported in Panel A; δ7 indicates the effect of variable TAXALIGN on the incremental reaction of accruals to negative cash flow changes and is an indicator of the
ordinary
least squares estimates for model (2). Panel B reports the effect of variable TAXALIGN on conditional and unconditional conservatism. As in
effect of a low tax alignment on conditional conservatism; δ6 = δ7 indicates the effect of variable TAXALIGN on the non-incremental reaction of accruals to negative cash flow
Cano-Rodríguez
(2010)
study,
these
measures
are computed
from theonestimated
values of parameters
of=the
modelthe
(2)effect
which
are reported
changes and therefore
is an
alternative
indicator
of the effect
of a low tax alignment
conditional conservatism;
UC (TAXALIGN
1) assesses
of variable
TAXALIGNin Panel A;
on unconditional
conservatism
and isTAXALIGN
computed as δ4 +
and multiplied
by thereaction
relative frequency
of listedtofirms
in low tax
alignment
with
negative
flow changes
the effect
of variable
onδ5 the
incremental
of accruals
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conservatism which is independent of positive or negative news for listed firms in low tax alignment countries and therefore is an inverse indicator of
the effect of a low tax alignment on unconditional conservatism. A negative value of UC indicates an increase in the level of unconditional
conservatism and a positive value indicates a decrease. The regression excludes extreme 1% on minimum and maximum values for ACCjt and ΔCFOjt;
the t-statistics are based upon a covariance matrix estimator that is robust
202for heteroscedasticity (White, 1980), and within firm correlation of residuals
*, **, and *** represent significance levels of 0.10, 0.05, and 0.01 respectively. The incremental intercept coefficients (δ1, δ4, δ5) are not reported for
conciseness.
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Table 10: Sensitivity analysis for model (2): the differential relationship between cash flow changes and accruals of private and listed
firms between code and common law countries for the period of 2005 to 2011
A Total Sample of
Intercept (δ0)

Pred.

Variables

Sign

Private firms

Listed firms

Table 10
PANEL A. MODEL ESTIMATION
(δ ) analysis for model (2): the differential? relationship between cash −0.043***
Sensitivity
flow changes and accruals−0.049***
of private and
listed firms between code and common law countries for the period of 2005 to
2011
(−69.95)
(−21.71)
A Total Sample of −0.376***
(δ )
−
−0.385***
Intercept (δ0)
Pred.
(−79.25)
(−17.56)
Variables
Sign
Private firms
Listed firms
(δ )
+
0.006
0.032
Panel A.
model estimation
(0.89)
(0.93)
(δ0)
?
−0.043***
−0.049***
(−69.95)0.013
(−21.71)
(δ )
?
−0.062
(δ2)
−
−0.376***
−0.385***
(1.53)
(−1.48)
(−79.25)
(−17.56)
−
0.167***
(δ3) (δ )
+
0.006−0.027**
0.032
(2.69)
(0.89)(−2.13)
(0.93)
(δ6) (δ )
?
0.013 Yes
−0.062
?
Yes
(1.53)37.37%
(−1.48)
Adj. R
30.08%
(δ7)
−
−0.027**
0.167***
N
138,225
6,557
(−2.13)
(2.69)
43,171
1,736
(δ8−23) n
?
Yes
Yes
Adj. R2 PANEL B. EFFECT OF A COMMON LAW LEGAL ORIGIN ON CONDITIONAL AND UNCONDITIONAL
37.37%CONSERVATISM
30.08%
N
138,225
6,557 0.167***
(δ )
−
−0.027**
n
43,171
1,736 (2.69)
(−2.13)
Panel B. effect of a common law legal origin on conditional and unconditional conservatism
−
−0.014
0.106**
(δ7) (δ ) + (δ )
−
−0.027**
0.167***
(2.38)
(−2.13)(−1.64)
(2.69)
(δ6) + (δUC7)
−
−0.014
0.106**
?
0.010***
0.006**
(−1.64)(10.98)
(2.38)
(COMMON = 1)
(1.97)
UC
?
0.010***
0.006**
Notes:
(COMMON = 1)
(10.98)
(1.97)
0

2

3

6

7

8−23

2

7

6

7

Notes:

𝐴𝐴𝐴𝐴𝐴𝐴#$ = 𝛿𝛿' + 𝛿𝛿) 𝐷𝐷∆𝐶𝐶𝐶𝐶𝐶𝐶#$ + 𝛿𝛿. ∆𝐶𝐶𝐶𝐶𝐶𝐶#$ + 𝛿𝛿/𝐷𝐷∆𝐶𝐶𝐶𝐶𝐶𝐶#$ ∗ ∆𝐶𝐶𝐶𝐶𝐶𝐶#$ + 𝛿𝛿1 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶#$ + 𝛿𝛿4 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶#$ ∗ 𝐷𝐷∆𝐶𝐶𝐶𝐶𝐶𝐶#$
+ 𝛿𝛿5 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶#$ ∗ ∆𝐶𝐶𝐶𝐶𝐶𝐶#$ + 𝛿𝛿6𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶#$ ∗ 𝐷𝐷∆𝐶𝐶𝐶𝐶𝐶𝐶#$ ∗ ∆𝐶𝐶𝐶𝐶𝐶𝐶#$ + 𝛿𝛿78./ 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶#$ + 𝜀𝜀#$.

(3)

(3)
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δ7 indicates the effect of variable COMMON on the non-incremental reaction of accruals to negative cash flow changes and
conservatism;
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reported

therefore is an alternative indicator of the effect of a common law legal origin on conditional conservatism; UC (COMMON = 1) assesses the effect of
variable COMMON on unconditional conservatism and is computed as δ4 + δ5 and multiplied by the relative frequency of private or listed firms in
common law legal origin countries with negative cash flow changes (PE [COMMON = 1]). This measure denotes the fraction of overall conservatism
which is independent of positive or negative news for private or listed firms in common law legal origin countries and therefore is an inverse indicator
of the effect of a common law legal origin on unconditional conservatism.
A negative value of UC indicates an increase in the level of unconditional
203
conservatism and a positive value indicates a decrease. The regression excludes extreme 1% on minimum and maximum values for ACCjt and ΔCFOjt;
the t-statistics are based upon a covariance matrix estimator that is robust for heteroscedasticity (White, 1980), and within firm correlation of residuals;
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tive pretax earnings. All other regressions in
Tables 8 and 9 pertaining to the coefficient
on UC are insignificant. These results suggest
that high tax alignment induces less unconditional conservatism among listed firms
than low tax alignment when the tax incentive for financial reporting is weak. Overall,
we conclude that the results presented in
Tables 6 and 7 for private firms are sensitive to
a listing status, given the results presented in
Tables 8 and 9.

4.3. S ensitivity analysis: the effects of
common versus code law legal
origin
Ball et al. (2000) suggests that a common law
legal origin induces conditional conservatism more than a code law legal origin for
listed US firms. The variables COMMON that
equals one for common law countries, and
zero otherwise, and TAXALIGN are highly correlated (0.88) in our sample of private firms.
In addition, when we conducted a collinearity test for equation (1) with the control variable COMMON, the collinearity (collin) test
showed high values of variance inflation factors (VIF>10). In addition, the variables TAXALIGN and COMMON overlap in 12 countries
of our sample. Therefore, it is not possible to
control for the effects of a common law legal
origin in equations (1)–(2). To check whether
the results reported for public firms in Table
9 can be attributed to common law legal origin, we estimate equation (2) by replacing
the variable TAXALIGN with COMMON in
equation (3) for a total sample of listed firms
and private firms, separately. Table 10 reports
the results of these additional tests. Although
we cannot rule out code versus common law
legal origin as an alternative explanation for
the results reported in Tables 6 and 7 for private firms regarding the results presented in
Table 10, we highlight that the results of our
sensitivity analysis support the study findings
of Ball et al. (2000), who reported a positive
relation between common law legal origin
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and conditional conservatism for public
firms.
Sensitivity analysis: controlling for consolidated
accounts
Consolidated financial statements have
more opportunities to manage taxes than
individual financial statements. Therefore,
it is reasonable to test whether the results
reported in Tables 6 and 7 are sensitive to
the exclusion of consolidated financial statements. Untabulated results of this additional
sensitivity analysis suggest that the regression results presented in Tables 6 to 7 are
insensitive to the exclusion of consolidated
financial statements.

4.4. Other considerations
The regression analysis of the panel data set is
often subject to the potentially biasing effects
of heteroscedasticity and the autocorrelation
of residuals since accounting variables within
a single firm are correlated in a time series. To
address this concern, the results presented
in Tables 6 to 10 were initially based upon a
covariance matrix estimator that is robust to
heteroscedasticity (White, 1980), and within
firm correlation of residuals. Overall, the results that are robust to alternative measures
of accounting conservatism presented in Tables 6 and 7 suggest that greater tax-induced
conservatism is observed for private firms in
high tax alignment countries than in low tax
alignment countries.

5. Conclusions
The aim of this study is to investigate whether
fundamental reporting costs directed to
shareholders arising from tax alignment affect the supply and demand for tax-induced
conditional conservatism. We aim to provide
evidence on the differences in tax-induced
conditional conservatism in high versus low
tax alignment countries using a sample of
private firms in 13 EU member states. This
study extends prior literature, which pro-
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vides mixed views on whether conservatism
is induced by taxation. It also contributes to
the prior literature on the institutional differences and investors’ reporting demands in
private firms. We find that tax-induced conditional conservatism is more likely to occur in
high tax alignment countries than in low tax
alignment countries after controlling for tax
incentives at the firm level via nonnegative
pretax earnings, and firm-specific determinants of conditional conservatism. In addition, when we use unconditional conservatism as an alternative measure of accounting
conservatism, we find that tax-induced conservatism is more likely to occur in high than
in low tax alignment countries in a sample of
private firms.
The results of our study highlight the role
of tax alignment in determining the optimal
set of accounting policies from the perspective of shareholders, which most often consist
of managers or ultimate owners in private
firms, who have access to private information.
The results contribute to the prior literature
on tax alignment and earnings management
by suggesting that unrealized loss recognition is subject to managerial discretion over
accruals for tax reasons more in high than in
low tax alignment countries.
Regardless of the fact that institutional
factors such as legal and tax alignment regimes overlap in practice, and may distort results, controlling for tax incentives on financial reporting at the firm level and using an
alternative measure of accounting conservatism for a sample of private and listed firms
adds robustness to our results. Although we

Tax Alignment and Tax-Induced Conditional Conservatism

cannot rule out code versus common law legal origin as an alternative explanation for
the results reported in this study, our sensitivity analysis support the prior literature
which reported a positive relation between
common law legal origin and conditional
conservatism for public firms.
Given that the high tax alignment introduces a persistent downward bias on
earnings in the form of conditional conservatism, it also lowers tax receipts in high tax
alignment countries and may run counter
to the needs of tax authorities. However,
our study is unable to assess whether taxable income of firms in high tax alignment
countries is at lower quality (or more tax-aggressive) than in low tax alignment countries. This constitutes a potential topic of
future research. In addition, the difference
in shareholders’ demand for conditional
conservatism, which is determined by the
incentives of a high tax alignment and a
common law legal origin between private
and listed firms, remains a potential topic
of future research. Although, we cannot address the tax management activities by firms
in this study, our study shows that financial
reports are more tax-induced in high than in
low tax alignment countries in the form of
accounting conservatism. Thus, the results
of our study may have practical implications
for the harmonization of accounting within
the EU, as well as for a single country jurisdiction. Overall, we believe that the current
results benefit the different constituencies
in private-firm financial reports, regulators,
and the economy in general.
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Abstract
Who receives stock option grants? What do grant holders do with their options? We address
these questions using comprehensive individual-level panel data on 195,000 grants worth 6.4
billion euros from 637 executive and employee stock option plans from 1997 to 2014. Our key
findings are as follows. (1) One percent of the Finnish population was granted options during
the sample period. (2) At the time of allocation, the average grant is worth 33,000 euros and
the median grant is worth 1800 euros. When realized, the median grant is worth only 67 euros.
(3) Men account for 74% of the number and 88% of the value of the grants. (4) Option grant
income is highly concentrated. The top 1% of the grantees is allocated half of the value of all
grants. (5) Grant holders are much more likely to sell than to exercise their options.
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1. Introduction
This paper uses a unique data set to document demographic patterns in employee and
executive stock option grants in Finland between 1997 and 2014. Our analysis is descriptive in nature and focuses on the following
aspects. First, we document basic patterns in
the option plans, such as their value, annual
frequency, and the number of remunerated
people. Second, we study the following socioeconomic characteristics of the grantees:
gender, age, mother tongue, and location.
Here, we are interested in the link between
demographic variables and the likelihood
to receive a grant and the size of the grant.
Third, we study the extent to which the grants
are concentrated, comparing the degree of
concentration in grant income to that in income in general. Fourth and finally, we study
what grantees do with their options and what
type of investors ultimately exercise them.
The paper proceeds as follows. The next
section describes the data. Section 3 presents
the empirical results. Section 4 concludes.

2. Data
Our paper merges data from two sources,
Euroclear Finland and Alexander Incentives.
Below is a description of the data sets.
Euroclear Finland. This dataset includes
daily holdings and changes in the holdings of
the securities registered in Euroclear Finland
from 1995 to 2014. For our purposes, the most
important securities are employee and executive stocks options, but the data set also includes information on other securities, most
importantly directly owned stocks.
We use the data to generate the following
information for each individual and for each
point of time:
• Grantee identification number. Grantees
are initially identified by their social security number. With the help of this unique
number the holdings of an individual are
kept separate from the holdings of other in-
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dividuals. For security reasons, in our data,
the unique identifying number is replaced
by a unique running number.
• Security. Each security is identified by its
unique ISIN code. In addition, it includes
a description of the name of the issuer and
the plan.
• Number of securities
• Dummy variables for males and females
• Birth year
• Mother tongue
• Zip code. We designate grantees with a post
office box number to the respective zip
code. We use the zip codes to identify the
municipality and the province where the
grantee lives.
•
Transaction type. This variable identifies
the reason for a change in a holding.
• Transaction day. This day identifies the day
when a change in a holding has taken place.
• Transaction price. If an option is sold on the
open market, we use the price at which the
investor has sold the option. If this price is
unknown, we use the closing price of the
option. If this price is not available, we use
the Black-Scholes value for the option.
• Ownership type. Euroclear classifies ownership into eight types. Except for the analyses of option exercises, we only consider
private ownership.
•
Investor category. We focus on grantees
who are domiciled in Finland. In the analysis of option exercises, we also consider
foreign investors.
Alexander Incentives. This dataset includes
information on the characteristics of 1331
employee and executive stock option plans
issued in Finland between 1995 and 2014.
Alexander Incentives designed almost all of
these plans. The dataset does not include the
ISIN code of the security.
Euroclear and Alexander Incentives databases are primarily matched based on year
and the names of the issuer and the plan, and
secondarily based on plan characteristics
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such as size. This match gives us a sample of
637 options plans. The number of plans is
smaller than that in the Alexander data set
for the following reasons. First, Euroclear
does not have data on synthetic option plans.
Second, we exclude the plans of unlisted
companies, plans that cannot be matched
unambiguously, and plans that have been
allocated abroad, to entities that appear as
institutions in the data set, or have not been
allocated at all.

3. Results

3.1. Descriptive statistics on
option grants
Table 1 Panel A reports descriptive statistics of
the grants. The first row describes the grants
at the time of allocation. In all, our data set
includes 637 plans from 95 firms. The total
number of grants is 195,000, which is divided between 56,000 distinct individuals.
The average number of grants per grantee is
thus 3.5. The total value of the grants, valued

Table 1. Descriptive statistics on option grants

This table reports descriptive statistics on executive and employee option grants. Panel A reports these statistics for the entire
sample, while Panel B reports them separately for each sample year. In Panel B, for a given option series, only the first issuing
year is considered. Allocated grant values are calculated using the Black-Scholes formula at the time the option series is allocated
to the grantee’s account. When valuing the allocated options, we follow Ikäheimo et al. (2006) and estimate implicit volatility as
standard deviation of daily log returns from the 250 trading days prior to the allocation. We interpolate the risk-free rate from the
Euribor rate (Helibor before the Euribor rate applied) for the time to maturity. Realized option values are determined at the time the
grantee parts from the option. Realized value is defined as the sell price (intrinsic price) if the grantee sells (exercises) the option.
If the grantee parts from the options due to a personal event (such as donating the option) or a firm event (such as a merger), or
if the grantee owns the options at the end of the sample period, the realized value is calculated using the Black-Scholes formula,
valued at the time of parting from the option position or at the end of the sample period. To simplify the calculation of the realized
option values, we ignore the effect of grantees’ open market purchases on their option portfolios. In all, the grantees purchased
on the open market employee or executive options allocated to them with 37 million euros during the sample period. All exercise
prices are split adjusted when appropriate. We dividend adjust the exercise prices when Alexander Incentives data on option terms
stipulate that a dividend adjustment has been made. The number of option series (Nr of option series) in Panel A in the allocated
and realized rows differ from one another because some option series have merged into one. These mergers also largely explain
the difference in the number of distinct grantee-option series observations (Nr of grants). The small difference in the number of
grantees (Nr of grantees) is due to unobservable changes in the individual’s ownership type between the allocation and the realization of the option position. In Panel B, only the column Total value of grants when realized refers to the value of realized allocations.

Panel A: Full sample
Allocated
Realized

Nr of
Nr of option
Nr of
firms series grantees
95
95

Mean nr
of grants
Nr of
per
grants grantee

Total
Total
value of value of
grants
grants
when
when
allocated, realized,
mill. EUR mill. EUR

637
620

55,682
55,674

194,727
155,595

3.5
2.8

6,380

1

2

7
14
34
52
45
45
43
37
30
28

18
36
108
161
141
144
92
79
55
50

24
19
23
18
17
16
15

39
38
44
31
43
28
25

81
1,029
1,896
21,114
15,681
24,008
21,838
2,880
2,267
2,925
2,988
2,888
2,551
2,730
2,431
2,346
1,943
1,918

162
1,847
4,570
35,703
30,115
68,152
23,363
3,755
2,720
3,345
3,267
2,968
2,677
2,938
2,470
2,525
2,153
1,997

2.0
1.8
2.4
1.7
1.9
2.8
1.1
1.3
1.2
1.1
1.1
1.0
1.0
1.1
1.0
1.1
1.1
1.0

1
63
2,346
2,431
425
125
105
131
135
293
67
68
29
36
37
36
43
10

Mean
value of
grant,
EUR

Median
value of
grant,
EUR

Std. dev.
of the
value of
grant,
EUR

5,409

32,805
34,761

1,834
67

269,824
356,065

0
23
1,058
1,239
642
607
149
247
299
506
305
81
22
34
44
46
57
51

6,260
34,501
513,537
68,545
14,116
1,830
4,475
34,779
49,729
87,459
20,651
22,993
10,712
12,272
14,797
14,103
19,745
5,002

3,951
16,942
307,200
12,596
2,545
235
1,566
6,779
4,197
7,422
5,242
3,199
276
1,625
1,801
2,626
1,121
147

6,008
75,732
960,330
483,047
49,218
11,128
19,404
95,280
138,779
243,297
54,852
94,200
37,736
32,866
64,698
59,168
56,016
22,156

Panel B: By allocation year
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
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using the Black-Scholes formula on the day
they are registered in Euroclear Finland, is
6.4 billion euros.1,2 On average, the grants are
worth 33,000 euros. However, the value of the
grants is highly skewed to the right: the median value of the grant is worth 1800 euros.
The second row describes the value of the
grants at the time the grantees realize them,
such as by selling them in the open market
or by exercising them (Table 11 describes the
distribution of various grant outcomes). The
value of the options realized is 85% of the
value of the allocated options, 5.4 billion euros. The median value of the realized grant, 67
euros, is quite small, reflecting the fact that
many options expire worthless.
Table 1 Panel B reports descriptive statistics of the grants separately for each sample
year. Except for the column detailing the

value of realized grants, the panel describes
allocations of grants. The number of companies issuing options and the number of option
series issued increase from the first sample
year of 1997 up to year 2001, after which the
issuing activity decreases gradually. Figure 1
illustrates this time pattern for the number
of issuing companies. The largest numbers of
grants were allocated in years 2000 through
2003. Combined, these four years account for
81% of the total number of grants. By far the
largest grant volumes occurred in years 1999
and 2000, when the combined value of the
grants was over two billion euros in each year.
The combined value of the grants allocated in
the other sample years was 1.6 billion euros.
In 1999, the mean grant was worth as much
as 514,000 euros and the median grant was
worth 307,000 euros.

1
This day may either reflect the day when the options are granted, or the day when the options are vested. From
here on, we refer the first registration day as the day when the options are granted.
2
When valuing the options, we follow Ikäheimo, Kuosa, and Puttonen (2006) and estimate implicit volatility as
standard deviation of daily log returns from the 250 trading days prior to the allocation. We interpolate the riskfree rate from the Euribor rate (Helibor before the Euribor rate applied) for the time to maturity.

Figure 1. Number of firms by year
This figure reports the number of firms issuing executive or employee options in each sample year. For a given
option series, only the first issuing year is considered.

Number of firms
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40
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212

2007

2009

2011

2013

NJB Vol. 67 , No. 3–4 (Winter-Autumn 2018)

Stock Option Grants in Finland

Table 2. Firms with largest option grant volume
This table reports descriptive statistics on the grants of the ten firms with the greatest value of grants. See Table
1 for information on how the options have been valued.

Firm name
Nokia
Fortum
Tietoenator
Sonera
Nokian Renkaat
UPM -Kymmene
F-Secure
Sampo
Kesko
Perlos
Other 85 firms

Nr of
option
series
16
6
13
6
12
10
30
5
9
13

Nr of
grantees
16,812
1,776
4,588
7,239
2,526
700
339
2,573
658
102

Nr of grants
82,718
2,601
11,491
17,170
15,601
2,892
1,499
7,749
1,542
284

Share of
total nr of
grants
42.5%
1.3%
5.9%
8.8%
8.0%
1.5%
0.8%
4.0%
0.8%
0.1%

517

19,149

51,180

26.3%

3.2. M
 ost important option-granting
firms in the sample
Table 2 reports on the ten sample firms with
the largest value of the grants at the time
of allocation. Nokia is by far the largest option-granting firm, accounting for 69% (65%)
of the value of the options allocated (realized)
and 43% of the number of grants. Fortum, Tietoenator, Sonera, and Nokian Renkaat have
the next-largest option programs, accounting combined for about 15% of the total value
of grants at the time of allocation.
Table 2 also shows that Nokia is largely
responsible for the fact that the total value
allocated and realized differ in the data: 880
million of the total difference of 970 million
euros is due to Nokia. Among other companies, in particular the realizations from Tietoenator’s and Sonera’s options are worth less
than are their allocation values.

3.3. T
 echnology firm share of option
grants by year
Some of the most avid issuers of executive
and employee stock options are technology
firms. The sample has altogether 35 technology firms, which account for 37% of all sample

Total value Total value
of grants
of grants
when
when
allocated,
realized,
mill. EUR mill. EUR
4,384
3,507
373
453
289
106
181
11
142
171
101
90
87
42
78
200
50
87
45
44
650

698

Share of
total value
of grants
when
allocated
68.7%
5.8%
4.5%
2.8%
2.2%
1.6%
1.4%
1.2%
0.8%
0.7%

Share of
total value
of grants
when
realized
64.8%
8.4%
2.0%
0.2%
3.2%
1.7%
0.8%
3.7%
1.6%
0.8%

10.2%

12.9%

firms.3 Table 3 and Figure 2 report on the share
of technology companies of all option grants
by year. In 1998, i.e. the second sample year,
seven firms issued options, and only one of
them was a technology firm. Perhaps because
of rising technology firm valuations, in 1999
already 36% of the issuers were technology
firms. The importance of technology firms
was even larger among the number of grantees (84%), number of grants (89%), and in
particular in the value of grants (99%). Based
on the number of grants, the technology firm
share remained high up to year 2003, hovering
between 66% and 92%. The share plunged in
2004-05 to 37% or less and remained thereafter
below 20% until the end of the sample period.

3.4. Distribution of the number of
plans, grantees, and firms
The first row of Table 4 reports the distribution of the number of plans across companies. The median firm has five plans in the
data set, while the mean firm has seven plans.
The second row reports the distribution of
the number of grantees across plans. The median plan has 50 grantees. The mean number
of grantees, 306, is much higher, suggesting
that the number of grantees is highly skewed

Admittedly, the definition of a technology firm is ambiguous. We have adopted a broad definition including
technology firms and their major contract suppliers (which derived their business largely from Nokia). The technology firm share would follow a similar pattern also with alternative definitions of technology firms.

3
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Table 3. Technology firm share of option grants by year
This table reports the share of technology companies among allocations of option grants. Technology firms
include the following 35 firms and their predecessors and followers: Sysopen, Satama Interactive, Tietoenator,
SSH Communications Security, TJ Tieto, TH-Tiedonhallinta, Comptel, Novo Group, Stonesoft, Jippii Group,
Tecnomen Holding, Nokia, Iocore, Tieto-X, JOT Automation Group, Elcoteq, Teleste, Tekla, Basware, AffectoGenimap, Aldata Solution, F-Secure, Okmetic, Evox Rifa, Perlos, Incap, Aspocomp, Done Solutions, Instrumentarium, Biotie Therapies, Vaisala, Elisa Communications, Yomi, Sonera, and Nedecon.

Allocation year
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014

Nr of
issuing
firms
0%
14%
36%
50%
44%
51%
49%
42%
49%
43%
43%
42%
47%
43%
50%
41%
31%
20%

Nr of
option
series
0%
6%
47%
65%
56%
69%
68%
55%
58%
49%
48%
33%
45%
50%
55%
37%
46%
16%

Share of tech companies of:
Nr of
grantees
0%
61%
84%
81%
66%
84%
89%
22%
33%
15%
12%
11%
16%
18%
14%
6%
9%
5%

Nr of
grants
0%
34%
89%
73%
66%
92%
88%
20%
37%
17%
12%
11%
16%
20%
15%
9%
18%
6%

Total
value of
grants
0%
62%
99%
96%
70%
45%
58%
3%
7%
2%
7%
8%
13%
21%
14%
3%
14%
27%

Figure 2. Share of technology firm grants by year
This figure reports the share of executive or employee option grants issued by technology firms in each sample
year. For a given option series, only the first issuing year is considered. Technology firms are defined in Table 3.

Tech firm share of grants
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40%
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214

NJB Vol. 67 , No. 3–4 (Winter-Autumn 2018)

Stock Option Grants in Finland

Table 4. Distribution of the number of plans, grantees, and firms
This table reports descriptive statistics of the plans, grantees, and firms across firms, plans, and grantees.

Percentile
Variable
Nr of plans across firms
Nr of grantees across plans
Nr of plans across grantees
Nr of firms across grantees

5%
1
2
1
1

25%
3
18
2
1

to the right. The third row reports the distribution of the number of plans each grantee
has participated in. The median and mean
grantee participate in three plans. The fourth
row reports the distribution of the number of
firms each grantee has received grants from.
The mean is 1.01 plans. Only 1.2% of the grantees have received grants from more than one
firm. This is consistent with the idea that individuals rewarded with grants do not switch
their employers often.

3.5. Age, gender, and grants
Table 5 shows the joint distribution of age
and gender for the entire Finnish population
and for the grantees. Moreover, the table
tabulates the gender and age distribution
of the values of the grants. The mean age of

50%
5
50
3
1

75%
6
57
3
1

95%
15
1,329
8
1

Standard
Mean deviation
7
6
306
1,302
3
2
1
0

N
637
55,682
637
95

both male and female grantees is 41 years,
i.e. about the same as that for the population. The allocation-size weighted average
ages of the grantees are higher than the
unweighted ages reported above, 45 years
for men and 44 years for women. This result
is reflected in the fact that individuals who
are less than 40 years account for 53% of the
number of grantees, but for only 28% of the
value of the grants.
The option grant patterns of men and
women differ from one another. 74% of the
grantees are men and 26% of them are women.
Grant values are more skewed towards men
than the likelihood to receive a grant: men account for 88% of the value of the grants, and
for 90% of the grantees for whom the total
value of the grants exceeds one million euros.

Table 5. Joint distribution of age and gender for the Finnish population, grantees, and grant millionaires
This table reports the joint distribution of age and gender for the Finnish population, grantees, and grant millionaires. Age is measured at the time of receiving the grant. Population age and gender distributions are calculated as equally weighted averages of their respective yearly distributions. Grant millionaires refer to individuals
for whom the total value of grants exceeds one million euros. Population statistics are from Statistics Finland.
Age
0-24
25-29
30-34
35-39
40-44
45-49
50-54
55-59
60-64
65Totals, allocated
Totals, realized
Mean age

Population
Men
Women
15.2%
14.5%
3.2%
3.0%
3.3%
3.1%
3.4%
3.2%
3.5%
3.4%
3.7%
3.6%
3.7%
3.7%
3.4%
3.5%
3.0%
3.1%
6.7%
9.9%

Nr grants
Men
Women
0.6%
0.2%
7.8%
2.6%
15.5%
4.8%
15.8%
5.3%
12.0%
4.2%
9.2%
3.5%
7.0%
2.8%
4.4%
1.8%
1.4%
0.6%
0.2%
0.1%

Value of grants
Men
Women
0.1%
0.0%
1.6%
0.3%
7.3%
1.2%
15.3%
2.4%
20.3%
2.8%
17.3%
3.2%
15.2%
1.7%
7.7%
0.6%
2.6%
0.2%
0.1%
0.0%

Grant millionaires
Men
Women
0.0%
0.0%
0.6%
0.0%
4.6%
0.4%
15.8%
1.5%
23.0%
2.1%
19.3%
2.7%
15.4%
2.0%
8.4%
0.9%
2.7%
0.3%
0.3%
0.0%

49.0%

51.0%

74.0%

26.0%

87.5%
87.7%

12.5%
12.3%

90.1%
90.1%

9.9%
9.9%

38.5

41.5

40.5

41.3

45.2

43.8

45.2

46.0
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Figure 3. Median value of grant as a function of grantee age
This figure reports the median value of the grant as a function of grantee age. Grant values are calculated using
the Black-Scholes formula at the time the option series is allocated to the grantee’s account.
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The value of realized grants follows a similar
pattern across genders. There are altogether
1118 (990) individuals in the sample, whose
combined value of allocated (realized) grants
exceeds one million euros. 75% (66%) of these
grant millionaires are due to Nokia.
Figure 3 displays the median value of the
grant as a function of the grantee’s age. Grant
sizes increase as a function of age up to late
40s, after which they remain at about the
same level for the rest of the career.

3.6. Grants by mother tongue
Table 6 investigates how mother tongue is

related to the allocation of stock options. The
Finnish-speaking majority (about 88% of the
Finnish population) is much more likely to
have been granted options than the Swedish-speaking minority (about 5.3% of the population): the fraction of Finnish speakers who
have been granted options is 1.07%, i.e. about
60% higher than the corresponding fraction
for Swedish speakers (0.67%). This result
largely stems from the lower prevalence of
Swedish speakers in technology firms, which
account for a bulk of the option grants.
Table 6 also shows that Swedish speakers
receive on average about 50% larger option

Table 6. Distribution of grants by language
This table reports the language distribution of the grantees. Language distributions are calculated as equally
weighted averages of the yearly numbers. We do not report the per inhabitant results for English speakers, for
whom the language recorded in the data does not necessarily match the mother tongue. Data on the number of
inhabitants by mother tongue are from Statistics Finland.

Language
Finnish
Swedish
English
Other

Nr of
grantees
51,470
1,943
2,220
49

Nr of
grantees /
Nr of Share of nr
inhabitants of grants
1.07%
91.7%
0.67%
3.5%
4.7%
0.1%

Mean value
of grants
when
allocated,
EUR
32,705
49,243
22,544
35,881

216

Median
value of
grants
when
allocated,
EUR
1,869
2,690
625
10,199

Share of
total value
of grants
when
allocated
91.4%
5.2%
3.2%
0.1%

Share of
Share of
Share of
grant total value
grant
millionaires of grants millionaires
when
when
when
allocated
realized
realized
90.8%
91.3%
91.4%
5.2%
6.1%
5.5%
3.8%
2.5%
2.9%
0.1%
0.1%
0.2%
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Table 7. Distribution of grants by region
This table reports the region distribution of the grantees. Region distributions are equally weighted averages of
the yearly numbers. Data on the number of inhabitants by region are from Statistics Finland.

Region
Greater Helsinki Area
Rest of Uusimaa
Varsinais-Suomi
Satakunta
Kanta-Häme
Pirkanmaa
Päijät-Häme
Kymenlaakso
Etelä-Karjala
Etelä-Savo
Pohjois-Savo
Pohjois-Karjala
Keski-Suomi
Etelä-Pohjanmaa
Pohjanmaa
Keski-Pohjanmaa
Pohjois-Pohjanmaa
Kainuu
Lappi
Ahvenanmaa

Nr of
grantees
22,738
6,291
4,315
572
786
6,234
810
448
658
417
950
382
1,666
292
486
125
3,935
545
611
367

Nr of
grantees / Share of
Nr of total nr of
inhabitants
grants
2.25%
41.9%
1.70%
10.3%
0.98%
8.8%
0.25%
0.8%
0.47%
1.4%
1.35%
16.2%
0.42%
1.2%
0.25%
0.6%
0.50%
1.0%
0.26%
0.7%
0.38%
1.5%
0.23%
0.6%
0.63%
2.8%
0.15%
0.4%
0.28%
0.7%
0.19%
0.2%
1.03%
8.7%
0.68%
0.6%
0.33%
0.9%
1.41%
0.8%

Mean
Median
value of value of
Share of
Share of
Share of
Share of
grant
grant total value
grant total value
grant
wheń
when of grants millionaires of grants millionaires
allocated, allocated,
when
when
when
when
EUR
EUR allocated
allocated
realized
realized
46,734
2,545
62.5%
61.8%
63.4%
63.3%
24,590
1,935
8.1%
8.7%
8.2%
9.2%
34,016
1,566
9.6%
11.1%
10.4%
10.2%
13,466
2,545
0.3%
0.3%
0.3%
0.2%
15,070
1,566
0.7%
0.7%
0.7%
0.9%
15,241
1,190
7.9%
8.1%
6.9%
6.8%
12,372
2,545
0.5%
0.3%
0.5%
0.3%
12,802
2,934
0.3%
0.3%
0.3%
0.3%
15,571
2,934
0.5%
0.1%
0.4%
0.1%
31,260
2,934
0.7%
0.5%
0.8%
0.7%
4,957
1,342
0.2%
0.0%
0.2%
0.0%
15,837
2,012
0.3%
0.4%
0.4%
0.9%
12,011
1,658
1.1%
0.4%
0.7%
0.3%
10,624
2,545
0.1%
0.1%
0.1%
0.1%
15,974
2,934
0.4%
0.3%
0.5%
0.4%
8,076
2,545
0.0%
0.0%
0.0%
0.0%
21,061
616
5.9%
6.4%
5.2%
5.8%
16,328
2,934
0.3%
0.1%
0.2%
0.2%
20,645
2,934
0.6%
0.3%
0.7%
0.2%
2,419
2,105
0.1%
0.0%
0.1%
0.0%

grants than Finnish speakers conditional on
receiving a grant at all. The average grant for
Swedish speakers is 49,200 euros, while the average grant for Finnish speakers is 32,700 euros. The median grant is also much higher for
Swedish speakers (2700 EUR) than for Finnish
speakers (1900 EUR). These results are consistent with the idea that Swedish speakers are in
higher-ranked positions than Finnish speakers in the firms that grant options. As a result
of the two opposite forces—lower likelihood
to receive a grant but larger grants —Swedish
speakers’ share of the total value of grants at
the time of allocation, 5.2%, is very close to their
population share. Swedish speakers’ share of
the realized value of grants, 6.1%, is somewhat
higher than their allocated share. This is because Swedish speakers are underrepresented
among the grantees in technology firms and
because the realized values of technology firm
options are on average lower than the corresponding allocated values.

3.7. Grants by region
Table 7 shows how option grants are distributed across regions. There are sizeable differences in the relative frequency of grantees in
different regions. The Greater Helsinki Area
has the greatest prevalence of grantees: 2.3%
of the population have been granted options.
In the rest of Uusimaa, Ahvenanmaa, Pirkanmaa, and Pohjois-Pohjanmaa, grant holders
account for more than one percent of the
population, while for seven provinces the
fraction is less than 0.3%. The national average is 1.0%.
Table 7 also reports the distribution of
grant values by region. Owing to its large
professional population, the Greater Helsinki
Area accounts for 63% of the total value of
allocated grants. The rest of Uusimaa (8%),
Varsinais-Suomi (10%), Pirkanmaa (8%), and
Pohjois-Pohjanmaa (6%) account for the bulk
of the remaining value of grants.
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Table 8. Allocation of grants to Greater Helsinki Area as a function of firm headquarters location
This table reports the allocation of grants to grantees residing in the Greater Helsinki Area and in the rest of the
country as a function of where the firm is headquartered.

Headquarters location

Nr of firms

Greater Helsinki Area
Rest of country

69
26

Share of total number of grants
Share of total value of grants
allocated to Greater Helsinki Area allocated to Greater Helsinki Area
47%
7%

3.8. G
 rants by headquarters location
and grantee region
Table 8 reports on the geographical distribution of the number and value of grants
as a function of headquarters location. We
split the sample in two, firms headquartered
in the Greater Helsinki Area (N = 69), and
those headquartered outside of the Greater
Helsinki Area (N = 26). The former allocate
47% of the number of grants and 64% of the
value of grants to the Greater Helsinki Area.
Firms headquartered outside of the Greater
Helsinki Area allocate just 7% of the number
and 16% of the value grants to the Greater Helsinki Area. These results are consistent with

64%
16%

the idea that firms tend to allocate relatively
more grants to communities close to their
headquarters, where the key executives and
employees are likely to live. These results are
not due to Nokia: excluding Nokia from the
sample would have just a minuscule effect on
the local value share of the firms headquartered in the Greater Helsinki Area.

3.9. Concentration of grant income
Table 9 shows the degree of concentration
in the grants. The richest 0.1% of grantees,
i.e. 56 individuals, receive 19% (21%) and the
richest 1% receive 50% (58%) of the value of
allocated (realized) grants. Calculating the

Table 9. Grant value concentration
This table reports the concentration of the grants across grantees. In the allocated column, grant values are
calculated using the Black-Scholes formula at the time the option series is allocated to the grantee’s account. In
the realized column, grant values refer to the value of realized grants as defined in Table 1.

Percentile
0.1
0.5
1
2
3
4
5
6
7
8
9
10
20
30
40
50
60
70
80
90

Cumulative share of the value granted to the richest n% of grantees
Allocated
Realized
19.5%
39.5%
50.4%

20.7%
46.1%
57.8%

62.4%
70.0%
75.1%
78.5%

70.1%
77.8%
83.2%
86.7%

80.8%
83.0%
84.9%

88.9%
90.6%
91.9%

86.6%
87.9%
94.6%
97.0%

93.0%
93.8%
97.6%
98.9%

98.3%
99.1%
99.5%

99.6%
99.8%
100.0%

99.7%
99.9%
100.0%

100.0%
100.0%
100.0%
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Table 10. Grantee portfolio characteristics
This table reports the distribution of grantee portfolio characteristics at the time of allocation. Nr of stocks is the
number of stock exchange listed stocks in the grantee’s portfolio. Same stock owner is a dummy variable indicating grantees who own the stock underlying the grant. Portfolio share is the ratio between grant value and the
sum of the grant value and the value of the stock portfolio.

Percentile
Variable
Nr of stocks
Same stock owner
Portfolio share

5%
0.00
0.00
0.00

25%
0.00
0.00
0.20

Gini coefficient at the time of allocation (realization) across individuals who have received
option grants results a value of 0.91 (0.94).
These coefficients are much higher than the
corresponding coefficient for income, which
ranged between 0.25 and 0.29 in Finland
during the sample years. This suggests that
option compensation is much less equally
distributed than income in general.

3.10. Grantee portfolio characteristics
Table 10 reports on grantee portfolio characteristics at the time of the grant. Most grantees have poorly diversified stock portfolios.
28% of the grantees own the stock underlying
the grant. The mean number of stocks in the
portfolio is 1.8 and the median is one. On
average, the grant accounts for about twothirds of the value of the portfolio.

3.11. G
 rantee portfolio characteristics
by grant outcome
Table 11 reports on the distribution of grant
outcomes and grantee portfolio characteristics and trading behavior by outcome. Selling
the grant is by far the most common outcome,
accounting for about two-thirds of all outcomes. Grantees typically sell their options
on the stock exchange, a unique institutional
feature pertaining to Finnish option grants.
In about one-quarter of the observations, the
grantee’s payoff is zero, either because the
grants expire worthless (19%) or because the
grantee leaves the company before the options are vested (5%). Exercises account only
for 2.8% of the outcomes. Grantees exercising

50%
1.00
0.00
0.96

75%
2.00
1.00
1.00

95%
8.00
1.00
1.00

Mean
1.80
0.28
0.65

Standard
deviation
3.26
0.45
0.41

their options typically have better diversified
portfolios than those selling their shares at
the time of the allocation. For example, these
individuals have on average 3.0 stocks while
those selling their shares only have 1.7 stocks.
Individuals exercising their grants typically
keep the stocks in their portfolios for long after the exercise. For example, only 30% of the
grantees exercising their options sell the stock
underlying the grant within one year from the
exercise. Executives and other insiders may
find option exercises a convenient way of buying a stock, because they do then not need to
be concerned of being ex post alleged of having traded it using inside information.

3.12. Distribution of time between
grant allocation, possibility to sell,
and actual sell
The first row of Table 12 reports the distribution of the number of days between the
allocation and the first opportunity to sell the
options on the stock exchange. The median
number of days is only five and the mean is
192. The short delay is probably due to some
issuing firms’ practice of registering the allocations only after the options have vested.
The second row reports the distribution of
the number of days between the first opportunity to sell the option on the open market,
and the actual sell transaction. Here, the median is 716 days and the mean is 771 days. In
other words, grantees tend to hold on to their
option portfolios much longer than they have
to. The third and fourth rows show that exercises follow a similar pattern as open market
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Table 11. Grantee portfolio characteristics by grant outcome
This table reports mean grantee portfolio characteristics by grant outcome. Sold refers to grants sold on the
stock exchange or in the OTC market. Returned options are surrendered to the company due to their holder
leaving the company before the options have vested. Continues to hold refers to options held by the grantees
at the end of the sample period. Firm event refers to option programs terminated by the company, often against
compensation, due to a merger or acquisition or due to bankruptcy. Personal event refers to miscellaneous
grantee-related outcomes such as option donations. A given grant may generate more than one outcome if, for
example, the option is sold in more than one batch or if part of the holding is sold and part of it is exercised.

Grant outcome
Sold
Exercised
Expired
Returned
Continues to hold
Firm event
Personal event

Mean
nr of
stocks
1.73
3.00
1.82
1.71
1.94
1.70
0.44

Share of
outcomes
66.0%
2.8%
19.4%
5.2%
1.1%
4.9%
0.6%

Mean
portfolio
share
0.73
0.57
0.61
0.61
0.69
0.57
0.88

Share of
grantees
selling
same stock
in 1 year
0.11
0.30
0.16
0.07
0.00
0.02
0.01

Mean
nr of
days held
945
772
1458
458
437
661
632

Table 12. Distribution of time between grant allocation, possibility to sell, and actual sell transaction
This table reports the number of calendar days between grant allocation and first sell or exercise opportunity,
and between these opportunities and the first actual sell or exercise transaction. The analysis of sell opportunities is confined to actual sells of options listed on the stock exchange. The analysis of exercise opportunities is
confined to actual exercises of options. Negative differences in the number of days are trimmed to zero.
Percentile
Nr of days from
Allocation to first sell opportunity
First sell opportunity to sell
Allocation to first exercise opportunity
First exercise opportunity to exercise

5%
0
14
0
0

25%
4
330
1
68

50%
5
716
5
625

75%
353
1,277
299
1,050

95%
752
1,576
873
1,632

Mean
192
771
190
655

Standard
deviation
317
519
335
577

N
66,733
66,733
6,849
6,849

Table 13. Option exercises by institutional type
This table reports the institutional type of the investors exercising the options. The value of the options is calculated at the time of the exercise.

Investor category
Finnish households
Finnish institutions
Foreigners
Totals

Nr of exercise
transactions
12,040
3,139
2,219

Total value of
options, mill.
EUR
418
2,845
3,920

Mean value of
options
exercised in a
transaction,
EUR
34,685
906,451
1,766,665

17,398

7,183

412,874

sells. Conditional on exercise, grantees hold
on to their options on average for two years
after the first exercise opportunity.

3.13. I nstitutional classification of
investors exercising the grants
Table 13 reports on the distribution of the
institutional type of the investors who end
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Proportion of
exercise
transactions
69%
18%
13%

Proportion of
total value of
options
6%
40%
55%

100%

100%

up exercising the options. The investors exercising the options are not necessarily the
grantees, because many of them sell their
holdings before the exercise. In our sample,
households account for all the grants and for
over two-thirds of the exercise transactions,
but only for 6% of the value of these transactions. Finnish institutions make up 40% of the
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total exercise volume and foreign investors
for 55%. The size of the exercise transactions
is also much larger for these investor categories: 906,000 euros for Finnish institutions
and 1.8 million for foreign investors. The total
value of the options at the time of exercise is
7.2 billion euros, i.e. about one-third more
than the value received by the grantees. There
are two potential reasons for the difference.
On the one hand, the exercised grants also include grants allocated to foreign employees
(whose holdings generally are nominee registered), which our study does not account
for. The share of foreign grantees has probably been large in Nokia in particular. On the
other hand, the value of the options may have
increased between the time the grantee realized the allocation (usually by selling it) and
the end investor exercised it.

4. Conclusion
Who receives stock option grants, and what
do grantees do with them? We address these
questions using comprehensive individual-level panel data on 195,000 grants worth
6.4 billion euros from 637 executive and employee stock option plans. Our data includes
all stock option grants from Finland from
1995 to 2014 that are in securitized form
and where the securities can be matched
with option programs with known characteristics. Our results can be summarized as
follows.
• 56,000 individuals, i.e. about one percent
of the population, were granted options
during the sample period. The grants were
worth at least one million euros for 1118
sample individuals at the time of allocation and for 990 individuals when realized.
• The distribution of grant values is highly
skewed to the right. The average grant is
worth 33,000 euros while the median is
worth 1800 euros. 69% of the combined
value of allocated grants can be attributed
to Nokia.

Stock Option Grants in Finland

• The mean age of the grantees is 40 years,
i.e. about the same as that for the population on average. Median grant value
increases in age up to late 40s, after which
it remains approximately flat. Individuals
who are less than 40 years old account for
53% of the number of grants but only for
28% of the value of the grants.
• Men account for 74% of the number and
88% of the value of the grants, and for 90%
of option millionaires.
• Individuals living in the Greater Helsinki
Area receive over 60% of the total value of
allocated grants. Other large concentrations of grants are in the remaining parts
of Uusimaa, Varsinais-Suomi, Pirkanmaa,
and Pohjois-Pohjanmaa.
• Finnish speakers are about 60% more likely
to receive option allocations than Swedish speakers. However, Swedish speakers’
grants are on average 50% larger than Finnish speakers’ grants.
• Option grant income is highly concentrated. The top 1% of the grantees are allocated one-half of the value of all grants.
The Gini coefficient for option grant allocations is 0.91.
• Grant holders are much more likely to sell
their options than to exercise them. Individuals exercising their grants have better
diversified portfolios than those selling
them. 30% of the grantees exercising their
options sell the stock underlying the grant
within one year from the exercise.
• On average, grant holders hold on to the
options two years longer than they have to.
• 94% of the options end up being exercised
by foreign investors or domestic institutional investors.
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Abstract
In business school contexts, the relationships between the learning approach, wellbeing, study
success, and employment expectations have not been widely studied. In this paper, we analyze
learning approaches and student wellbeing in a Finnish business school. We found a significant
relation between them and success in business school studies and employment expectations. Major-subject related differences in approaches to learning were observed. For example, social relations were particularly emphasized by students of marketing. More specifically, we found seven
learning approaches: 1) Independent learners, 2) Teacher-centered learners, 3) Social learners, 4)
Fumbling learners, 5) Theoretical learners, 6) Integrating learners and 7) Practical learners. All in
all, the learning approach is a combined result of several issues and several learning approaches
can be adopted by business school students, but ultimately independent and integrated approaches to learning lead to the best academic results especially in the major subject studies.
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1. Introduction
In this paper, we study the effects of learning
approaches and personal traits on study success and employment expectations in a Finnish business school context. For example, the
study contents, context, or the skills needed in
business studies may be different from other
fields (see Booth et al. 1999). In order to avoid
biases in student background and language
in our empirical sample, we study a bachelor
level class of Finnish business school students
of a similar age and with similar educational
and cultural backgrounds.
Higher education developments aim
to improve study results, shorten the time
to graduation, and to provide the capabilities needed for life and work today (Booth,
Luckett and Mladenovic 1999; Korhonen
2005; Lonka, Olkinuora and Mäkinen 2004;
Virtanen and Tynjälä 2013). Capabilities in
life and work are also affected by learning approaches and personal traits, such as ability
and wellbeing (Booth et al. 1999; Duff 2004;
Lindblom-Ylänne and Lonka 1999; Reid et al.
2008; Toivonen et al. 2012; Tuomi and Äimälä
2010). But relatively little is so far known
about what kind of emphases and expectations business school students currently have,
and specifically, which learning approaches
or emphasis on wellbeing affect study success and employment expectations. Understanding the implications of specific learning approaches and emphases on different
dimensions of wellbeing may reveal valuable
information regarding suitable leadership
practices among workforce of different ages
(see e.g. Shrivastava et al. 2017). Furthermore,
Ballantine et al. (2008) suggest that in order
to promote deep learning, educators need to
understand the students’ approach to learning better (see also Teixeira et al., 2013).
Students’ perceptions of wellbeing are affected by the intensity of studies and by personal traits such as learning skills, motivation
and approaches to learning (Masters 2004;
Petegem, Aelterman, Keer and Rosseel 2008;

Tuomi and Äimälä 2010). The dimensions
of wellbeing comprise health (physical),
material wellbeing and so-called perceived
(psychological) wellbeing (see Grant, Christianson and Price 2007; Masters 2004; Vaarama, Moisio and Karvonen 2010). All these
dimensions are subject to individual and
cultural perceptions, but material wellbeing
especially relates to finances and the quality
of the physical surroundings. Health is obviously a key element of wellbeing but subjective happiness is not necessarily related to
material or social status or to health, and the
dimensions of wellbeing may be weighed differently among different cultures and social
groups (Diener 2000; Easterlin 1995; Torvi
and Kiljunen 2005). Perceived wellbeing may
thus include spiritual, social, emotional and
mental wellbeing (Masters 2004).
However, wellbeing and the approaches
to learning in Finnish business school context have not received much attention in the
prior literature. We therefore analyze how
learning approaches and emphases on wellbeing affect perceived and actual study success and employment expectations among
Finnish business school students majoring
in accounting, management, marketing or
economics. We also analyze the students’
major-subject-related differences among a
relatively homogenous sample of Finnish
business school students (i.e. students of a
similar age, with similar education and cultural backgrounds). Our research question is:
How do different approaches to learning and
the dimensions of wellbeing affect the study
success and employment expectations of students in a Finnish business school?
We answer this question by analyzing
survey results of 93 bachelor level student respondents at the Jyväskylä University School
of Business and Economics. The survey was
conducted in Fall 2014 and both the expectations and post- and pre-survey study results
were analyzed. We found that social relations
are important for current business students
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and that academic studies can be successfully
pursued in different ways, especially if a fast
graduation is a clear target and a key measure
of success. There are 10 established, mainly
government funded university level business
schools in Finland. The Jyväskylä University
School of Business and Economics located in
Central Finland has about 1300 students and
about 150 complete their master’s thesis annually. Our empirical data is collected from
bachelor thesis level students participating in
a mandatory research methodology course.
In the course about 125 students were enrolled. The bachelor level students typically
continue to master’s level studies right away
and additionally some students are selected
for master’s level programmes. Therefore, our
empirical sample of 93 students responding
to a survey conducted during the methodology course is relatively small, but quite representative of the student population.

2. Learning in the business
school context
Learning approach refers to the explicit ways
of learning and studying, including however,
the interactions between individual student’s
characteristics and the perceptions (by both
the student and the teacher) about teaching,
courses, and assessment (Duff 2004; Entwistle
1987). Coffield et al. (2004) argue that there
exists a conceptual confusion, and different
terms are used as overlapping. For example,
Vermunt (1996) uses approaches to learning
and learning styles largely synonymously.
However, learning style and learning orientation tend to focus on how individuals benefit
from certain learning approaches in changing their cognitive processes, i.e. in learning
(see Biggs 1988; Korhonen 2003; Leino and
Leino 1989; Lindblom-Ylänne and Lonka
1999; Lonka et al. 2004; Marton and Säljö
1976; Pintrich 2004; Entwistle and Ramsden
1983; Entwistle 1987). Thus, learning style can
be regarded as the way in which people prefer
to learn.
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The demands of working life and the
abilities required for it change, so it is not
easy to judge study success. Study success is
not necessarily measured just with course
grade averages; instead, we also consider the
experience of success and the work prospects.
However, these concepts, besides problems in
measuring them, are vulnerable to issues that
are not related to learning or teaching, such
as the general economy.
Recently, there has been a growing interest in the personal level differences and motivational factors among students of higher
education (Booth et al. 1999; Duff 2004;
Korhonen 2003; Mukkala and Tohmo 2012).
Further, business school learning may involve
special features, which are not very widely
documented in business research. In this article we study the connections between the
learning approach and study success (measured both by actual grades and by opinions
given by the respondents of the survey) in a
Finnish university business school. Previous
studies on Finnish business school learning
(Haapanen 2012; Kalmi 2012; Salemi 2005;
Svento 2012) have focused on a specific course
or on students of a certain field. We consider,
however, all the major subjects (accounting,
economics, management and marketing)
and the subject level differences in the business school. Furthermore, we examine the
learning of Finnish bachelor level students
in the middle of their business school study
path, typically before much professional
work experience.
The classic student learning approaches
include self-regulated “deep learning”, externally controlled “surface learning”, and
“practical learning” as well as “strategic
achieving” (Biggs 1988; Booth et al. 1999; Duff
2004; Eskola 2011; Korhonen 2003; Lonka et
al. 2004; Marton and Säljö 1976; Ballantine
et al. 2008; Byrne et al. 2009; Duff et al. 2004;
Flood and Wilson 2008). A self-regulated
deep learner is proactive, plans, sets targets
and tests his/her learning using examples

NJB Vol. 67 , No. 3–4 (Winter-Autumn 2018)

Approaches to Learning, Wellbeing, Study Success, and Employment

and also consults several source materials in
addition to course books, in order to gain
additional information about an unclear
concept or issue. In the surface learning approach, there is a narrower focus and more
learning by heart. In practical learning, exercises are focused on. In strategic learning, the
emphasis is on just learning what is necessary
to get the (strategic) key jobs done. Typically,
the externally guided surface learner is more
dependent on one source, such as the teacher
or the internet. Furthermore, the explicitly
given exercises and lists to remember until
the exam has ended are perceived as important for his/her learning experience. Students
favoring practical knowledge may even be
annoyed if the teacher theorizes and reflects
on issues that do not have a single immediate
answer or use.
Booth et al. (1999) noted more surface
learning among Australian accounting students than among arts students. Further, a
high level of surface learning was related to
low academic study success. Karns (2005)
noted that U.S. marketing students preferred
challenging real-life related studies but still
saw lectures and book exams as good and
efficient ways to show their ability, instead
of time-consuming study diaries and long essays. Karns (2005) also pointed out that during the last years the reading of course books
had become less and less welcome whereas
lectures with discussions and an exam made
out of short essays remained the preferred
study choice. A good learning experience
may also relate to student wellbeing (see
Eskola 2011; Hirvonen 2005). It is not clear,
however, how the learning approaches, wellbeing and study perceptions affect both the
perceived and academically measured study
success of the current business school students. Knowing the learning approaches may
also facilitate the planning of studies and the
focus of teaching (see Trigwell, Prosser and
Waterhouse 1994).
The learning approaches have tradi-

tionally been studied using international
standard questions (see e.g. Entwistle, 1997;
Teixeira et al., 2013). However, in the Finnish
context complementary questions have also
been used: for example, Korhonen (2003)
found “complex learning” where large
amounts of information are seen as problematic and multiple course targets sometimes
seem too extensive to handle. Moreover, fast
graduation and passing courses may involve
a strong instrumental motivational factor,
for example in monetary terms, whereas high
grades may have a positive influence on the
student’s self-image and on the perceptions
of study success and wellbeing (Biggs 1988).
Duff (2004) noted that business school students often utilize “strategic achieving” that
includes selectively either fast or wide learning, intended to increase effectiveness in both
studies and in personal time management.
Further, already during the first study year,
differences among the learning approaches,
time management and study results appear
among business school students and law
students (Duff 2004; Haarala-Muhonen et
al. 2017). Differences in study results may
gradually lead to a situation where the business school student either has to switch his/
her main topic or find a working approach.
Changing study plans, however, is typically
not favored by business schools or ministries
of education, and there are monetary incentives around fast learning. The number of students dropping out might be reduced if they
understood learning approaches better.
In this paper, we focus on a Finnish business school context, and use questions that
have been used in Finnish studies (Korhonen,
2003; Torvi and Kiljunen, 2005), but many of
these are similar to the questions used in international studies. Knowing the approaches
to learning in a Finnish business school context may support pedagogic planning in the
Finnish business education context, but some
findings may be applicable also in other contexts.
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3. Wellbeing and lifestyles

of wellbeing are subject also to health issues
and social contexts. Moreover, material issues
tend to be judged in relation to others (so if
most people are doing better, then the average incomes needed for “average happiness”
in turn become inflated, or the focus group
(or comparison group) for the individual
changes (see Easterlin 1995).

Lifestyle issues, including physical exercise,
drinking and smoking, may affect student
wellbeing in many ways. Wellbeing may simply mean in popular usage that you are not
feeling bad but when examined more closely
it is difficult to measure, as it involves several
dimensions such as physical, material and
perceived wellbeing (Masters 2004; Vaarama
et al. 2010).
Perceived wellbeing (sometimes casually
referred to as happiness) includes social,
emotional and psychological elements, such
as human capital, personal relations, personal finances, living conditions and health
(Diener 2000; Easterlin 1995; Masters 2004;
Torvi and Kiljunen 2005). A pursuit of material wellbeing may be manifested as the will
to graduate fast and have success in life, especially by earning money in good job positions after university studies (Biggs 1988; Duff
2014; Torvi and Kiljunen 2005). Furthermore,
good study motivation is often related to
wellbeing-related issues such as class-room
ambience and prospects in life (Petegem et
al. 2008; Torvi and Kiljunen, 2005). On the
other hand, rising incomes do not necessarily
increase average happiness, as perceptions

4. Data and methods
The main data for this research was survey
data collected during computer exercises in a
methodology course at the Jyväskylä University School of Business and Economics in the
Fall of 2014. Therefore, our response rate was
high, about 80 %. A total of 93 responses were
gathered. This sample is small but is representative of the rather small student population at the Jyväskylä University School of Business and Economics (about 125 students were
enrolled in the course). Further, Boomsma
and Hoogland (2001) note that relatively reliable results can be obtained with standard
statistical methods also when smaller sample
sizes are used. The major subjects of the respondents were (see Table 1): Leadership, for
19 students; Accounting, for 24 students; Marketing, for 24 students; Economics, for 25 stu-

Table 1. Background variable information
VARIABLE

DESCRIPTION

Sex

0= female; 1= male (48 female and 45 male answers)

Major subject:
• Leadership
• Accounting
• Marketing
• Economics

Number of respondents:
n= 19
n= 24
n= 24
n= 25

Year of beginning business or economics studies

Majority of students (80.5%) started their
studies in 2011 or 2012.

Working hours during the studies in a week

7.6 hours on average per week

Gross income

1 294 € on average per month (the average income in
Finland is about 2396 euros per month).

My employment possibilities after studies are good

4.1 average on a Likert scale

My bachelor’s thesis will be completed quickly

3.1 average on a Likert scale

Estimated time to graduation (years)

4.94 years on average

226

NJB Vol. 67 , No. 3–4 (Winter-Autumn 2018)

Approaches to Learning, Wellbeing, Study Success, and Employment

dents; and Entrepreneurship for one student
(who has been removed from the sample for
reasons of confidentiality). Most of the survey
questions were answered by using a 1-5 Likert scale, where 1= Strongly disagree and 5=
Strongly agree. Further, there was a separate
“Can’t say” answer option. The course grades
and the European Credit Transfer and Accumulation System (ECTS) credits were gathered from the University of Jyväskylä study
records.
The respondents’ permission was requested for the data to be used for research
purposes. Furthermore, identification details
were collected in order to combine the study
record data with the individual answers. Examples of background information variables
include age, gender and the estimated time
to graduation (see Table 1). Our variables regarding learning include reading extra materials (outside the curriculum information),
study targets (e.g. quick graduation, success
in life), preferences for studying in groups
and valuing theoretical considerations during their studies. We also had variables regarding life-style and wellbeing, such as perceived happiness, social relations and health
as well as habits of smoking, sleeping and use
of alcohol.
In order to focus on the Finnish context,
many of the variables are based on earlier
research in Finnish education literature,
such as Korhonen (2003) and Torvi and Kiljunen (2005), as well as on the classic work
by Marton and Säljö (1976). The survey was
conducted in Finnish but the variables used
are also relatively similar to questions used
in English literature. In particular, many variables used by Korhonen (2003) are based on
Entwistle and Ramsden (1983) and Entwistle
(1987), i.e. on the Approaches to Study Inventory (ASI) questions. The validity and reliability of the traditional ASI questionnaire
has been found to be good in several studies
(e.g. Entwistle, 1991; Richardson and Woodley, 2001; McDonald et al., 2017). In order to

validate the use of variables, Korhonen (2003)
ran factor analysis and found four factors.
There was a positive correlation of the first
factor with deep learning approach (r=0.72,
p<0.01), and the second factor was positively
related to surface learning (r=0.30, p<0.01).
The third factor correlated positively with
surface learning (r=0.52, p<0.01) and negatively with deep learning (r=-0.31, p<0.01).
The fourth factor correlated positively with
surface learning (r=0.43, p<0.01). To sum
up, Korhonen argued that his factor analysis
results are very similar to the previous studies. However, it may be interesting to study
the possible nuances of learning presented
by the different factors. Noting that we also
had a separate “can’t say” option and questions about wellbeing among Finnish business school students, the survey instrument
used is not directly comparable to ASSIST,
a later version of ASI – see McDonald et al.
(2017) – but mostly to the Finnish discussion
of learning approaches. However, the use of
some new questions allows us to incorporate
current issues and find dimensions that otherwise might not have been noticed. Moreover, following Booth et al. (1999) we used
both perceived and actual study success as
dependent variables.
Learning approaches and student wellbeing might affect perceived and actual
study success and employment expectations.
Therefore, we expect to find positive associations between a deep learning approach,
high perceived student wellbeing, perceived
and actual study success, and the employment expectations of Finnish business school
students.

5. Results

5.1 Learning approaches
Exploratory factor analysis was used to analyze Likert scale variables concerning student
learning approaches. As a consequence,
we found seven factors which highlighted
various aspects of higher education, such
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Table 2. Factors of learning approaches (in the case of the business school)
LEARNING APPROACHES

DESCRIPTION

Independent learners
Teacher-centered learners
Social learners
Fumbling learners
Theoretical learners
Integrating learners
Practical learners

Reads more than course requirements are expecting
Teacher’s support and views are highlighted
Prefer to study in groups
Does not fully understand the objectives of courses
Pedantry, add also other material into course materials
Pondering, connecting different things to each other
Practical orientation, practical use of knowledge

as self-controlled or externally-regulated
learning as well as theoretical and practical
learning. For the variables and additional information see the Appendices. In Table 2, the
seven learning approaches1 linked to business school students are called: 1) Independent
learners, 2) Teacher-centered learners, 3) Social
learners, 4) Fumbling learners, 5) Theoretical
learners, 6) Integrating learners and 7) Practical
learners.
Independent learners use their leisure
time to complement the issues addressed in
courses and do more than required in the
courses. Variables describing independence,
motivation and diligence (e.g. “I use my free
time by reading more about the issues belonging to course contents”) feature strongly
for independent learners, i.e. load highly
onto the independent learner’s factor. Independent learning, perhaps together with
integrating learning, largely constitutes the
traditional deep approach to learning (Marton and Säljö 1976; Korhonen 2003).
In teacher-centered learning the highly
loading variables highlight the importance
of the outside controlled objectives drawn
up by teachers. Teacher-centered learners are
studying things exactly as they are presented
in the course materials, and this illustrates a
conventional surface learning (see Korhonen
2003). Furthermore, difficulties in managing
large study materials were loaded on the

teacher-centered learning approach.
Variables describing co-operative learning load highly onto the Social learners’ factor
as well as variables associated with analysis
and anticipation (e.g. “When I begin to study
a new topic, I set myself questions which I will
try to answer”). Thus, social (teamwork oriented) learners are also preparing for group
tasks in advance.
The Fumbling learners’ factor describes
the confusion about what you need to know,
which refers to a complexity of studies and a
feeling of being powerless (see also Korhonen 2003). In addition, variables associated
with self-regulated learning were negatively
loaded onto the fumbling learner’s factor
(e.g. where students set their own goals in
addition to the objectives set by the teachers
and test their learning by writing the main
ideas in own words).
Theoretical learners add to the learning
material information from other sources,
and think that they manage the course contents by carrying out the required tasks (the
tasks in the study material or made by the
teacher). Variables describing unequivocal
clarity (variables such as “It is a waste of time
to work on problems that do not get an unequivocal answer” as well as “It is annoying to
listen to teachers, who can’t decide what (s)
he believes”) loaded negatively onto the theoretical learners factor. This negative loading

1
The factor model was estimated using alpha factoring and direct oblimin rotation. The model of seven factors
was able to explain 46% of the variation in variables. Communalities (how many percent of the variance in a given variable is explained by all factors together) were generally high. The Keiser-Meyer-Olkin test confirms that
our sample is adequate for factor analysis. Furthermore, Bartlett’s test for sphericity shows that correlations exist
between some variables.
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Table 3. Lifestyle dimensions
LIFESTYLE DIMENSIONS

DESCRIPTION

Celebrants
Goal-oriented
Capable
Healthy & affluent
Busy learners

Merrymaking
The desire to succeed
Studying mathematics and languages are easy for me – high-performers.
Health, hobbies and sleeping
Desire to complete master’s degree fast, hard-working, studies appreciated at
home
Teachers are fair, not many difficulties in life

Balanced

can be interpreted in such a way that some
business school students welcome theoretical
and even ambiguous problems.
Variables related to the contemplation of
things and phenomena loaded onto the Integrating learners’ factor (e.g. “I ponder issues
introduced in course materials or discussed
during the teaching”). In addition, integrated
learning related also to connecting issues to
different contexts (“I try to connect the lessons learned in the different courses together
and add information into learning material
from other sources”).
Practical learners learn better through
hands-on learning than by studying theories.
Moreover, learning objectives are often too
broad for learners who emphasize pragmatism. As a consequence, variables describing
the appreciation of unambiguous and practical knowledge loaded highly onto the practical learners’ factor, such as “studies would be
better if there were less theorization on the
courses”. This factor is in line with the practical learning dimension found by Korhonen
(2003). Finally, acting as part of the scientific
community is emphasized in the Theoretical
learners’ factor.
Teacher-centered learners and practical
learners can be considered to favor traditional education, where the teacher acts as an
intermediary, transfers knowledge and skills,
and decides what and how the students will

learn and how they are assessed. In turn, the
independent, theoretical and integrating
learners are associated with student-centered
learning, which highlights the student’s own
role in re-constructing knowledge, managing
studies, and in producing new conceptions
(Haarala-Muhonen et al., 2017; Trigwell et al.
1994). The student emphasis is mirroring the
trend towards deep learning and constructivist learning (see e.g. Tynjälä 1999). In this case,
the teacher for example raises topics for discussion and encourages students to explain
concepts and their connections.

5.2 Lifestyles and wellbeing
Six factors2 were formed from variables relating to lifestyles: 1) Celebrants, 2) Goal-oriented,
3) Capable), 4) Healthy & affluent, 5) Busy learners and 6) Balanced. Variables related to the
celebration loaded onto the celebrants’ factor,
such as enjoying alcohol and tobacco, as well
as variables describing the students’ visits to
parties (Table 3, Appendix 3).
Goal-oriented students are characterized
by their capability to do a lot of work to
achieve the goals, by their desire to succeed,
and by enjoying being with other people and
talking. Good talking and presentation skills
may be seen to be more prominent and vital
for outgoing, extrovert students aiming at
higher management positions. Thus being
extrovert seemed to be attached to goal-ori-

The factor model was estimated using principal axis factoring and promax rotation. The six-factor model was
able to explain 40% of the variation in the variables. Communalities were generally high, although for the claims
‘languages are easy for me’ and ‘I smoke a lot’ the communalities were slightly lower. The Keiser-Meyer-Olkin test
confirms that our sample is adequate for factor analysis. Furthermore, Bartlett’s test for sphericity shows that
correlations exist between some variables.

2

229

NJB Vol. 67 , No. 3–4 (Winter-Autumn 2018)

Antti Rautiainen and Timo Tohmo

Table 4. Learning approach, wellbeing and lifestyle mean factor scores by subject

Learning approaches
Independent learners
Teacher centered learners
Social learners
Fumbling learners
Theoretical learners
Integrating learners
Practical learners
Wellbeing dimensions
Social status
Basic needs
Love and interpersonal
relationships
Nature and spirituality
Lifestyle dimensions
Celebrants
Goal-oriented
Capable high achievers
Healthy & affluent
Busy learners
Balanced

MANAGEMENT AND
LEADERSHIP

ACCOUNTING

MARKETING

ECONOMICS

-0.075
0.120
0.010
0.362**
-0.124
0.025
0.405**
(n=19)

0.161
0.094
-0.308**
-0.081
0.153
-0.017
-0.208**
(n=24)

-0.234
-0.171
0.083
0.016
-0.164
0.029
-0.009
(n=24)

0.163
-0.061
0.210**
-0.259**
0.119
-0.039
-0.162**
(n=25)

-0.162*
-0.327**
-0.027

-0.142
-0.243**
-0.327**

0.271
0.469**
0.324**

0.013
0.040
0.003

0.042
(n=19)

0.171
(n=24)

-0.144
(n=24)

-0.084
(n=25)

0.145
0.121
0.016
-0.128
-0.043
-0.122
(n=19)

-0.173
-0.173*
0.135*
-0.109
0.414**
0.272
(n=24)

0.080
0.290*
-0.313*
0.158
-0.088
-0.126
(n=24)

-0.025
-0.187*
0.151*
0.069
-0.313**
-0.044
(n=25)

ented learners. For capable students, studying,
particularly studying languages and

mathematics, is easy. They do not need to work as
hard as others in order to get good grades.
However, they tend to have little work experience. Health, hobbies and adequate sleep
variables loaded onto the healthy & affluent
factor. Busy learners are described by the desire to graduate quickly, as well as by the appreciation of academic studies at home. The
factor of busy learners is also characterized by
the opinion that teachers are strict, and that
the respondent have enough friends. These
may relate to a perception that family and
teachers demand independent hard work
and fast graduation. In turn, balanced students are described by the opinion that there
is not too much trouble in the respondent’s
life. Moreover, variables describing opinions
about the fairness and friendliness of teach-

ers loaded onto the balanced learners’ factor.
In addition, four factors3 describing the
dimensions of wellbeing were found: 1) Social
status, 2) Basic needs, 3) Love and interpersonal
relationships, and 4) Nature and spirituality (Table 4; Appendix 2). Variables describing social
recognition and social participation loaded
onto the social status factor such as place of
study, self-development and (social) relationships. Variables characterizing the life situation, leisure time, wealth and employment
loaded strongly onto the basic needs factor.
Variables that loaded most strongly on to
the love and interpersonal relationship factor
described family life and love. The nature and
spirituality factor describes the respondents’
relationship with nature and with God. In
addition, we formed a summation variable,
overall satisfaction (Cronbach’s alpha = 0.827),
which describes the respondents’ overall sat-

Constituents have been taken from Torvi and Kiljunen (2005). The model was estimated using principal axis
factoring and promax rotation. The four-factor model was able to explain 46% of the variation in the variables.
Communalities were high, except the claim about working, where the communality was low, around 0.07. The
Keiser-Meyer-Olkin test confirms that our sample is adequate for factor analysis. Furthermore, Bartlett’s test for
sphericity shows that correlations exist between some variables.

3
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isfaction with different aspects of life.

5.3 Differences between disciplines
Earlier studies have found that the subject
area may affect the learning approaches
adopted (see e.g. Entwistle 2004; Lucas 2001).
We also examined if business school students’
learning approaches are connected to their
main subject area. Table 4 shows the different
factors by major subjects (factor scores are
computed for each case for a given factor).
Surprisingly, when compared e.g. to economics, among the students of management and
leadership there are statistically significant
numbers of both practical and fumbling students, for whom it is not always clear what
things should be remembered. These T-test
significant differences (p<0.05) between
management and other disciplines are highlighted with two asterisks (**) in Table 4. Such
differences may reflect the assumption that
future jobs for management and leadership
students can be very different. Also, teacher-centered learning was emphasized among
the management and leadership students.
Accounting students were less social but
busier than economics students, less practical
than students of management and leadership, and they gave less weight to relationships than marketing students did. Marketing
students were more satisfied with the current
state of basic needs compared to students of
management or accounting. The results also
indicate that the students of economics are
social learners, while accounting students
are not. Marketing students were more satisfied with interpersonal relationships and
the “experience of being loved” compared to
students of accounting. For example, Table 4
shows us that students of accounting are often both theoretical and independent learners, who are busy learners but also relatively
balanced. Further, a slight indication (p<0.1)
is found that social status is more important
to marketing students than to management
and leadership students, marked with one as-

terisk (*) in Table 4. Furthermore, marketing
students were slightly more goal-oriented
but less achieving than accounting or economics students.

5.4 The connection of learning approaches, lifestyles and wellbeing to
success in studies and employment
expectations
In order to analyze whether there is a positive relation between perceived and actual
study success and the learning approach,
such as deep learning, we conducted Pearson Product Moment correlation analyses.
We analyzed the connection of the perceived
and actual academic performance to learning approaches by correlation analysis and
found that the factors of independent learners (r=0.40, p<0.01) and integrating learners
(r=0.31, p<0.01) are positively correlated
with perceived major subject academic success. This is indicative of the fact that within
the university studies the ability to connect
things learned to each other is necessary in
the advanced level major subject studies.
In addition, fumbling (r=-0.28, p<0.01) and
practical learning (r=-0.29, p<0.01) indicated
perceived weaker academic success. Thus, the
learning approaches significantly affect the
perceived academic performance. Further,
indicating research capability-building, the
theoretical learners’ factor correlated positively (r=0.32, p<0.01) with the opinion that
the Bachelor’s thesis will be completed fairly
quickly.
By looking at the actual (register based)
academic performance, we found that the
social learners factor is negatively correlated
(r=-0.28, p<0.05) with the completed ECTS
credits. Socially oriented individuals participate in a lot of student events, and further,
the result can mean that group work does not
necessarily lead to rapid learning for all. The
fumbling learners’ factor is negatively correlated (r=-0.27, p<0.05) with the completed
ECTS credits in the major subject: the lack of
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clarity about what issues the student must be
able to remember, therefore, has a negative
impact on actual academic performance.
Looking at the actual grades, the teacher-centered learning factor is negatively correlated
(r=-0.26, p<0.05) with the major subject
ECTS credit average. The teacher-centered,
so-called surface-learning, approach may be
associated with difficulties in handling extensive learning materials and thus is not the best
for learning in advanced level courses (also
Booth, 1999). Other learning approaches did
not correlate with the actual major grades.
Furthermore, learning approaches did not
correlate with the performance in academic
minor studies. Men rated their employment
opportunities slightly higher than female
students rated theirs4.
The perceived major subject credit average of the studies was positively related with
social status (r=0.23, p<0.05), as well as with
nature and spirituality (r=0.27, p<0.01). A high
credit average in major studies supported
the student’s opinion about the higher perceived employment opportunities especially
for goal-oriented and capable students. The
positive correlation (r=0.33, p<0.01) of the
social status factor and future employment
opportunities tells us the importance of networks and the shift towards the requirements
of social competence in working life. Instead,
teacher-centered learners, and fumbling and
busy learners, as well as practical learners, felt
that their employment opportunities were
lower than average5.
These correlations indicate that the
deep learning approach (or here its business
school variants, such as independent and the-

oretical learning) has a positive association
with the perceived study success of Finnish
business school students. However, no correlation was found between the learning approach and actual study success. Instead, we
found fumbling, social and teacher-centered
learners sharing low actual study success and
pace (e.g. as measured with ECTS credits). In
earlier studies, female students have been
found to adopt less deep learning approaches
compared to men (Duff et al. 2004; Duff, 1999;
Flood and Wilson 2008; Teixeira et al., 2013).
Furthermore, within lifestyle dimensions,
being busy was defined by the desire to graduate quickly, but the value of academic studies at home was also associated with being
busy. The busyness factor is negatively correlated with social status (r=-0.26, p<0.05) and
basic needs (r=-0.28, p<0.01). Thus, some of
the students were pursuing a quick completion of their studies partly at the expense of
social participation, social (recognition) esteem, interpersonal relationships, and basic
needs. Busy learners were teacher-centered
(r=0.32, p<0.01) and not very celebrating students (r=-0.37, p<0.01). On the other hand,
they were not very ambitious or goal oriented
(r=-0.25, p<0.05), or healthy & affluent (r=0.35, p<0.01), which may reflect pressure or
stress experiences. Experiencing student life
as busy also manifested in such a way that the
students’ assessment of the possibilities for
employment after their studies were worse
than other students’ assessments (r=-0.43,
p<0.01). This, however, can also mirror their
realism about the economic situation. The
celebrants typically are social but not very
busy nor teacher-centered learners.

Men experienced better employment opportunities (avg. = 4.27 vs. 3.96). Male students also rated their major
study success higher than female students did (avg. = 3.64 vs. 3.38). On the other hand in this sample men had
completed major subject courses more than women (avg. = 39.03 vs. 26.88 ECTS credits). Students of economics
had completed more major subject courses than students of management, accounting or marketing. Accounting
students compared to students of other disciplines wanted to graduate faster.
5
Correlations with “My chances to find a job after the studies are good”, were as follows: major studies average
grade 0.33 (p <0.01), teacher centered learners -0.25 (p <0.05), fumbling learners -0.34 ( p <0, 01), theoretical
learners 0.23 (p <0.05), practical learners -0.22 (p <0.05), social status 0.33 (p <0.01), goal-oriented learners 0,37 (p
<0.01), capable 0.26 (p <0.05), and busy learners -0.43 (p <0.01).
4
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Social status was described by the social
recognition and social participation related
variables. Variables associated with the place
of study, the importance of self-development
and interpersonal relationships also loaded
on to the social status factor. Goal-oriented
students emphasized social status (r=0.40,
p<0.01) and the fulfillment of basic needs
(r=0.32, p<0.01). The social status factor
(r=0.23, p<0.05) was positively correlated
with the estimated success in major subject
studies and happiness (r=0.50, p<0.01), a
finding which may mirror the importance of
networks in modern times.

6. Conclusions
This study examined the approaches of business and economics bachelor level students
to learning, their wellbeing and lifestyle emphases, and the connection of these to both
perceived and actual academic performance.
Typically, approaches to student learning
have been classified as self-regulated, deep,
externally controlled, surface and strategic
(Biggs 1988; Booth et al. 1999; Duff 2004; Korhonen 2003; Lonka et al. 2004; Marton and
Säljö 1976). We contribute to these earlier
studies in learning by refining the division of
learning approaches thereby understanding
that more variation in learning approaches
can be found than what had been previously
noted. More specifically, we found seven
learning approaches: 1) Independent learners, 2) Teacher-centered learners, 3) Social
learners, 4) Fumbling learners, 5) Theoretical
learners, 6) Integrating learners and 7) Practical learners.
Overall, the teacher-centered surface
learning approach does not seem to support
good grades in the major subject in the Finnish business school context (see also Booth,
1999). Considering the different major subjects of the students, the differences were
relatively small, but our results indicate that
there are more teacher-centered learners
among management and leadership students

than in other major subjects. Social aspects of
learning were seen as important in improving future employment opportunities and
were often combined with good perceived
major subject academic success. On the other
hand, social learning can slow the actual progression of some students’ studies. Practical
learning is also reflected in economics and
business studies, but the theoretical learners’
approach (which is emphasized slightly for
example within accounting students) is a
feature that in previous research has not been
highlighted separately from deep learning
(cf. Duff 2004; Haarala-Muhonen et al., 2017;
Korhonen 2005). In earlier studies, accounting students have been found to adopt a strategic learning approach (Flood and Wilson
2008; Byrne, Flood and Willis 2009; Teixeira
et al. 2013).
Surprisingly, among the management
and leadership students, we found statistically significantly more fumbling students,
to whom it is not always clear what things
should be remembered. This also points out
that the management students’ future jobs
can be very different. According to our results, the students of business and economics
considered themselves relatively affluent and
they desired success in life. Such properties
are also suitable for goal-oriented, strategic
learners (Duff 2004; Pintrich 2004; Horn and
Kiljunen 2005). Also, employment prospects
were seen, despite the economic situation, as
favorable. Prospects of employment after the
completion of the university studies were also
improved as a result of a good average in the
major subject (or otherwise “strong knowhow”), supported typically by a theoretical
learning and strong social status. Teacher-centered learning and the experience of
fumbling in studies weakened employment
prospects.
Students who felt themselves as practically oriented or busy experienced the worst
employment opportunities after graduation,
a point which may indicate that some analyt-
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ical or theoretical knowledge is expected in
employees who come from higher education.
Furthermore, being employed during studies
may slow down the completion of the studies. However, having a job and being involved
in the cooperative relations of a work place
may improve employment after graduation.
Instrumental factors, such as money and
career, were not the most important factors
in the assessment of the respondents’ own
success. Instead, social learning for example,
was emphasized by economics students, and
personal relationships were emphasized by
marketing students as compared to students
for other business school disciplines, a point
which may also more generally reflect young
people’s working life hopes. Understanding
that there are differences also among students with similar backgrounds and age may
suggest that various working styles and leadership practices may suit a young workforce
(see also Shrivastava et al. 2017).
We argue that the learning approach
promoting study success is not likely to result
directly from the major subject or be based
on a specific way of life but is a combined result of several, including personal, issues. For
example, a good state of health is obviously
perceived to promote rapid completion of
studies. In addition, the learning approach
had no effect on the actual minor study
subject success. More research is needed on
connecting learning approaches and wellbeing to academic success and employment
expectations. Furthermore, the variables
used in this research included questions
about wellbeing and were based on earlier
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research in Finnish education literature, such
as Korhonen (2003) and Torvi and Kiljunen
(2005). Therefore, the survey instrument is
not directly comparable to the ASSIST (1997)
instrument used e.g. in Teixeira et al. (2013),
and thus the results are mostly applicable in
Finnish higher education context. However,
the questions used in Finnish studies (e.g.
Korhonen, 2003) are relatively similar to the
internationally used questions. Knowing the
approaches to learning in the Finnish business school context may support pedagogic
planning in Finnish, and perhaps in other,
business school contexts. Further, the use of
some new questions also allowed us a possibility to incorporate current issues and find
dimensions that otherwise might not have
been noticed in the Finnish context.
In sum, our study indicates that business
and economics studies can be successful by
using many different learning approaches.
This can be beneficial for both students and
teachers when studying or planning different courses. Furthermore, in deep or surface
learning and in students’ wellbeing, several
additional fine details and sub-features may
be associated. As a consequence, in business
schools a wide range of learning approaches
and pedagogical solutions could be adopted
at least up to bachelor level (also Duff 2004;
Haapanen 2012; Lindblom-Ylänne and Lonka
1999; Tynjälä 1999). Success in studies continues, however, to be a key factor regarding
the perceived employment prospects. Finally,
we call for further studies in understanding
learning in different cultural contexts and in
different fields.
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Appendix 1. Survey variables and the factor loadings associated with learning approaches*.
FACTOR
LOADINGS

VARIABLE
Independent learners
I use my free time by reading more about the issues that have been dealt with in courses

0.703

I do more than course requirements expect

0.541

I read course material as well as other related material

0.457

Teacher-centered learners
Goals and guidelines defined by teachers are an invaluable support for my studies

0.709

Instructions given by the teachers and course objectives are important to me

0.704

I have problems dealing with extensive study material

0.444

I study things exactly as they are shown in the course materials

0.262

Social learners
I prefer to study in groups rather than alone

0.736

When I begin to study a new topic, I set myself questions which I will try to answer

0.326

Fumbling learners
It is often not clear to me what things I need to remember (and what not)

0.407

I test my learning by writing the main ideas down in my own words

-0.367

While studying, I set my own goals in addition to the teacher’s objectives

-0.331

Theoretical learners
In my opinion, when I do the exercises in study materials or given by teachers, I understand the course contents

0.701

It is a waste of time to work on problems which do not provide any clear answers

-0.502

Objectives of several courses are too broad for me to be able to understand them

-0.354

I add learning material from other sources

0.344

It is annoying to listen to the teacher, when (s)he can’t decide properly what (s)he believes

-0.280

Integrating learners
I try to connect things that I have learned in the different courses

0.640

I often ponder things which I have read in course materials or raised by teachers in lectures

0.591

I test how well I have understood the study materials by trying to think about examples not mentioned in the
materials

0.461

Practical learners
If there was less theory in the courses, the studies could be more rewarding

0.927

I learn better through practical experience than reading theories

0.604

The objectives of the courses are often too extensive for me to handle

0.337

* Many of the survey questions are taken from Korhonen (2003, 212). In factor analysis, the squared factor loadings indicate how much of the
variance of each survey variable is explained by the factor. The number of factors extracted in exploratory factor analysis was based on Eigenvalues greater than 1. In general, the first, strongest factors explain more of the variation than the last factors and can be seen as the most significant
factors. However, analyzing all the factors provides interesting nuances to the classic views of ‘surface’ and ‘deep’ learning. Additionally, as
control variables, we asked about age, incomes, place of residence, participation in computer exercises and educational background.
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Appendix 2. Factor loadings associated with wellbeing*
FACTOR
LOADINGS

VARIABLE
Social status
Social status, social prestige

0.767

Social participation, the opportunity to influence social issues and phenomena

0.716

Place of study

0.688

Learning new things, self-development, experiences

0.590

Friendship and relationships in general

0.389

Basic needs
Life situation

0.721

Health

0.686

Leisure time and hobbies

0.524

Income, wealth

0.426

Employment (Workplace)

0.225

Love and interpersonal relationships
Family life, relationships of good family life

0.869

Experience of feeling being loved

0.608

Nature and spirituality
Relationship with nature, enjoying nature

0.713

Spiritual relationship with God

0.695

* The variables in the table are abbreviated. Typically, we asked questions like “Social status is important to me” or “My
current life situation is good”. The respondent group was relatively homogenous regarding the background aspects such as
education and age. For example, in Finland about 73 % of the population is enrolled in Christianity based religions. Therefore
asking about God can be seen as relatively uniformly understood among young, white, urban students.
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Appendix 3. Factor loadings associated with lifestyles
FACTOR
LOADINGS

VARIABLE
Celebrants
I drink alcohol regularly

0.874

I often go to student parties

0.873

I smoke

0.259

Goal-oriented
I’m prepared to work hard to achieve my goals

0.786

University studies support my goals in life

0.649

I want to succeed in life

0.476

I’m an extrovert

0.468

Capable (& fortunate) high achievers
Studying is easy for me

0.756

I have to work harder than others to get good grades

-0.670

Mathematics is easy for me

0.573

I have a lot of work experience

-0.352

Languages are easy for me

0.220

Healthy & affluent
My health is good

0.665

I have regular physical activity

0.635

I sleep enough (sufficiently, adequately)

0.583

Busy learners
My teachers are strict

0.639

I want to graduate quickly

0.503

At home my parents valued and appreciated academic studies

0.339

I have enough friends

-0.324

Balanced (be in balance)
My teachers are nice and friendly

0.610

My teachers are fair

0.596

There are not many disputes and difficulties in my life

0.266
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