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Abstract 

 

This paper explores the impact state and private ownership have on return on 

assets and dividend payouts on a large sample of private and public limited 

liability companies in Norway. We test the impact using random-effects models 

on data for the time period 2002-2015. Our results are consistent with theory, 

which suggests that state ownership offers lower profitability and dividend 

payouts. We find that state-owned enterprises offer an average return on assets of 

4.3192% while private-owned enterprises offer an average return on assets of 

8.4738%. State-owned enterprises yield an average dividend payout ratio of 

10.8798% while privately owned enterprises yield 24.4069%. By controlling for 

other factors, we find that state ownership negatively impacts return on assets and 

dividend payouts.  
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1. Introduction 

 

The belief that state ownership is less efficient and has disadvantages compared to 

private ownership is not new. In 1776, Adam Smith argued that if the crowns land 

becomes privately owned it would become well improved and cultivated within 

few years (Sheshinski and Calva, 2003).  It seems that many countries have been 

inspired by Adam Smith’s arguments. Between 1970 and 2000, Ronald Reagan 

and Margaret Thatcher started a trend of privatizing the state-owned enterprises 

and pruning the welfare state across the West (The Economist, 2012). 

 

There has been a long-lasting debate regarding the advantages and disadvantages 

of government control over enterprises (Goldeng, Grünfeld and Benito, 2008; 

Megginson and Netter, 2001). State-owned enterprises (SOEs) have been defended 

on the basis that government control is needed to overcome market failures — 

notably prevention of abuse of market position. Government control has been 

regarded as necessary to reach non-economic goals such as the need for public 

control over employment, regional policies, natural resources and social issues 

(Grout and Stevens, 2003).  

 

Private ownership is the most dominant form of ownership in marked-based 

societies. However, it is easy to find cases of SOEs within many countries. In 

Norway, the presence of state ownership in regular markets is particularly strong. 

SOEs are well represented in many sectors (Goldeng et. al., 2008). In recent 

decades, the corporate governance of state-owned enterprises has been a subject of 

major public interest and political debate in Norway. “Left-wing parties emphasize 

the need for political control; right-wing parties tend to argue that political matters 

should not be confused with business concerns” (Ludvigsen, 2010, p. 2). If a certain 

type of ownership frequently shows greater economic performance compared to 

others, it seems reasonable to expect a shift toward the most efficient one (Goldeng 

et. al., 2008).   

 

Dividend payouts are seen as a viable governance mechanism for reducing conflicts 

of interests between shareholders and self-seeking managers. The SOEs often 

pursue a variety of goals other than profit maximization. However, they can 
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potentially generate large profits. Like private shareholders, the state needs to 

decide whether or not to force SOEs to disgorge their earnings. The dividend 

argument is therefore equally valid for both ownership types. The dividend issue 

has been little explored in terms of dividend payouts in SOEs (Ludvigsen, 2010). 

 

In light of the debate, we test whether the two ownership types impact profitability 

and dividend payouts differently. We use return on assets (ROA) to measure 

profitability and a dividend payout ratio (DPR) for dividends.  

 

The thesis contributes to the growing research within corporate governance and 

finance. It tests the impact of ownership by using random-effects models that run 

on the time period 2002-2015. It provides new evidence regarding firm 

performance and dividend payouts with respect to private and state ownership. 

Literature and theory suggest that private ownership is superior to state ownership. 

Many see this as common knowledge, but we argue that not enough evidence has 

been put forward. This lack motivates us to do empirical research within this area. 

 

Research question 1 

What is the financial impact in terms of ROA of a company being state-owned or 

privately owned?  

 

Research question 2 

What is the impact on DPR for a company which is either state-owned or privately 

owned? 

 

We find that state ownership negatively impacts ROA and DPR, while private 

ownership positively impacts ROA and DPR. SOEs offers a lower ROA and DPR 

than private owned enterprises (POEs) on an average. Our evidence is consistent 

with literature and theory suggesting that SOEs are less profitable and has lower 

dividend payouts.  

 

To make sure that our results are consistent, we perform different robustness tests. 

We check for robustness by testing if changing our definitions of SOEs and POEs 

can provide different results. As we do not allow companies to change from SOEs 

to POEs and vice versa, such companies are included in an additional robustness 
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test. In the main regression, companies that do not pay dividends are included. Thus, 

we perform a robustness test with only dividend-paying firms. Finally, a test where 

changing our measures for profitability and dividends is performed. The robustness 

tests support our findings, as well as indicating that SOEs has a lower profit margin 

and earnings over free cash flow than POEs. 

 

The rest of the paper is structured as follows: Chapter 2 presents literature and 

theory of importance for the thesis. It presents definitions of SOEs and POEs, and 

provides arguments for the financial measures used in the research questions. 

Chapter 3 presents the methodology applied in our research. Hypotheses and 

models are created to answer the research questions. Chapter 4 explains how the 

data is retrieved, and how variables are calculated. It provides a description of 

criteria used to create the data sample, as well as descriptive statistics. Chapter 5 

presents the results and outputs from the models. It gives likely explanations for 

our results. Chapter 6 includes robustness tests. Finally, the paper concludes in 

Chapter 7. 

 

2. Theoretical framework 

 

In this section, we discuss literature and theories which are relevant to our thesis. 

The theoretical framework is collected from contributors across the world. It is 

important to keep in mind that there are noticeable differences between countries. 

Many studies show that corporate governance is affected by laws, politics, 

accounting laws, etc. Hence, differences between countries make it doubtful that 

empirical results will automatically apply for Norway (Randøy and Koekebakker, 

2002). 

 

2.1 Brief introduction to corporate governance 

Corporate governance copes with how suppliers of finances to companies assure 

themselves of getting returns on their assets. Most advanced-market economies 

have solved the issue of corporate governance in a reasonable manner, in that they 

have guaranteed the flow of large amounts of capital to enterprises and actual 

repatriation of profits to the providers of finance. However, this does not imply that 

corporate-governance problems are perfectly solved or that they cannot be 
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improved. Thus, the subject of corporate governance is still of great practical 

importance. There is a great deal of disagreement about how good or bad the 

existing governance mechanisms are in advanced-market economies (Shleifner and 

Vishny, 1997). Shleifner and Vishny´s (1997) view of corporate governance is a 

straightforward agency perspective, which is sometimes referred to as separation of 

ownership and control. At a general level, corporate governance can be described 

as a problem which involves an agent (the CEO of the company) and multiple 

principals (such as shareholders, creditors, suppliers, employees, etc.) (Becht, 

Bolton and Röell, 2003). Agency theory is of great importance to this thesis. The 

next step is therefore to outline this perspective.  

 

2.2 Agency theory 

Agency theory attempts to describe the relationship between a principal and an 

agent (Eisenhardt, 1989). Jensen and Meckling (1976, p. 308) define this 

relationship as “a contract in which one or more persons (the principals) engage 

another person (the agent) to perform some service on their behalf which involves 

delegating some decision-making authority to the agent.” The theory is concerned 

with resolving two issues that can arise due to the relationship. The first problem 

arises when the desires or goals of the principal and the agent diverge. The second 

problem is the difficulty or cost involved if the principal would verify what the 

agent is doing (Eisenhardt, 1989). Jensen and Meckling (1976) argues that if both 

the principal and the agent are seeking to maximize their utility, then the principal 

is exposed to an agent that might not act in his best interest. The costs related to the 

agency problem are defined as the loss to shareholders involved in controlling 

agency behavior (Manos, 2001). Shareholders can limit divergences that occurs 

when the managers act in their own interest. By establishing appropriate incentives 

for the managers, shareholders incur monitoring costs which are designed to reduce 

divergent behavior (Jensen and Meckling, 1976). 

  

In terms of agency theory, a horizontal conflict exists as well. Companies often 

have multiple owners, which can create conflicts of interest. Large owners (with 

more than 50%) can use their controlling rights to extract private benefits from the 

firm at the expense of small shareholders (Shleifer and Vishny, 1997). Such 

benefits can impact the profitability and dividend payouts of a firm.  
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2.3 Hierarchy of a state-owned enterprise 

Before identifying literature regarding the two ownership types, we start by 

illustrating the state-owned firm’s hierarchy. Ludvigsen (2010) illustrated the 

hierarchy using a five-step model. We use this figure, as it illustrates the complexity 

and the possibly large number of principal-agent dilemmas that can occur in SOEs.  

 

Figure 1: The firm hierarchy for SOEs 

 

(Ludvigsen, 2010, p. 9) 

 

According to the figure, state ownership is characterized by a multi-layered 

delegation structure. There is a comprehensive delegation of control rights from the 

voters all the way down to the managers of SOEs, as shown by the dense arrow 

lines. The citizens (voters) are the ultimate owners of state-owned enterprises. They 

vote for political parties and politicians to represent their interests. The party with 

the most parliamentary seats appoints a government with chosen politicians to act 

on the voters’ behalf. Thus, the government is often referred to as the actual owner 

of SOEs. Superiors hold the actors accountable for their actions, as shown by the 

dotted arrow lines. Additionally, the actors are held accountable by future 

employees, as their accomplishments are assessed by the external job market. It 

should also be noted that the firm hierarchy is even more complex due to 

bureaucrats. By bureaucrats we mean someone within an institution of the 

government who keep track of the state ownership portfolio on a regular basis 

(Ludvigsen, 2010).  

 

09422470930539GRA 19502



 6 

2.4 Agency-based corporate governance literature 

This section highlights the literature and evidence which can explain differences 

between SOEs and POEs. The first section focusses on profitability, while the 

second section focusses on dividends.  

 

2.4.1 Profitability 

The SOEs has often been criticized for being highly inefficient and less profitable 

than the POEs. There are a number of possible explanations for this. State-owned 

enterprises can be concerned with both economic and social-welfare goals, as they 

are owned by the citizens. In turn, politicians have different types of motivation that 

may impact firms (Ludvigsen, 2010). Politicians strive to remain in power and 

enjoy the perks of office. Since an important goal of any government is to maintain 

political support, governments throughout the world often offer benefits to their 

supporters. The benefits can include excess employment and jobs above market 

wages. From this it has been argued that SOEs deliberately transfer resources to 

their supporters (Shleifer, 1998). In addition, politicians can be motivated by 

reputation and ideological concerns. Therefore, SOEs might have to utilize 

strategies that are politically driven (Ludvigsen, 2010). These arguments can make 

SOEs inefficient, as they employ a firm’s resources to pursue goals that are not 

profit maximizing.  

 

In terms of the agent, corporate managers of SOEs can impact the profitability of a 

firm. The managers can seek political careers themselves and focus on interests 

other than increasing efficiency and profitability (Sheshinski and Calva, 2003). 

Public managers have weak incentives to make investments that increase cost 

efficiency and quality. Managers are not owners and therefore receive only a 

fraction of the return (Shleifer, 1998). Managers of SOEs face softer budget 

constraints than POEs (Kornai, 1979). Sheshinski and Calva (2003) argues that soft 

budget constraints arises since bankruptcy is not a plausible threat to managers of 

SOEs. In their interest, the central government will bail a company out by using the 

public budget. A bankruptcy can harm a politician’s career while a bailout can be 

spread over the taxpayers. This could lead to excessive risk taking (Sheshinski and 

Calva, 2003). Thus, it has been argued that managers of SOEs have greater 

discretion to chase their own objectives and that moral hazard problems will be 

more likely than with respect to POEs (Rygh, 2016).  
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Consistent with the horizontal agency conflict, controlling shareholders can 

exploit minority shareholders who often prefer higher profits. Arguably, this can 

come at the expense of profitability (Shleifer and Vishny, 1997). Depending on its 

fraction of ownership, the state can thus extract benefits. 

 

Boardman and Vinning (1989) conducted one of the first systematic empirical 

studies of the differences between SOEs and POEs. They analyzed papers on the 

differences between SOEs and POEs. According to them, previous studies focus on 

heavily regulated companies and/or industries in which monopolies or duopolies 

occur. They find almost no study in which the effect of ownership is tested in 

competitive environments. In light of this, they compare the performances of SOEs, 

POEs and mixed-ownership firms among the 500 largest non-U.S. industrial firms. 

These distinctions are highly appropriate, as these firms compete in international 

markets with the primary objective of profitability. The study uses return on equity, 

return on assets, return on sales and net income as measures. They find evidence 

that SOEs perform substantially worse than POEs in terms of profitability. 

 

Shirley and Walsh (2000) examine 52 studies that compared SOEs and POEs. Five 

of these indicate that SOEs outperform POEs. However, the five studies were of 

monopoly firms in the utility sector. In 32 studies, POEs outperformed SOEs. The 

remaining 15 studies indicate no significant performance differences. Most of the 

empirical evidence is of before-and-after comparisons of a company that is 

privatized. Therefore, it might not capture any change in government preferences 

nor control for changes in the market. Shirley and Walsh argue that more empirical 

evidence is needed to determine whether there is a difference in performance.  

 

Dewenter and Malatesta (2001) report empirical evidence regarding the efficiency 

of SOEs and POEs. The comparison is very similar to that of Boardman and 

Vinning (1989), but Dewenter and Malatesta’s sample is larger and includes three 

different time periods which span 20-years each. They examine three general 

aspects in their sample: profitability, leverage and labor intensity. Their profitability 

measures are return on sales, return on assets, and return on equity. The dataset 

includes the 500 largest companies in the world in terms of sales. They conclude 

that SOEs are significantly less profitable then POEs. Much of the evidence is taken 

from firms that have been state-owned prior to privatization.  
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Goldeng et al. (2008) test the performance differences in SOEs and POEs. They 

measure performance in terms of ROA and operational costs as an alternative 

measure. Their paper covers all registered companies in Norway during the 1990s 

in markets where SOEs and POEs competed with each other. They find that SOEs 

have lower ROAs and higher costs. On this basis, they argue that POEs outperform 

SOEs.  

 

2.4.2 Dividend payout 

Dividend policies address agency problems between corporate insiders and outside 

shareholders. Shareholders can discipline managers by extracting cash from a firm.  

It is argued that if profits are not extracted then a manager can use the money for 

personal use or invest in unprofitable projects that provides personal benefits (La 

Porta, Lopez-de-Silanes, Shleifer and Vishny, 2000). Rozeff (1982) argues that 

higher dividends can force a company to obtain funds from the capital market. Such 

an action would increase and potentially improve the monitoring of a company as 

capital contributors are seen as great monitors of managers (Rozeff, 1982).  These 

are some of the reasons why dividend payouts are seen as a useful mechanism 

which can reduce any conflicts of interests between shareholders and self-seeking 

managers (Ludvigsen, 2010).  

 

The dividend argument is valid regarding horizontal conflicts between 

shareholders. Large shareholders can use their controlling rights to extract private 

benefits and to finance them with lower dividend payouts. In contrast, they can 

choose to pay high dividends to mitigate this problem and build trust with minority 

shareholders (Barclay and Holderness, 1989). 

 

Megginson, Nash and Van Randenborgh (1994) studied the dividend payout, pre- 

and post-privatization, of 61 companies from 18 countries. Their study includes 32 

industries that experienced full or partial privatization through public share 

offerings from 1961 to 1990. They find significant increases in dividends when 

SOEs are privatized. The authors argue that the state views SOEs as investments to 

channel cash rather than as assets to generate a financial return. Additionally, fully 

state-owned enterprises cannot sell equity to the capital market. Thus, the state 

would have to compensate for high dividend payouts by making funds available for 

the company in the future. 
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The findings from Megginson et al. (1994) can be interpreted in a different way. 

Bhattacharya (1979) developed a model in which dividends serve as a signal for an 

insider’s anticipation of a firm’s future performance. Bhattacharya was one of the 

first to use signaling theory to describe how managers can convey information to 

investors in a credible manner. One possible explanation is that new private firms 

increase dividends by trying to signal higher expected profitability rather than that 

politicians have a weak preference for dividends. 

 

Ludvigsen (2010) wrote a dissertation regarding state ownership and corporate 

governance. It targets SOEs in Norway and Sweden from 2000 to 2005. One 

research area is the difference in dividend payouts dependent on the fraction of 

shares the state owns in a company. The theoretical framework tries to determine 

whether we should expect politicians to prefer dividends over retained earnings.  

 

In an attempt to deal with the principal agent problem, politicians should prefer the 

earnings paid out as dividends. However, as politicians are often concerned with 

their reputations, they emphasize other factors. Such criteria can be growth and a 

rate of return which can reduce the request for dividend payouts. In some cases, the 

state is the only owner of a company. Thus, the state is the single provider of capital 

to the company. Receiving capital from the state can be highly unpredictable as 

they have to compete with other spending areas. Hence, one can expect that 

politicians who seek to appear competent often prefer lower dividend payouts than 

private investors would. It might be that interest groups such as employees of SOEs 

and their trade unions prefer less dividends. They can benefit from retained earnings 

by making the firm financially capable of avoiding dismissals or salary cuts. To 

please these groups, the politicians might prefer a lower dividend payout. 

 

On a general basis, politicians might seek low dividend payouts to make SOEs 

financially capable of implementing the government policies that benefit the voters. 

Ludvigsen (2010) argues that the problem with this view is that politicians might 

not believe that managers will align their interests. Corporate managers can 

potentially spend the retained earnings to fulfill their own interests. Thus, they 

might need to be financially disciplined. The argument above could therefore 

suggest that politicians who seek to stay in office should prefer dividends to 

mitigate the agency problem. High dividends can potentially help politicians in 
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terms of voter support. Politicians act under short-run political pressure, and they 

therefore need capital to spend on objectives that voters prefer. Accordingly, 

politicians are not willing to wait for retained earnings to create large dividends at 

a later stage. In addition, it might be that high dividend payouts are used as a tool 

to convince citizens that SOEs are performing well.  

 

Taken together, the arguments of Ludvigsen (2010) suggests that politicians are 

likely to have preferences when it comes to dividend payouts. Her dissertation finds 

that fully SOEs have higher dividend payouts than partial SOEs. There is weak 

support that political influence negatively impacts dividend payouts in partially 

SOEs. It is possible that politicians prefer earnings to be kept within SOEs rather 

than being paid out to private co-investors.  

 

2.5 Defining state and private ownership 

We want to offer clear definitions of state-owned enterprises and privately owned 

enterprises. The definitions of an SOE varies within different research and 

literature, and between countries. The Norwegian Private Limited Liability 

Companies Act (13. June 1997 no. 44) and The Norwegian Public Limited Liability 

Companies Act (13. June 1997 no. 45) are very similar in regard of the provisions 

relevant for our paper. Thus, we choose to refer to the Private Limited Liability 

Companies Act.  

 

For the purpose of this thesis, we adopt the definition offered by the Organisation 

for Economic Co-operation and Development (OECD) of SOEs. The OECD 

defines an SOE as any corporate entity which is recognized by national law as an 

enterprise and in which the state has significant control through full majority or 

significant minority ownership (OECD, 2015). In this definition, we include SOEs 

which are owned by the central or federal government and SOEs which are owned 

by regional and local governments. The definition does not specifically define 

significant minority ownership. We need to decide on the minimum fraction of 

shares they need to possess to be called an SOE. 

 

The Norwegian Private Limited Liability Companies Act (13. June 1997 no. 44), 

§5-18(1), states that “A resolution to amend the articles of association shall be 

adopted by the general meeting, except as otherwise provided by the statue. The 
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resolution requires the support of at least two-thirds of the votes cast and of the 

share capital represented at the general meeting.” 

 

Hence, with a negative majority, a shareholder can stop resolutions regarding the 

articles of association. It seems reasonable that possessing more than 1/3 (33.33%) 

of a company’s shares gives the state sufficient control over a company’s activities. 

Thus, our definition is as follows:  

 

State owned enterprises is any corporate entity where the state possesses 

more than 33.33 percent of a company’s equity.  

 

Privately owned enterprises are corporate entities owned by individual people or 

other companies. We define privately owned enterprises as enterprises that do not 

meet the requirements we have set to be defined as an SOE. The state does not have 

a negative majority of shares, which means that private entities have significant 

control over the company.  

 

We argue that the definition is optimal if we are to see the effect of state ownership. 

However, we know that some problems may occur with the definition. There are 

different kinds of shares that provide different voting rights. We cannot gain the 

required information to address this issue, but the most common practice is a one-

share one-vote arrangement. We therefore assume that the fraction of shares owned 

gives the same amount of voting rights. Second, for some companies, the articles 

of association state that the required number of shares to stop a resolution can be 

lower than 1/3. We cannot obtain such information, so we assume that companies 

have not changed the articles of association to allow turning down resolutions with 

less than 1/3 of ownership. Third, in some cases, the state abstain participation in 

business decisions by refusing to sit on the board. By the Norwegian Private 

Limited Liability Companies Act (13. June 1997 no. 44) §6-13 shall the board 

supervise the day-to-day management of the business, and they may issue 

instructions to the general manager. §6-3 states that shareholders have the right to 

decide who can be members of the board. It therefore seems reasonable that the 

members of the board are influenced by the state if they have a large number of 

voting shares. The state can influence the operations of a firm though it is not 

represented on the board. §8-2 states that the board proposes the distribution of 
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dividend. The general assembly has to approve of the proposal. The general 

assembly cannot increase the payout, but it can reject it or have it decreased. They 

state can influence a company through the general assembly, so we argue that it 

does not need to sit on the board to influence a company. Thus, we argue that these 

issues will not influence our results significantly.  

 

2.6 Research questions  

In this section, we justify our measures for profitability and dividend payouts. We  

repeat the research questions. 

 

Market values are often seen as superior when comparing firm profitability (Seth, 

1990). Our sample consists of private firms which we cannot obtain market values 

from. This leaves us with accounting-based measures. ROA is one of the most 

used accounting measures for performance in financial research (Cable and 

Mueller, 2008). It measures the efficiency with which a firm uses its existing 

assets to generate earnings (Davis, 2006). Most companies carry assets that have 

little to do with their operations. ROA includes such assets, which might give 

wrong indications of their profitability. However, all measures we have 

considered using has some weaknesses. Thus, we argue that ROA is the most 

fitted measure on profitability for our research. 

 

Research question 1  

What is the financial impact in terms of ROA of a company being state-

owned or privately owned?  

 

Since we are looking at both publicly traded and non-publicly traded companies, 

we need a ratio that does not have the number of shares in the denominator. We 

choose a dividend payout ratio that is based on annual accounting data and shows 

a percentage of earnings paid out as dividends. The ratio gives an indication of how 

much earnings that is retained in a company, which in light of discussed theory is 

of interest when comparing SOEs and POEs. The chosen ratio is the most 

commonly used to measure dividends. The issue with our ratio is that it can be 

manipulated by accounting tricks. Additionally, the distribution of resources may 

occur before earnings. In this case, the ratio would be unprecise in the estimation 

of the true earnings paid out as dividends. However, such a problem is hard to deal 
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with even if we apply a different ratio (La Porta et. al., 2000). Thus, we argue that 

our dividend payout ratio is the most fitted measure for our research.  

 

Research question 2  

What is the impact on DPR for a company which is either state-owned or 

privately owned? 

 

The chapter has provided the relevant literature and theory. The theoretical 

framework often suggests that SOEs has lower profitability and dividend payouts. 

We have created clear definitions of SOEs and POEs. We have presented our 

research questions. 

 

3. Methodology 

 

In this section, we create our models for testing and develop hypotheses for each 

model. We explain the control variables we use and argue that it is optimal to 

include them.  

 

To answer the research questions, we apply the method of multiple linear 

regression. This is a valuable tool for controlling for the effect of different variables. 

We use panel data, which can be analyzed by using pooled OLS, a fixed-effects 

model or a random-effects model. Pooling the data assumes that the mean values 

of the variables and their relationships are constant through time and across all the 

cross-sectional units in the data sample (Brooks, 2014). The pooled OLS regression 

would not reflect the fact that some of the observations come from the same firm. 

Fixed-effect and random-effect models consider the presence of firm-specific 

effects. These models are therefore more relevant to our thesis. Fixed-effect models 

makes intra-firm comparisons. They consider the impact of moving from one state 

to another (Ludvigsen, 2010). It is therefore not a good model for us, as some of 

the variables we use are time-invariant. Variables such as state ownership and 

private ownership are time-invariant and will be omitted if we use the fixed-effect 

model. The random-effect model allows us to use time-invariant variables. Similar 

to the fixed effect, the random effect involves intercepts that are constant over time 

and different for each entity (Brooks, 2014). Unlike the OLS, the random-effects 
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estimator accounts for the fact that some of our observations refers to the same 

company. The random-effect model is therefore applied to the regressions 

considered in this thesis.  

 

Research question 1 

We run a regression with ROA as dependent and SOEs as independent. Second, we 

run the same regression but with POEs instead. We cannot run these two dummies 

in the same regression, as they are perfectly negatively correlated. We run the 

regression twice, including each dummy. Both regressions are used to answer the 

research questions.  

  

Hypothesis 1 

H0: State ownership has a negative impact on ROA. 

HA: State ownership does not have a negative impact on ROA. 

 

Model 1 

𝑅𝑂�̂�𝑖,𝑡 =  𝛼0 + 𝛾1𝑆𝑡𝑎𝑡𝑒 𝑂𝑤𝑛𝑒𝑟𝑠ℎ𝑖𝑝𝑖,𝑡 + 𝛾2𝑃𝑢𝑏𝑙𝑖𝑐𝑙𝑦 𝑙𝑖𝑠𝑡𝑒𝑑𝑖,𝑡−1 + 𝛽3𝐺𝑟𝑜𝑤𝑡ℎ𝑖,𝑡

+ 𝛽4𝑆𝑖𝑧𝑒𝑖,𝑡 + 𝛽5𝐴𝑔𝑒𝑖,𝑡 + 𝛽6𝑀𝑎𝑟𝑘𝑒𝑡 𝑠ℎ𝑎𝑟𝑒𝑖,𝑡−1

+ 𝛽7𝐷𝑒𝑏𝑡 𝑡𝑜 𝐴𝑠𝑠𝑒𝑡𝑠𝑖,𝑡−1 + 𝛾8𝐶𝑖𝑡𝑦𝑖,𝑡

+ ∑ 𝛾𝑘𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑖,𝑘 +

𝑘

𝜀𝑖,𝑡     𝑖 ∈ 𝑁, 𝑡 = [2002,2015 ] 

The model is created to answer Research Question 1 and Hypothesis 1, where i is an index over 

firms, N is the full set of firms, and k = A,…,U, which is the different main industries from SN2007 

(see Appendix 2).  characterizes a dummy variable.  

 

Hypothesis 2 

H0: Private ownership has a positive impact on ROA. 

HA: Private ownership does not have a positive impact on ROA. 
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Model 2 

𝑅𝑂�̂�𝑖,𝑡 =  𝛼0 + 𝛾1𝑃𝑟𝑖𝑣𝑎𝑡𝑒 𝑂𝑤𝑛𝑒𝑟𝑠ℎ𝑖𝑝𝑖,𝑡 + 𝛾2𝑃𝑢𝑏𝑙𝑖𝑐𝑙𝑦 𝑙𝑖𝑠𝑡𝑒𝑑𝑖,𝑡−1

+ 𝛽3𝐺𝑟𝑜𝑤𝑡ℎ𝑖,𝑡 + 𝛽4𝑆𝑖𝑧𝑒𝑖,𝑡 + 𝛽5𝐴𝑔𝑒𝑖,𝑡 + 𝛽6𝑀𝑎𝑟𝑘𝑒𝑡 𝑠ℎ𝑎𝑟𝑒𝑖,𝑡−1

+ 𝛽7𝐷𝑒𝑏𝑡 𝑡𝑜 𝐴𝑠𝑠𝑒𝑡𝑠𝑖,𝑡−1 + 𝛾8𝐶𝑖𝑡𝑦𝑖,𝑡

+ ∑ 𝛾𝑘𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑖,𝑘 +

𝑘

𝜀𝑖,𝑡     𝑖 ∈ 𝑁, 𝑡 = [2002,2015 ] 

The model is created to answer Research Question 1, and Hypothesis 2, where i is an index over 

firms, N is the full set of firms, and k = A,…,U, which is the different main industries from SN2007 

(see Appendix 2).  characterizes a dummy variable.  

 

According to the literature, SOEs are concerned with more than financial goals. 

Similar research has been done, and much of the evidence indicates that POEs 

outperform SOEs. We therefore expect to keep H0 for Hypothesis 1 and H0 for 

Hypothesis 2. 

 

Research question 2 

To answer the second research question, we run the regression with DPR as the 

dependent variable. The regression is tested for SOEs and POEs separately for the 

same reason as mentioned for the first research question. Both regressions are used 

to answer the research question.  

 

Hypothesis 3 

H0: State ownership has a negative impact on DPR. 

HA State ownership does not have a negative impact on DPR. 

 

Model 3 

𝐷𝑃�̂�𝑖,𝑡 =  𝛼0 + 𝛾1𝑆𝑡𝑎𝑡𝑒 𝑂𝑤𝑛𝑒𝑟𝑠ℎ𝑖𝑝𝑖,𝑡 + 𝛾2𝑃𝑟𝑒𝑡𝑎𝑥𝑖,𝑡 + 𝛾3𝑃𝑢𝑏𝑙𝑖𝑐𝑙𝑦 𝑙𝑖𝑠𝑡𝑒𝑑𝑖,𝑡−1

+ 𝛽4𝐺𝑟𝑜𝑤𝑡ℎ𝑖,𝑡 + 𝛽5𝑆𝑖𝑧𝑒𝑖,𝑡 +  𝛽6𝐴𝑔𝑒𝑖,𝑡

+ 𝛽7𝑂𝑤𝑛𝑒𝑟𝑠ℎ𝑖𝑝 𝑐𝑜𝑛𝑐𝑒𝑛𝑡𝑟𝑎𝑡𝑖𝑜𝑛𝑖,𝑡−1 + 𝛽8𝐷𝑒𝑏𝑡 𝑡𝑜 𝐴𝑠𝑠𝑒𝑡𝑠𝑖,𝑡−1

+ 𝛽9𝐹𝐶𝐹𝑖,𝑡−1 + 𝛽10𝐹𝐶𝐹𝑖,𝑡−1 ∗ 𝑃𝑟𝑒𝑡𝑎𝑥𝑖,𝑡 +  𝛾11𝐶𝑖𝑡𝑦𝑖,𝑡

+ ∑ 𝛾𝑘𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑖,𝑘 +

𝑘

𝜀𝑖,𝑡   𝑖 ∈ 𝑁, 𝑡 = [2002,2015 ] 

The model is created to answer Research Question 2, and Hypothesis 3, where i is an index over 

firms, N is the full set of firms, and k = A,…,U, which is the different main industries from SN2007 

(see Appendix 2).  characterizes a dummy variable.  
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Hypothesis 4 

H0: Private ownership has a positive impact on DPR. 

HA: Private ownership does not have a positive impact on DPR. 

 

Model 4 

𝐷𝑃�̂�𝑖,𝑡 =  𝛼0 + 𝛾1𝑃𝑟𝑖𝑣𝑎𝑡𝑒 𝑂𝑤𝑛𝑒𝑟𝑠ℎ𝑖𝑝𝑖,𝑡 + 𝛾2𝑃𝑟𝑒𝑡𝑎𝑥𝑖,𝑡 + 𝛾3𝑃𝑢𝑏𝑙𝑖𝑐𝑙𝑦 𝑙𝑖𝑠𝑡𝑒𝑑𝑖,𝑡−1

+ 𝛽4𝐺𝑟𝑜𝑤𝑡ℎ𝑖,𝑡 + 𝛽5𝑆𝑖𝑧𝑒𝑖,𝑡 +  𝛽6𝐴𝑔𝑒𝑖,𝑡

+ 𝛽7𝑂𝑤𝑛𝑒𝑟𝑠ℎ𝑖𝑝 𝑐𝑜𝑛𝑐𝑒𝑛𝑡𝑟𝑎𝑡𝑖𝑜𝑛𝑖,𝑡−1 + 𝛽8𝐷𝑒𝑏𝑡 𝑡𝑜 𝐴𝑠𝑠𝑒𝑡𝑠𝑖,𝑡−1

+ 𝛽9𝐹𝐶𝐹𝑖,𝑡−1 + 𝛽10𝐹𝐶𝐹𝑖,𝑡−1 ∗ 𝑃𝑟𝑒𝑡𝑎𝑥𝑖,𝑡 +  𝛾11𝐶𝑖𝑡𝑦𝑖,𝑡

+ ∑ 𝛾𝑘𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑖,𝑘 +

𝑘

𝜀𝑖,𝑡   𝑖 ∈ 𝑁, 𝑡 = [2002,2015 ] 

The model is created to answer Research Question 2, and Hypothesis 4, where i is an index over 

firms, N is the full set of firms, and k = A,…,U, which is the different main industries from SN2007 

(see Appendix 2).  characterizes a dummy variable.  

 

Little research has been done on the difference in dividend payouts between SOEs 

and POEs. Megginson et al. (1994) report an increase in dividend payouts when 

firms are privatized. We believe that that politicians prefer retained earnings over 

dividend. Thus, we expect to keep H0 for Hypothesis 3 and H0 for Hypothesis 4. 

 

Control variables included in the models 

As illustrated by models 1-4, we include a large number of independent variables 

to create the best fitted models. The literature suggests a number of factors that can 

influence ROA and DPR. To create the best possible models, we include variables 

that can explain such factors. We lag the control variables, which possibly takes 

time to impact the dependent variables: DPR and ROA. These variables are as 

follows: publicly listed, market share, ownership concentration, debt to assets, and 

free-cash flow. Lagged values are also likely to reduce the autocorrelation in the 

models (Brooks, 2014).  

 

For models 1-2, we include the following variables: publicly listed, growth, size, 

age, market share, debt to assets, city, and industry. 

 

According to Goldeng et al. (2008), the value of a company’s assets may be more 

correctly valued when listed, and consequently closer to their market values, than 

unlisted companies. Also, publicly traded companies in Norway were, from 2005, 

09422470930539GRA 19502



 17 

obliged to follow International Financial Reporting Standards (IFRS.org). Gjerde, 

Knivsflå and Saettem (2008) report evidence that the IFRS standards are marginally 

value relevant by examining publicly traded companies on the Oslo Stock 

Exchange. Thus, we believe that a majority of companies in Norway have a higher 

asset value. We predict that publicly listed companies have a negative coefficient 

(𝛾2< 0).  

 

The literature suggests that growing firms generally exhibit higher profitability than 

firms that do not grow (Wiklund, 1999). We predict a positive coefficient for 

growth (𝛽3 > 0). One of the early themes of the relationship between size and 

profitability is economies of scale. Hall and Weiss (1967) find a positive but 

decreasing relationship between size and profitability. We accordingly predict a 

positive coefficient for size (𝛽4 > 0). New companies often have an establishment 

period where profitability is low, since attention is given to getting the enterprise 

up and going (Goldeng et. al., 2008). We therefore predict a positive coefficient for 

age (𝛽5 > 0). A high market share should imply advantages that contribute to higher 

revenue and positive cost effects relative to competitors (Narver and Slater, 1990). 

We thus predict a positive coefficient for market share (𝛽6 > 0). Frank and Goyal 

(2009) argue that high profitable firms tend to have lower leverage. We thus predict 

a positive coefficient for debt to assets (𝛽7 > 0). We believe that location of 

companies can be a factor impacting their performance. Companies which operate 

in cities are closer to large groups of customers and suppliers. The ones outside 

cities can have large transport costs due to being further away. We accordingly 

predict a positive coefficient for city (𝛾8 > 0). Some industries are capital 

intensive, while others are not. For example, service-oriented firms (lawyers, 

mechanics etc.) often have fewer assets than capital-intensive firms (construction 

and manufacturing). Companies have characteristics that are unique to their 

industry, which can impact ROA (Davis, 2006). We predict different coefficients 

for each industry.  

 

For models 3-4, we include the following variables: pretax, publicly listed, growth, 

size, age, ownership concentration, debt to assets, free cash flow, free cash 

flowpretax, city, and industry.  
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In 2004, a tax reform was announced by the Ministry of Finance. The purpose of 

the reform was to create a more equal taxation of labor income and investment 

income. The reform was implemented on January 1, 2006. The reform increased 

the total sum of taxation on dividends for the firm and the investor. Previously, they 

paid a total of 28% in taxes. The reform increased the total taxation to 48% 

(Thoresen, Bø, Fjærli and Halvorsen, 2010). Some scholars argue that a decrease 

in taxation of dividends increases dividend payout. Poterba (2004) finds evidence 

that dividends are influenced by taxation. We expect to see a higher dividend payout 

prior to the tax reform, as there is lower taxation on paying dividends. We predict 

a positive coefficient for pretax (𝛾2 > 0). Brav, Graham, Harvey and Michaely 

(2005) state that listed firms tend to have more predictable and stable dividend-

payout policies than non-listed firms, as they are more reluctant to reduce dividend 

payouts. We predict a positive coefficient for publicly listed firms (𝛾3 > 0).  Rozeff 

(1982) finds evidence that firms pay lower dividends when they are experiencing 

or predicting higher revenue growth. The growth entails higher investment 

expenditures. We predict a negative coefficient for growth (𝛽4 < 0). 

 

Financial constraints can impact a company’s payout decision. Companies low in 

funds might not have an opportunity for a high dividend payout. Hadlock and Pierce 

(2010) argue that age and size are quality measures for financial constraints. They 

find that an increase in age and size tends to improve the constraints. There are 

additional arguments for why these variables could be included. The idea that size 

has an impact on dividend has been generally accepted by financial economists. 

Redding (1997) offers an argument which is consistent with much of previous 

literature. First, he argues that large investors care more about transaction costs than 

do small investors. Transaction costs are often lower for large corporations, as their 

shares are more liquid. Therefore, large investors choose to invest in large 

corporations. Second, he argues that large investors prefer dividends, which makes 

the large corporations pay more in dividends (Redding, 1997). Large firms often do 

not have the same investment opportunities as smaller firms, which have large 

growth opportunities. A large corporation often pays dividends to make sure that 

managers do not overinvest in mature businesses (Barclay, Smith and Watts, 1995). 

As a firm grows older, its investment opportunities decline. Hence, age can 

consequently reduce the funds needed for capital expenditures. The funds can be 
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used for dividend payouts instead (Nizar Al‐Malkawi, 2007). In accord with the 

above, we predict a positive coefficient for both size (𝛽5 > 0) and age (𝛽6 > 0).  

 

Dispersion of ownership among shareholders can influence the dividend payout. 

Rozeff (1982) states that shares held by fewer stockholders make ownership more 

concentrated, which can lead to lower agency costs, which leads to a lower optimal 

dividend payout. More dispersion leads to higher dividend payout. We thus predict 

a positive coefficient for ownership concentration (𝛽7 > 0). 

 

Brav et al. (2005) find that paying down debt is prioritized rather than paying out 

dividends, though most executives are reluctant to reduce dividends. We predict 

debt to assets to have a negative coefficient (𝛽8 < 0). Free cash flow (FCF) can 

either be retained in a company or paid out. Jensen (1986) argues that the conflict 

of interest between shareholders and managers over payout policies is especially 

severe when companies generate large free cash flows. Since dividend payment is 

a way of mitigating managers, we predict a positive coefficient for FCF (𝛽9 > 0). 

We create the variable FCFPretax to catch the difference in cash flow before and 

after the tax reform. It is cheaper to pay out cash flow as dividends prior to the tax 

reform. We expect that companies will try to increase their cash flows prior to the 

reform, so as to pay out as much as possible. We predict a positive coefficient for 

FCFPretax (𝛽10 > 0).  

 

John, Knyazeva and Knyazeva (2011) find that geographic factors impact 

dividends. They find that remotely located firms pay higher dividends. They argue 

that shareholders are often further away from remote companies, which increases 

the agency conflict. We believe that companies within Norwegian cities are often 

close to their shareholders. We accordingly predict a negative coefficient for city 

(𝛾11 < 0). Lintner (1956) suggests that dividends can be impacted by what industry 

the company operates in. Industries can reflect factors such as investment 

opportunities, earnings and other firm specifics that are unique to each industry. He 

also argues that companies often try to maintain a dividend equal to other 

companies within the industry. We expect to see different coefficients for each 

industry.  
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Our sample period includes the financial crisis. The Norwegian economy was not 

impacted as much as that of many other countries due to high oil prices during the 

crisis (Statistisk Sentralbyrå, 2017). Thus, we are confident that a variable is not 

needed to identify the crisis.  

 

We have created models with a large number of control variables. This will increase 

the explanatory power of the models, and we argue that it will remove much of the 

omitted variable bias. We believe that our models are well fitted to answer our 

research questions.  

 

4. Data 

 

In this section, we discuss how the data is collected, calculated, and filtered to create 

our sample.  

 

4.1 Sources of data 

The data is obtained from The Centre for Corporate Governance Research (CCGR) 

database. The CCGR is an organization which is funded by the business 

community, The Research Council of Norway and BI Norwegian Business School 

(CCGR, 2018). They focus on empirical research and studies of Norwegian firms. 

The data is based on information the state receives from companies in Norway. The 

Norwegian Accounting Act (17. July 1998 no. 56) states that limited liability 

companies (AS) and public limited liability companies (ASA) in Norway are 

obliged to hand in accounting data every year. If companies do not follow these 

regulations, then they risk being liquidated. The information is received by the state 

agency Brønnøysundregisteret. Additional information such as the owners fraction 

of equity is also handed in. The CCGR database is constructed around data from 

Brønnøysundregisteret (Berzins, Bøhren, & Rydland, 2008). It provides us with all 

the corporate-governance and accounting data we need to implement our research 

questions. The accounting law in Norway creates great transparency, which makes 

it easy to argue that the CCGR database is of great quality.  

 

We noticed that the identification of the fraction of shares held by the state was in 

some cases missing from the CCGR database. To improve the identification of state 
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ownership, we received a variable from our supervisor. The variable is received 

from an unpublished paper entitled “The Performance Premium of Family Firms: 

New Evidence from Population Data.” We are thankful for being given this variable 

by Janis Berzins, Øyvind Bøhren and Bogdan Stacescu. This significantly improves 

the identification of state ownership.  

 

The dataset is organized as panel data, which is a combination of time series and 

cross-sectional data. It is unbalanced and includes 3 316 306 observations for 468 

778 unique firms. The data covers a 15-year time period from 2001-2015. The data 

from CCGR includes 48 variables (See Appendix 1). Analysis of the data was done 

in STATA 15. After merging the datasets together and making sure that STATA 

understood that it was panel data, we calculated the variables for our models.  

 

4.2 Variables 

In this section, we show the calculations of the variables in our models. The item 

numbers are retrieved from the CCGR database (see Appendix 1). 

  

4.2.1 Dependent variables 

 
Return on assets 

We include interest expenses in the numerator, as the assets in the denominator are 

often funded by both equity and debt. Hence, we include cash flow from the tax 

shield in ROA to capture some of the capital structure by excluding tax from interest 

expense (Berk and DeMarzo, 2014). ROA is calculated as follows: 

 

𝑅𝑂𝐴𝑡 = (
𝐸𝐵𝐼

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠𝑡
) ∗ 100, 

  

where t = time period, earnings before interest (EBI) = income before extraordinary 

items (item_35) + interest expense (item_29) + other interest expense (item_30), 

Total Assets = total fixed assets (item_63) + total current assets (item_78). 

 

Dividend payout ratio 

The dividend payout ratio (DPR) is calculated as follows: 

 

𝐷𝑃𝑅𝑡 = (
𝐷𝑖𝑣𝑖𝑑𝑒𝑛𝑑𝑠𝑡

𝐼𝑛𝑐𝑜𝑚𝑒 𝑏𝑒𝑓𝑜𝑟𝑒 𝐸𝑥𝑡𝑟𝑎𝑜𝑟𝑑𝑖𝑛𝑎𝑟𝑦 𝐼𝑡𝑒𝑚𝑠𝑡
) ∗ 100, 
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where Dividends = dividends payable (item_105 if positive, else item_41), Income 

before Extraordinary Items = net income (item_39) + extraordinary revenue 

(item_36) + extraordinary expenses (item_37) + tax on extraordinary income 

(item_38). 

 

4.2.2 Independent variables 

 
Ownership identity 

In our models, we refer to these variables as state ownership and private ownership.  

On the basis of our definition of SOE, we created two dummy variables that 

distinguish between the two ownership types. The two dummies are calculated from 

the variable received from the unpublished paper, “The Performance Premium of 

Family Firms: New Evidence from Population Data.”  

 

Pretax 

To deal with the tax reform, we created a dummy variable for the period before 

2006. The CCGR is based on accounting data. The dividend payout occurs one 

time period after the accounting year. Thus, when a company has accounted for a 

dividend payout in 2004, it pays out in 2005. Hence, the last year before the tax 

reform is 2004. The variable pretax gives the value 1 if the year is equal to 2002, 

2003 or 2004.  

 

Publicly listed 

We use a dummy variable from CCGR (item_17002) which receives the value 1 if 

the company is present on the Oslo Stock Exchange or Oslo Axcess. It contains 

information about the listing status for each specific company in our dataset.  

 

Growth 

We calculate growth as the yearly percentage difference in total operating revenue 

for each specific company: 

 

𝐺𝑟𝑜𝑤𝑡ℎ𝑡 = (
 𝑇𝑜𝑡.𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑡−𝑇𝑜𝑡.𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑡−1

𝑇𝑜𝑡.𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑡−1
) ∗ 100, 

 

where Total operating revenue stands for the total operating revenue (item_11). 

09422470930539GRA 19502



 23 

Size 

Size measures the value of each company’s assets, given in millions. It is calculated 

as follows:  

𝑆𝑖𝑧𝑒𝑡 = 𝑙𝑜𝑔 (𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠𝑡), 

 

where Total assets = total fixed assets (item_63) + total current assets (item_78). 

 

Age 

Age is defined as the founding year subtracted from the present year. It is retrieved 

from item_13420. 

 

Industry (A-U) 

The industry variable is a set of dummies that distinguishes between every main 

industry in Norway by the SN2007 segmentation. The SN2007 is an industry 

classification from Statistics Norway (SSB) (Statistisk Sentralbyrå, 2018), which 

follows international standards. It is designed for use in Norway´s official statistics. 

The SN2007 was first used in 2008. Prior to this, our dataset uses an industry 

classification from SSB called SN2002 (Statistisk Sentralbyrå, 2018). To solve this, 

we converted these industry codes to be consistent with the SN2007. Hence, all 

consecutive years in our dataset are classified by the SN2007. We calculate the 

main industries, using item_50108. The variable gives us the five-digit code the 

companies operate within. Prior to restrictions on the sample, this gives us 1456 

sub-classed industries. We converted these sub-classes into the companies’ two-

digit level (industry divisions). This is an industry classification used by the 

Statistics Norway, which includes 99 divisions. We converted the 99 divisions into 

main sectors, which gives us 21 industries from A-U (see Appendix 2). The variable 

places the companies in the industry where their main activities are located. We use 

the main sectors as variables to control for industry characteristics.  

 

Market share 

We calculate market share by dividing each company’s revenue by the total 

revenue within each industry at the two-digit level (see Appendix 2). The total 

industry revenue is calculated before restrictions and data sampling to obtain the 

most realistic market share for each company. We calculate the measure for 

revenue in a different manner than we calculate our growth variable. This can 
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reduce autocorrelation. The different revenue measurements can also increase the 

explanatory power of our model by identifying other firm characteristics. Market 

share is calculated as follows: 

 

𝑀𝑎𝑟𝑘𝑒𝑡 𝑠ℎ𝑎𝑟𝑒𝑡 = (
𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑡

𝑇𝑜𝑡𝑎𝑙 𝑖𝑛𝑑𝑢𝑠𝑡𝑟𝑦 𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑡
) ∗ 100, 

 

where Revenue = total operating revenue (item_11) + other interest income 

(item_24) + other financial income (item_25), Total industry revenue = (total 

operating revenue (item_11) + other interest income (item_24) + other financial 

income (item_25) for every firm in industry A-U.  

 

Ownership concentration 

Ownership concentration is calculated as the number of owners with a minimum 

5% ownership fraction. In Norway, owners with less than five percent are often 

anonymous owners, which makes it difficult to obtain data on such owners. We feel 

that this is an optimal measure if we are to see the impact of ownership 

concentration. The data is retrieved from item_14026.  

 

Debt to assets 

The debt to assets ratio defines the amount of debt relative to assets. We calculate 

it as follows: 

𝐷𝑒𝑏𝑡 𝑡𝑜 𝐴𝑠𝑠𝑒𝑡𝑠𝑡 = (
𝐷𝑒𝑏𝑡𝑡

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠𝑡
) ∗ 100, 

 

where Debt = total provisions (item_91) + total other long-term liabilities (item_98) 

+ total current liabilities (item_109). Total assets = total fixed assets (item_63) + 

total current assets (item_78). 

 

Free cash flow (FCF) 

Free cash flow measures how much cash a company generates after subtracting 

for capital expenditures. The cash can be used for investments, dividends and 

reducing debt. We exclude cash flow from non-operational and extraordinary 

items to get a picture of the cash flow being generated by operating activities. We 

divide it by total assets to create a ratio. We calculate it as follows: 

 

09422470930539GRA 19502



 25 

𝐹𝐶𝐹𝑡 = (
𝐹𝐶𝐹 𝑒𝑥𝑐𝑙𝑢𝑑𝑖𝑛𝑔 𝑛𝑜𝑛𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔𝑡 𝑎𝑛𝑑 𝑒𝑥𝑡𝑟𝑎𝑜𝑟𝑑𝑖𝑛𝑎𝑟𝑦 𝑖𝑡𝑒𝑚𝑠 𝑡

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠𝑡
) ∗ 100, 

 

where Free cash flow = operating income (item_19) * (1-tax) – depreciation 

(item_15) – write-down of fixed and intangible assets (item_16) – total fixed 

assets item_63) –  inventory (item_64) – account receivables (item_65) + 

account payable (item_102) + tax payable (item_103) + deferred tax (item_89) 

– deferred tax assets (item_45). Total assets = total fixed assets (item_63) + total 

current assets (item_78). 

 

Free cash flow (FCF)Pretax 

To include the difference in cash flow due to the tax reform, we multiply pretax 

by free-cash flow. The variable includes a firm’s free cash flow when the year is 

2002, 2003 or 2004. 

 

City 

We use business zip codes to distinguish between companies which have 

headquarters in one of the ten most-populated cities in Norway (See Appendix 4). 

The city variable is a dummy, which gives the value 1 if a company has a business 

zip code in one of the cities. Item_50102 is used to identify the locations of the 

companies.  

  

4.3 Sample selection 

To analyze the data successfully, we implemented restrictions to make the data fit 

our research questions. The criteria are used for models 1-4. 

 
Criteria 1 

Originally, the dataset included 21 different organizational forms (e.g., SF, KOMM, 

STAT, AS, etc.). We experienced many missing values from companies that were 

not AS or ASA, especially in regard to identifying the owners. These organizational 

forms have less strict rules of accounting than AS and ASA, which may explain the 

high number of missing values regarding ownership identity. To be sure that we 

have correctly and precisely identified state and private ownership, we exclude 

observations of other organizational forms than AS and ASA. The filter will also 
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exclude many companies that do not concern themselves with profitability and 

paying dividends, such as hospitals and schools.  

 

Criteria 2  

It is possible that the dataset from CCGR contains a number of companies that are 

not currently active. These companies can influence the results of our models. In 

addition, the criteria will arguably exclude companies that are likely to be holding 

companies which do not produce goods or services themselves. Companies with 

more than 5 000 000 in annual revenue must have an auditor, which can arguably 

be an assurance of quality reporting. Lack of employees is a sign of a company 

without activity. We accordingly exclude companies which have fewer than 5 000 

000 kroners in annual revenue and fewer than five employees. 

 

Criteria 3 

The industry variables from CCGR (item_50108) occasionally do not classify a 

firm within an industry by giving it the value 0. To make sure all companies belong 

to an industry, we exclude a company’s observation for the year the issue occurs. 

In total, the criteria excludes 188 observations for 150 different firms. 

 

Criteria 4 

From microeconomics, we know that monopolies can create financial benefits for 

companies. We do not include monopolies or duopolies as a control variable, and 

we therefore exclude firms which operate within such markets. We exclude 

companies with more than 80 % market share. To create competition for all firms, 

we make a restriction that each industry must include a minimum of five SOEs and 

10 POEs each year. The criteria fully exclude industries O, T and U and their 

companies. We argue that these criteria fully exclude companies with financial 

benefits due to less competition.  

 

Criteria 5 

The banking and finance sectors report accounts in a different way than other 

industries. This sector is often excluded from studies when one relies upon 

accounting data (Goldeng et. al., 2008). For comparative reasons, industry K is 

excluded.  
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Criteria 6 

Historically, there exists a tendency to privatize SOEs. It can be argued that there 

exists an upward bias: i.e., that high-performing SOEs are being turned in to POEs. 

There is also the possibility of a downward bias: i.e., that low-performing POEs are 

sometimes turned into SOEs (Goldeng et. al., 2008). We exclude SOEs and POEs 

that change ownership structure within our time period. This criterion excludes 

1290 companies, which amounts to 1.5822% of firms in the dataset, after criteria 

1-5 are applied. 

 

Criteria 7 

We implement criteria for the dependent variables ROA and DPR. If the ROA is 

higher than 100%, it means that the profit is at least equal to its assets, which again 

means that the company has doubled the value of its assets. If the ROA is equal to 

-100%, the company has lost value equal to all its assets. We allow values inside 

the range -100%, 100%. We allow DPR within the range 0%, 200%. The SOEs 

sometimes pay out large one-time dividends. The set range includes these 

companies and those which use retained earnings from earlier years. We include 

companies that pay more dividends than they have in earnings.  

 

Criteria 8 

The Norwegian accounting act (17. July 1998 no. 56) states that all ASAs, together 

with large ASs, have to report an income statement, balance sheet, cash flow 

statement and notes (§3-2). However small companies do not need to hand in a cash 

flow statement. The CCGR successfully gives us data on many of the firms. 

However, we observe that some companies have missing data on variables for some 

years. From this, it seems like CCGR do not have data for all years on small 

companies. To deal with the issue we exclude observations in which missing data 

occur.  

 

4.4 Collinearity 

Multicollinearity occurs when two or more of the explanatory variables are highly 

correlated with each other. The correlation can cause biases in the significance of 

the variables (Brooks, 2014). To make sure that this does not exist in our analysis, 

we perform a correlation matrix (see Appendix 3). The SOEs and POEs are 

perfectly negatively correlated. We do not include them in the same regression, and 
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we therefore solve the collinearity problem for these two variables. For the other 

variables, we find no large correlation. Hence, we do not consider multicollinearity 

to be of much concern for our models. 

  

4.5 Descriptive statistics 

This section presents relevant statistics to describe the basic features of our data 

sample. Since we are working with a large data set, it is useful to describe the central 

tendency of each variable.  

 

Table 1 contains information about the main variables used in models 1-4, for the 

year 2015. We have a total of 30 903 observations for all variables. Panel B shows 

that we have a large number of observations when the dummy variables are equal 

to 1. The average ROA is 8.1459%, with a median of 8.1414%. The DPR has a 

mean of 22.2633%, with a median of 0%. The median indicates that a large number 

of the firms do not pay out dividends. We choose 2015 as a representative year, 

since it is late in our sample.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

09422470930539GRA 19502



 29 

Table 1: Descriptive statistics for variables using the representative year of 2015 

 

 

 

We have created a similar table as the one above that includes the mean values 

using the whole time period (see Appendix 5). The average values using the whole-

time period is often close to the values in table 1, indicating that 2015 is a good 

representative year for our sample. In addition, we have created yearly means for 

variables in model 1-4 (see Appendix 6).  

 

Tables 2 and 3 present average values for the whole time period. The values are 

divided into our two ownership types. We include ROA and DPR and the variables 

used to calculate them. For SOEs, the average ROA is 4.3192%, and 10.8798% in 

DPR. The average ROA for POEs is 8.4738% and 24.4069% in DPR. There is a 

significant difference in the average values of ROA and DPR between the two 

ownership types. The earnings before interest are higher for SOEs than POEs. The 

SOEs also have more assets, which results in a lower ROA. The SOEs pay higher 

dividends on average, but due to higher earnings before extraordinary items, they 

also have lower DPR than POEs. The standard deviation is higher for POEs on both 

ROA and DPR.  

 

 

 

 

 

09422470930539GRA 19502



 30 

Table 2: Statistics on the calculations of ROA and DPR for SOEs 

 

 

Table 3: Statistics on the calculations of ROA and DPR for POEs 

 

 

Table 4 presents the number of firms that are defined as state-owned or privately 

owned each year. There is a total of 894 SOEs, with 6 457 observations and 55 228 

POEs with 352 347 observations. The number of SOEs and POEs for each year is 

on average much lower than the total number of companies, which indicates that 

we do not have data for the whole period on a large portion of the companies. The 

number of SOEs and POEs increases as years goes by. We argue that the CCGR 

have improved their data collection during our time period. The lowest number of 

SOEs for a year is 252, and 15 301 for POEs.  
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Table 4: Number of firms and observations 

 

 

Figure 2 presents the average ROA for SOEs and POEs for each year. The highest 

average ROA for POEs occurs in 2007, with a value of 11.2017%. The highest for 

SOEs is in 2007, with a value of 5.5755%. The ROA is higher for POEs for all 

years. As shown by the graph, ROA drops slightly for both ownership types during 

the financial crisis. The POEs are more impacted by the crisis, but there is no 

significant change in ROA compared to many other years. The figure indicates that 

SOEs are less impacted by the crisis. The findings support our arguments for not 

including a dummy for the financial crisis. The figure is created using Appendix 7 

and 8, which also contains yearly means on other variables dependent on state and 

private ownership.  
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Figure 2: ROA for SOEs and POEs (graphed) 

 

 

Figure 3 presents the average DPR for SOEs and POEs each year. The figure 

illustrates that POEs exhibit a higher DPR for all years except 2005. Prior to 2005, 

one can clearly see an abnormally high DPR for POEs. In 2004, POEs had a DPR 

of 50.7051%. This indicates that many POEs wants to pay out dividends prior to 

the tax reform. It is likely that investors prefer receiving more dividends prior to 

the reform due taxes. In 2005, POEs had a DPR of 11.8768%, which is the lowest 

DPR for POEs during the time period. This is expected, as it is likely that the 

immense dividend payouts prior to the reform have reduced the probability that the 

companies have retained earnings and have a lower free cash flow. After 2005, one 

can see that DPR for POEs increases and becomes more stable. The SOEs have a 

much more stable DPR for the time period. They were not allowed to take 

advantage of the change in taxes by their owners. It can also by argued that the 

change in taxes does not change the payment to the state, as taxes also are seen as 

income for the state. From the figure, it is clear that a dummy variable for pretax 

should have explanatory power for DPR. The figure is created using Appendix 7 

and 8, which also contains yearly means on other variables dependent on state and 

private ownership.  
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Figure 3: DPR for SOEs and POEs 

 

 

Figure 4 reports the average ROA when the state has different ownership fractions 

in a company. By our definition of SOEs and POEs, the figure also includes 

SOEs. State ownership is divided into four different brackets. We use the 

Norwegian Private Limited Liability Companies Act (13. June 1997 no. 44) to 

justify the fractions of ownership within each bracket. The state has negative 

majority when possessing 33.34% to 50% of the shares (§5-18(1)), thus giving 

them the right to stop resolutions regarding the articles of association. Between 

50.01%-66.66%, they have majority ownership (§5-17(1)), thus giving the state 

major control to push through resolutions. Between 66.67%-99.99%, they have 

the ability to change resolutions regarding the articles of association (§5-18(1)). 

When they own 100%, the company is fully state-owned. When a company is 

privately owned, the state owns less than or equal to 33.33%, giving the state little 

power over a company’s operations, if they have some fraction of ownership. 

Most of the companies within this bracket are 0% owned by the state. From the 

figure, one can see that POEs have a higher ROA than all the different brackets of 

SOEs. The SOEs have the highest ROA of 4.9048% when they own 33.34% to 

50%. The second highest ROA for SOEs is when they own 100% of a company, 

which gives a ROA of 4.4315%. The two fractions that gives the lowest ROA is 

when the state has majority, and at the same time are partially owned by the 
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private. The second lowest gives a ROA of 4.0922% when the state owns 66.67% 

to 99.99%. The lowest ROA is 3.1769%, when the state owns 50.01%-66.6%. 

 

Figure 4: ROA for different fractions of ownership 

 

 

Figure 5 reports the average DPR when the state has different ownership fractions 

and including private ownership. The fractions of ownership are in the same 

brackets as in Figure 4, using the latter arguments. The POEs exhibit a higher 

DPR than all the different brackets of SOE. The SOEs have the highest DPR of 

12.5580%, when they own between 33.34% and 50%. The second highest is when 

the state owns 100%, which yields a DPR of 11.3106%. The two brackets that 

give the lowest DPR occur when the state has a majority of shares and at the same 

time are partially owned by the private. The second lowest is of 9.9005% when 

the states owns 50.01% to 66.6%. The lowest DPR is 8.8092% when the state 

owns 66.67% to 99.99%. 
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Figure 5: DPR for different fractions of ownership 

 

 

5. Results 

 
This section presents our findings from models 1-4. As described in methodology 

section, we created a model for each hypothesis. We highlight the results and 

discuss the economic implications of each variable for the control variables. Later 

on, we discuss the impact of the two different forms of ownership on ROA and 

DPR, and we try to explain our findings.  

 

5.1 Results for model 1-2 

Model 1-2 runs with ROA as the dependent variable. The SOEs and POEs are 

identified with the dummy variables State and Private Ownership. The table below 

shows the output for both models, which we use two answer hypotheses 1 and 2. 
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Table 5: Regression for ROA 
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Model 1 shows that SOEs are statistically significant with respect to ROA at the 

1% level. The coefficient is negative with a value of -5.327. This finding indicates 

that, if a company is state owned then ROA decreases by -5.327%. Model 2 shows 

that POEs are statistically significant with respect to ROA at the 1% level. The 

coefficient is positive with a value of 5.327, which indicates that SOEs increase 

ROA by 5.327%. The variables state ownership and private ownership support the 

theory suggesting that SOEs performs worse than POEs.  

 

We have included other variables that should impact ROA. Being publicly listed 

has a significantly negative impact on ROA. This is consistent with our 

expectations, which indicates that IFRS standards are value relevant. The publicly 

listed companies have more correctly valued assets than non-listed companies, 

thereby increasing their asset value. Growth has a significantly positive impact on 

ROA. Consistent with our expectations, we find that growing firms exhibit higher 

profitability. Size is statistically significant, with a positive impact on ROA. As 

expected, larger firms have higher ROAs. This supports theories which suggest that 

larger companies experiences economy of scale. Age is significant and negative, 

thereby indicating that younger firms have higher ROAs than older firms. Out of 

line with expectations, it seems that younger firms do not experience an incubation 

time. Loderer and Waelchli (2010) find that old firms are less efficient than their 

peers. The reason for this is higher cost, slower growth, older assets, and reduced 

research and development and investment activities. Our findings are consistent 

with this theory. Market share has a positive relationship with ROA. It is not 

statistically significant, so we cannot conclude that a high market share implies 

advantages that contribute to higher revenue and positive cost effects. Debt to assets 

is significant with a positive impact on ROA. Out of line with expectations, we find 

no evidence supporting theory that profitable firms have less leverage. Market 

timing suggests that companies choose capital structure determined by a trade-off 

between the benefits of debt and the cost of debt (Frank and Goyal, 2009). In 

support of this, the interest rates in Norway during much our sample period can be 

seen as quite low (Norges Bank, 2018). Profitable firms can more easily receive 

loans from creditors than low-performing firms. We argue that market timing can 

explain our findings. Furthermore, the tax rate in Norway is high compared to that 

of many other countries, which allows companies to create a high tax shield from 

the debt. Location (city) is not statistically significant and has negative coefficient. 
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We cannot conclude that companies which are located in cities have superior 

profitability. Industry has a large number of statistically significant variables. As 

expected, the coefficients have different values. This indicates that ROA is 

dependent on an industry’s characteristics. 

 

We have a high R-squared of 8.96%, thereby indicating that our model offers good 

explanatory power for ROA. We argue that the models are fitted to determine the 

impact of state and private ownership on ROA. We keep H0 for Hypothesis 1. From 

Model 2, we keep H0 for Hypothesis 2.  State ownership negatively impacts ROA. 

Private ownership positively impacts ROA.  

 

5.2 Results for model 3-4 

Models 3-4 run with DPR as the dependent variable. The SOEs are identified with 

the dummy variable State Ownership, and POEs are identified with the dummy 

variable Private Ownership. The table below shows the output for both models, 

which are used two answer hypotheses 3 and 4. 
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Table 6: Regression for DPR 
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Model 3 shows that SOEs are statistically significant on DPR at the 1% level. The 

coefficient is negative with the value of 14.3345. The coefficient indicates that, if 

state ownership occurs in a company, then DPR decreases by 14.3345%. The high 

coefficient suggests that SOEs have a considerably negative impact on DPR. The 

results for Model 4 show that POEs are statistically significant on DPR at the 1% 

level. The coefficient is positive with a value of 14.3345. The model increases DPR 

by 14.3345% if a company is privately owned.  

 

We include other variables that can impact DPR. Pretax has a significant impact on 

DPR. Consistent with our expectations, companies have a higher DPR prior to the 

tax reform in Norway. Publicly listed companies have a positive, but not 

significantly positive impact on DPR. We cannot conclude that listed companies 

have a higher DPR than non-listed companies. We find that size has a negative 

impact, while age has a positive impact on DPR. Both are statistically significant, 

which gives mixed results for the argument regarding financial constraints. Age 

tend to improve financial constraints, which is consistent with our expectations. 

Size is negative, which indicates that an increase in size does not improve financial 

constraints. One argument for the surprising impact of size can be that our sample 

contains some company groups. Our filter has probably excluded some of them, but 

the result indicates that there is a significant number left in our sample. Subsidiaries 

often pay much of their excess cash to the parent company. Such a practice would 

potentially create a negative relationship between size and DPR.  We cannot fully 

conclude that financial constraints increase DPR due to our results. However, we 

believe that both size and age would have been positive if company groups were 

not included. Growth is significant with a positive coefficient. This is not consistent 

with theories which suggest that growing firms pay less dividends due to high 

capital expenditures. Arnott and Asness (2003) find that future earnings growth is 

associated with higher current payout rates. Their evidence contradicts theory by 

suggesting that lower dividends are signs of future earnings. Zhou and Ruland 

(2006) find supporting evidence. They suggest that their evidence can be explained 

by free cash flow theory. As growth takes place, cash flow increases. Thus, the 

payout increases to reduce agency conflict. Our findings may be explained by this, 

as increased revenue can increase free cash flow. 
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Ownership concentration is significant, with a positive impact on DPR. This is 

consistent with our expectations, as it indicates that fewer owners reduces agency 

costs, and thereby reducing the dividend payout. As the number of owners 

increases, the dividend increases. Debt to assets has a significantly negative impact 

on DPR. This is consistent with our expectations, thereby indicating that firms 

prioritize paying debt before paying dividends. Free cash flow is positive and 

significant on DPR. This is consistent with theories which state that the conflict of 

interest is larger when FCF is high. The shareholders choose to mitigate the 

managers with dividends. The same relationship is found between DPR and 

FCFPretax. Consistent with our expectations, companies choose to pay out more 

of their free cash when it is cheaper to do so. They increase their free-cash flow 

prior to the reform. We see that the influence of location (city) is positive and 

significant, which is not consistent with our expectations. One possible explanation 

is that large investors which prefer dividends choose companies close by. Hedge 

funds and private-capital companies often operate within cities. Such owners are 

said to prefer to increase the dividend payout from their target companies (Klein 

and Zur, 2009).  

 

The coefficients for each industry are different from other industry coefficients, 

thereby indicating that DPR varies among industries. This is consistent with our 

expectation that DPR varies due to industry characteristics. One can see that most 

industries have a significant impact. 

 

Many of the variables applied in models 3-4 are consistent with expectations and 

theory. We have a high R-squared of 7.9%, thereby indicating that our model has 

good explanatory power for DPR. Thus, we argue that the models can be used to 

determine the impact of SOEs and POEs on DPR. From the result obtained for 

Model 3, we retain H0 for Hypothesis 3, stating that state ownership has a negative 

impact on DPR. From Model 4, We keep H0 for Hypothesis 4. Private ownership 

has a positive impact on DPR.  

 

5.3 Likely explanations for the impact of state ownership 

In this section, we apply theory and literature to offer likely explanations of our 

findings. We discuss different arguments and analyze those which are consistent 

with our results. 
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5.3.1 Return on assets 

The state argues that many of its companies focus on creating a rate of return on the 

state’s investments. However, we believe that politics can also be implemented by 

a high number of SOEs. One example is provided by the creation of excess 

employment. Numbers for the year 2015 shows that the state employs around 690 

000 people (DIFI, 2018), which is very high compared to the low population in 

Norway. Critics of the SOEs have often argued that such a strategy is implemented 

by many SOEs. We believe that excess employment provides a valid argument for 

explaining our findings. The cost can be higher for SOEs than POEs, thereby 

reducing ROA.  

 

Some argue that the state can provide jobs above market wages. This might be the 

case abroad, but in Norway, the SSB reports a relatively equal wage between state-

owned and privately owned enterprises. In 2015, the average monthly salary in the 

private sector was 43 200 kroners. The average in SOEs owned by the federal or 

central government was 45 700 kroners, while it was 38 600 kroners for those 

owned by regional and local governments (Statistisk Sentralbyrå, 2017). We 

therefore argue that such a strategy is not likely in Norway, thus not explaining our 

results.  

 

Many of the strategies politicians implement likely reduce ROA for SOEs. Our 

filters should exclude companies that only focus on welfare goals, but we still 

believe that many of the companies which are supposed to be for financial purposes 

are influenced by politicians. As politicians are concerned with reputations and 

staying in office, it is hard to deny that they can influence SOEs to implement 

political strategies. Using excess employment as evidence, we argue that many 

SOEs have lower profitability thanks to politicians who implement such strategies.  

 

From the evidence on DPR, it is clear that SOEs keep much of their earnings. The 

managers therefore have a lot of money that can be used. From this, it is likely that 

the managers of SOEs can be responsible for the results of lower ROA as well as 

the managers.  

 

Theory suggests that SOE managers have fewer incentives to increase efficiency 

and reduce costs. The state has regulations for the financial compensations given to 
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managers. For fully state-owned and partially state-owned companies, the 

government states that compensations should be competitive but not market 

leading. For publicly traded SOEs, the bonus given shall not exceed 30% of the 

base salary (Fiskeridepartementet, 2015). According to such restrictions, the 

managers of POEs often have higher salaries than the managers of SOEs. We argue 

that politicians can struggle more than private owners to align their interests with 

their company managers. The managers of SOEs often receive a smaller fraction of 

the return than the managers of POEs if profitability and efficiency increase. 

Salaries can give SOEs managers fewer incentives such that they focus on things 

other than profitable actions. Lower salaries might also make good managers favor 

working for POEs, as salary is important to many managers. We argue that lower 

manager salaries can potentially explain our results.  

 

As if lower salaries were not creating enough problems to aligning interests, we 

also argue that the managers of SOEs may themselves seek political careers. Many 

of the managers of SOEs in Norway have ties to different political parties; thus, it 

is possible that decisions are based on boosting political careers in the managers’ 

own interest rather than on increasing profitability. We believe that political 

managers potentially explain our results. The managers can use resources to benefit 

themselves politically instead of making firms more profitable.  

 

Evidence exists of SOEs in Norway receiving funding to survive. In 2014, “Det 

Store Norske Spitsbergen Kullkompani”, was close to bankruptcy. It asked for a 

bailout from the state of approximately 500 million Norwegian kroners 

(Kramviken, 2015). Funds were granted by the government, which enabled the 

company to continue its operations. Such a bailout seems less likely to happen to a 

private company unless the owners think profitability can be restored to the 

company. Such a practice can make non-profitable firms continue operations rather 

than create space for new companies that are profitable. As the state is willing to 

bail out companies from bankruptcy, we argue that SOEs have soft budgets. They 

are potentially afraid of losing political support, as a bankruptcy can make voters 

lose their jobs. The cost of a bailout can be spread over many taxpayers, thereby 

making it hard for voters to see the impact of soft budgets. Such soft budgets could 

lead to managers taking excessive risks. The consequences of risk-taking are 

smaller if the managers do not face bankruptcy and have soft budgets. From this, 
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we find it likely that soft budgets plus excessive risk taking from SOEs managers 

are potential explanations of our results.  

 

Figure 4 shows that ROA differs when the fraction of state ownership changes.  

The state is less profitable when it holds enough shares to have a majority of votes. 

From this it seems that the state can push through decisions such as excess 

employment and political strategies that could reduce ROA. When the state has 

minority rights, one can see a slightly higher ROA. The state can then not push 

through such decisions, as the majority shareholders are often not interested in 

accepting activities that reduce ROA. The profitability of SOEs when the state has 

a negative majority does, however, still have lower ROA than POEs. This can 

indicate that managers drive down profitability due to lower salaries, as partially 

state-owned companies are still restricted to state salaries.  

 

The office of the auditor general (Riksrevisjonen, 2016) investigates SOEs 

controlled by the departments in Norway. It finds that some of the SOEs have not 

been performing as expected. One explanation is that the managers do not collect 

information enough to compare a company with its peers. As a consequence, the 

companies have not managed to be as effective as their competitors. In addition, 

the board of SOEs lacks the competence needed to make the most profitable 

decisions. This gives further evidence to our arguments that both the principal and 

the agent generate less profitability for SOEs. 

 

There may be a number of explanations, and we admit that the difference in ROA 

between SOEs and POEs might be caused by other factors as well. However, we 

find it likely that the peculiarities mentioned are likely explanations and note that 

they are somewhat documented. The finding is consistent with previous empirical 

evidence we have discussed.  

 

5.3.2 Dividend payout ratio  

Dividends provide a way to discipline managers, so it is valid in the cases of SOEs 

and POEs. We see that the SOEs have large earnings on an average, which gives 

them a choice in if they should pay dividend or let the companies keep their 

earnings. In light of discussed theory, we create arguments that is likely to explain 

the low DPR for SOEs. 
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SOEs in Norway where the state is the single owner cannot float new securities by 

turning to the capital market. Capital infusions from the state can be hard to receive, 

as they need to compete with a large number of spending areas. As mentioned 

earlier, SOEs want to avoid bankruptcy. It therefore seems reasonable to argue that 

the owners let SOEs keep their earnings so they do not go bankrupt or need funding 

to keep operating. The same can be argued for partially state-owned companies, as 

the state needs to help fund such companies together with private ones, if needed.  

 

Trade unions and interest groups such as employees have a strong position in 

Norway. They can quickly get media attention and inform people about their views 

of an issue. They have a history of acting if a majority of their members are 

dissatisfied. If such groups can benefit from making a company keep earnings as 

discussed in theory, then we should expect to see a drop in the dividend payout. 

These groups are fully aware of the politician’s role as owners in Norway. We 

therefore find it likely that politicians prefer lower dividends to satisfy such groups. 

We argue that such an issue is less severe for POEs, as the owners do not need to 

concern themselves with being reelected.  

 

Theory argues that politicians prefer earnings to be retained, hoping thereby to 

create an increased rate of return. The ROA is lower for SOEs though the DPR is 

lower, so we cannot conclude that politicians let them keep earnings to get a higher 

rate of return. We find it more likely the cash is used to satisfy voters, as discussed 

earlier. Our findings are consistent with arguments that politicians seek low 

dividend payouts to make SOEs financially capable of implementing government 

policies. Many SOEs are motivated to help create a welfare state, and allowing 

companies to keep earnings is arguably necessary to implementing such strategies. 

 

Evidence does not support theories which argue that politicians use dividends to 

attract voters. Rather, it seems that SOEs keep their earnings so the politicians can 

attract voters and maintain good reputations. Norwegian voters do not have any 

direct cash flow rights, as the cash goes into the national budget. Thus, we argue 

that they do not have any preference for dividends which may influence politicians 

to allow SOEs to keep their earnings.  
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Principal agent theory argues that owners can align managers’ interests with their 

own through dividend payouts. We argue that it is in the interest of politicians to 

let SOEs keep their earnings, thereby to gain political support and be reelected. This 

can make it harder for the owners of SOEs to deal with the principal-agent problem, 

as voters prefer the cash to stay within the SOEs. The main objective of the owners 

of POEs is to receive a profit for their investments. We argue that they can more 

effectively deal with the principal-agent problem by financially disciplining their 

managers, thus providing POEs with a higher DPR. 

 

Figure 5 shows that the lowest DPR occurs when the state has a majority vote in 

SOEs and when private owners are minority holders. From this observation, one 

could argue that the state owners exploit minority shareholders to receive private 

benefits. They do not want to share earnings with co-investors, thereby reducing 

the dividend payouts. One can see that DPR increases when the state has no co-

investors, which gives further evidence to this argument. Exploiting minority 

shareholders will create a lower DPR on average for SOEs. 

 

We argue that the principals of SOEs act in their own interests and thus cannot 

focus on the principal-agent problem to the same extent as private owners. In 

addition, it seems they do not share earnings with co-investors, which should 

decrease the DPR of SOEs. We admit that some of the reasons might have to do 

with factors other than mentioned. However, we find it likely that these peculiarities 

are likely explanations and are somewhat documented. The finding is consistent 

with empirical evidence.  

 

6. Robustness 

 
To evaluate the validity and quality of our results, we have conducted a number of 

additional tests.  

 

6.1 Allowing change in ownership  

The sample selection excludes companies that changes from SOEs to POEs, and 

vice versa. We perform robustness tests where we include companies that change 

ownership structure to see if it impacts our results (see Appendix 9 and 10). We 
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only allow one change in ownership, as multiple changes seem unreasonable within 

the time period of 14 years. We include the same criteria’s, expect criteria 6 in the 

sample. Excluding criteria 6 together with including only one change in ownership 

increases the sample with 812 firms. All else is equal to model 1-4. For the ROA 

regression we find that state ownership is statistically significant at the 1% level 

with a coefficient of -3.6576. Private ownership is statistically significant at the 1% 

level with a coefficient of 3.6576. For DPR, we find that the coefficient is 

statistically significant at the 1% level with a value of -10.8847 for state ownership. 

The coefficient for private ownership is statistically significant with the value of 

10.8847. The regressions show that there is less difference in ROA and DPR 

between SOEs and POEs, compared to model 1-4. The results can potentially be 

explained by the argument of a downward bias; Low performing POEs are turned 

into SOEs. The results are in line with Model 1-4, indicating that SOEs negatively 

impacts ROA and DPR, while POEs positively impacts ROA and DPR.  

 

6.2 Changing the definitions of SOEs and POEs  

There exists a number of different definitions of an SOE. Thus, we decide to change 

the definition of an SOE and a POE to see if such a change would yield a different 

result (see Appendix 11 and 12). We define an SOE as any entity of which the state 

owns more than 50%. Thus, the state will have majority in all companies. The 

sample is equal to the one used for model 1-4. For ROA, state ownership has a 

negative coefficient with the value of -4.9642, while private ownership has a 

positive coefficient of 4.9643. Both are statistically significant at the 1% level. The 

tests indicate that there is a smaller difference in ROA and DPR between SOEs and 

POEs, compared to model 1-4.  We argue that the reason for the smaller impact of 

SOEs is that the private ownership variable now includes companies in which the 

state has a negative majority. The evidence is, however, consistent with results from 

models 1-4.  

 

6.3 Only dividend-paying firms 

The sample includes both dividend paying and non-dividend paying firms. We 

decide to run a robustness test where we only include dividend paying firms. A 

company has to pay dividend at least one time during the sample period to be 

included. From the output (see Appendix 13), we observe a coefficient of -5.0730 

for State Ownership, and 5.0730 for Private Ownership. State and private 
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ownership are no longer statistically significant at any level. This indicates that the 

ownership types do not impact DPR for dividend paying firms significantly. For 

further investigation, we created a graph to exhibit the differences. 

 

Figure 6: DPR for only dividend paying firms. 

 

 

SOEs have higher DPRs than POEs for the following years: 2005, 2006,2007, 2008, 

2009, 2012, and 2013. It is clear that the dividend payouts between SOEs and POEs 

is overall relatively even after the tax reform in 2006. One might say that this 

contradicts previous results. However, we argue that it does not. 

 

Only 24% of SOEs pay dividends in our sample. For POEs, 51% of the companies 

pay dividends at least once. This indicates that being state owned should decrease 

the DPR of companies. This is consistent with arguments which suggest that SOEs 

prefers earnings to be retained rather than paid out. Also, we know that some SOEs 

can pay immense one-time dividends, which can influence the total average DPR 

for SOEs, thereby creating no significant difference between being state owned or 

privately owned. Interestingly, we find that 121 SOEs pay dividends when the state 

has 100% ownership, while 63 of them pays when they have negative majority. 

Only 31 SOEs pay dividends when the state has majority, and minority owners 

exist. From this, it seems that SOEs mainly pay dividends when they do not have 

the ability to exploit other shareholders. As so few SOEs pay dividends, together 
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with insignificant answers from the test, we argue that the results do not contradict 

the results of models 3-4. 

 

6.4 Changing the profitability and dividends measure 

We argue that ROA and DPR is optimal measures for profitability and dividends 

even though they have weaknesses. Thus, we change measures for profitability and 

dividends, to make sure that ROA and DPR are consistent with other measures (see 

Appendix 13 and 14). For profitability, we use a profit margin ratio. We calculate 

profit margin as: earnings before extraordinary items divided by revenues. For 

dividends, we create the measure: dividends divided by free cash flow. There exists 

the possibility that controlling shareholders underreport earnings in order to 

increase the dividend payout ratio. In an attempt to deal with the issue, we use free 

cash flow instead of earnings. From the regression using profit margin, State 

ownership has a coefficient of -2.082, while private ownership has a coefficient of 

2.0820. Both are statistically significant at the 1% level. For dividends over free 

cash flow, state ownership has a negative coefficient of -9.2522, while private 

ownership has a coefficient of 9.2522. Both are statistically significant at the 1% 

level. The results are in line with evidence from model 1-4. We argue that our 

measures are of quality, and changing them do not give any other results.  

 

7. Conclusion 

 
The main purpose of this thesis is to investigate the impact of state and private 

ownership on return on assets and dividend payouts in Norway. There is a long-

standing debate on the performance of state-owned enterprises, and we argue that 

not enough evidence has been put forward regarding the subjects. Thus, we want to 

contribute to the research.  

 

First, we conducted a multiple regression analysis with random effects on both the 

return on assets and dividend payout ratio. The random-effects model was the most 

appropriate, as we have a large number of time-invariant variables. We have a large 

dataset with a total of 894 state-owned enterprises and 55 228 privately owned 

enterprises, for the years 2002-2015. The definitions of state ownership vary across 
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research papers, so we chose a definition that fits our study. We define state-owned 

enterprises as any corporate entity in which the state owns more than 33.33%.  

 

We find evidence that being state owned negatively impacts a company’s return on 

assets and dividend pay-out ratio. Private ownership positively impacts the return 

on assets and the dividend pay-out ratio. State-owned enterprises have an average 

return on assets of 4.3192%, while privately owned enterprises have 8.4738%. We 

find that state-owned enterprises have an average dividend payout ratio of 

10.8798%, while the privately owned enterprises have 24.4069%. State-owned 

enterprises have the lowest return on assets when they possess between 50,01%-

66,66% of a company’s shares. State-owned enterprises have the lowest dividend 

payout ratios when the state possesses majority rights and have minority 

shareholders that they can potentially exploit. We find that privately owned 

enterprises have immense dividend payout ratios prior to the tax reform in 2006. 

After the tax reform, there is a significant decrease in dividend payout ratios for 

privately owned enterprises.  

 

To control for other factors than ownership, we include a number of explanatory 

variables for the regressions on return on assets and our dividend payout ratio. We 

find evidence that growth, size, and debt to assets positively impacts return on 

assets. Age and listed companies negatively impacts return on assets. Additionally, 

the industry a company operates in impacts return on assets. We find evidence that 

growth, age, ownership concentration, free cash flow, free cash flow prior to the 

tax reform and companies within cities has a positive impact on our dividend payout 

ratio. Additionally, our dummy variable that takes the tax reform into account 

indicates that the dividend payout ratio is higher prior to the tax reform. We find 

evidence that size and debt to assets negatively impacts our dividend payout ratio. 

The regressions indicate that industries impact the dividend payout ratio differently.  

 

We performed additional tests to validate our results. Theory and literature has 

different definitions of state ownership. Thus, we change the definition of state 

ownership to see if it provides different results. For additional testing, we include 

companies that changes from state-owned enterprises to privately owned 

enterprises, and vice versa. These tests give the same results as our main models. 

We also include a test with only dividend paying firms. The results indicate that 
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there is no significant difference in dividend payout ratios between the two 

ownership types. Finally, we changed our measure for profitability and dividends. 

The results indicate that state ownership negatively impacts a profit margin and 

dividends over free cash flow, while private ownership positively impacts the two 

measures.   

 

We conclude that state ownership negatively impacts the return on assets and the 

dividend payout ratio for a company. In addition, private ownership positively 

impacts the return on assets and dividend pay-out ratio. The evidence is consistent 

with theory and literature, thus suggesting that state ownership is less profitable and 

exhibits a lower dividend pay-out ratio. We argue that voters, politicians and 

managers of SOEs are reasons for the negative impact on ROA and DPR. We argue 

that the principals of SOEs act in their own interest and thus cannot focus on the 

principal-agent problem to the same extent as private owners. 

 

7.1 Limitations and recommendations for further research  

Our results highlights questions that have to be left for future research. First and 

foremost, what causes the negative impact of SOEs? We have provided arguments 

for what we find most likely to drive down ROA and DPR for SOEs. However, 

more specific testing is needed to justify these arguments. We explicitly focus on 

Norway in this study. As stated earlier, differences between countries make it 

doubtful that empirical results automatically apply for all countries. Thus, testing 

within other nations should be performed. We only include AS and ASA firm’s 

due to missing data on ownership for other organizational forms. Including 

multiple organizational forms would likely increase the number of SOEs in our 

data set. We know that many SOEs in Norway, such as schools and hospitals 

often have other organizational forms. Including such companies could potentially 

influence our results.  

 

We argue that we have a representative sample and created good models to 

answer our research questions. However, future testing should be performed in 

order to fully conclude that SOEs has lower dividends and underperforms 

compared to POEs. 
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Appendix 2: Industry distribution (SN2007) 
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Appendix 3: Correlation matrix 
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Appendix 4: Cities included in City Variable  
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Appendix 5: Main sample descriptive statistics 
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Appendix 6: Main sample yearly descriptive statistics (means) 
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Appendix 7: Main sample yearly descriptive statistics (means for SOEs) 
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Appendix 8: Main sample yearly descriptive statistics (means for POEs) 
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Appendix 9: Robustness test (1) for ROA: Allowing change in ownership 
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Appendix 10: Robustness test (2) for DPR: Allowing change in ownership 
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Appendix 11: Robustness test (3) for ROA: Changing the definitions of 

SOEs and POEs 
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Appendix 12: Robustness test (4) for DPR: Changing the definitions of 

SOEs and POEs. 
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Appendix 13: Robustness test (5) for DPR: Only dividend-paying firms. 
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Appendix 14: Robustness test (6) for profitability: Profit margin 
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Appendix 15: Robustness test (7) for dividend payout: Earnings divided by 

Free cash flow 
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