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Purpose:  The paper investigates the impact of motivation on cost stickiness   

in Swedish listed firms. It seeks to examine whether asymmetric 

costs are exhibited when managers are motivated to meet or beat 

earnings. 

 

Methodology: Quantitative approach is employed to interpret the results from an 

                                            unstructured data set. 

 

Theoretical Perspectives: Economic Theory, Agency Theory 

 

Empirical foundation: A sample of 192 firms with time period 2014-2018 

 

Conclusions:  We conclude that asymmetric cost behaviour can be found in 

Swedish listed firms. It was however observed that despite this, 

motivation or managerial incentives do not serve as a factor to cost 

stickiness. This therefore raises the question as to whether other 

explanatory variables serve as an influence to this cost stickiness. 
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1. Introduction 

This chapter provides a background to the study and reports the problematization, purpose and 

research questions. It presents an introduction to the concept of cost asymmetry and managerial 

incentives to cost stickiness. It further provides the importance of this study to the Swedish 

context. Finally, the organization of the rest of the study is described at the end of this chapter. 

1.1 Background 

Cost management decisions remain one of the important aspects in management accounting. 

This is because a comprehensive analysis of costs and an estimation of work efficiency provide a 

solid basis for financial control (Lepădatu & Gheorghe, 2012). 

Traditional cost models assume that cost change proportionally with an increase or decrease in 

sales however studies by Cooper and Kaplan (1992) and Noreen and Soderstrom (1997) dispel 

that notion with the conclusion that cost models may show an asymmetric pattern across sales 

increase and sales decrease. Dalla Via & Perego (2014) further refer to this as “sticky costs”  and 

explains that costs grow more with activity volume growth than they fall with a same amount of 

decrease. In other words, the amount of change in costs is not equal for the same magnitude of 

increase or decrease in sale amount (Anderson, Banker & Janakirman, 2003). 

When customers demand rise more than an organizations capacity and resources, managers feel 

pressured to make adjustments to adapt to the increased demand so as to increase profit and 

customer satisfaction. This forces them to make and apply quick decisions; however they do not 

feel this obligation to cut costs as soon as possible when demand declines. In times of demand 

decline, managers may be optimistic about future increment in demand and will prefer to keep 

some extra resources and employees to avoid additional expenses in future. This is the start point 

of cost stickiness which is dependent on managerial decisions (Anderson et al, 2003). 

It is believed that management decisions on cost are sometimes impacted by incentives and are 

driven by behavioural aspects. Chen, Lu, and Sougiannis (2012) investigated whether the agency 
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problem could be a determinant of the asymmetric cost behaviour and concluded that managers 

engage in ‘empire building’, leading to the firm growing beyond the optimal size for managerial 

private interests. By using compensation structure to capture empire-building incentives, they 

find evidence supporting a positive association between the asymmetric cost behaviour and 

managers’ empire building incentives. 

Also according to Li, Y.H. (2018), in order to show a good profitability, companies which 

implement private equity placement will cut more costs when revenue declines. Reducing cost is 

a measure of good performance by management however; the rate at which cost is reduced can 

be influenced if incentives are in place for managers. This often happens if revenue declines 

therefore putting pressure on management to cut costs. 

Silva, Zonatto and Magro (2019) concluded that companies with a fall in sales that cannot reduce 

their costs in the same proportion may present the earnings management evidence that refers to 

the opportunist behaviour of the manager, when in fact, it is partly just an asymmetry of costs. 

They therefore proposed further studies to develop the proposition of new models to consider the 

adherence of the quality of the accounting information to the asymmetric behaviour of costs. 

 

1.2 Problematization 

The decision a manager makes tends to have an effect on the organisation as a whole. Managers 

are capable of controlling resources, tools, techniques, procedures and employees amongst others 

therefore their decisions are useful to the operating performance of the organisation. (Your 

Article Library, 2019) 

Often times, the environment, personal attitude and even small conversations can change 

people’s decision. This cause and effect relationship between decision making and external or 

internal changes have been an interesting subject for research in many fields such as: 

psychology, economics and consumer behaviour in the past 30 years (Mantel, Tatikonda & Liao 

2006). Several factors such as motivation, personal relevance, managers’ ego, bonus and 

compensations, targets and budgeting plans usually have an influence on managers and serve as 

a motivating factor to their decision making. (Jankensgard, 2018; Mantel et al, 2006). 
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The objectives for most organisations are increase in growth, profitability and reduction of cost 

of goods sold. These objectives are achieved by way of planning, sound decision making, control 

and access to relevant and reliable information (Zanjirdar, Ashtiani & Madahi, 2014) 

According to Mantel et al (2006), managers tend to use familiar, easy to access and easy to 

imagine data and information. When confronted with a new situation, managers face difficulties 

due to guessing and failing to adjust to information or from the reliance on initial hypothesis. 

They are exposed to overestimation or underestimation of some parts of information and end up 

with a wrong conclusion. In other words, managers are interested in using available information 

and simplifying them to come up with an easy manageable decision in complex situations which 

is more acceptable rather than an optimal decision. 

Anderson, Banker and Janakiraman (2003), hereafter ABJ, state that “understanding cost 

behaviour is essential to cost and management accounting”. If we ignore the cost stickiness and 

consider the behaviour of costs as a function of activity volume, not activity direction, it would 

lead us to a wrong evaluation of managers and company’s performance. Due to sticky cost 

behaviour, managers’ good performance might be undervalued in the short term however; the 

use of long term monitoring will disguise the degree of deliberations of their decisions. 

Management accountants and financial analysts choose methods such as the ABC costing 

method, cost analysis, volume and profit directly based on their estimation and forecast of cost 

behaviour (Zonatto, Margo, Santana & Padilha, 2018). 

 Kama and Weiss (2013), believe that the incentive to achieve predetermined targets make 

managers motivated to cut costs even if it is not in line with value creation for the company in 

long run. In another study, Angelova, Giebe and Stenzel (2018), state that higher incentives lead 

to higher effort but not necessarily higher performance. Therefore, it is important for owners, 

shareholders and stakeholders to check out whether the decisions of managers’ burden costs on 

the organization and whether or not it is value destroying. Further to this, there is a contradiction 

between results published by Kama & Weiss and ABJ’s study. Kama and Weiss believe that 

agency-driven incentives decrease the degree of cost stickiness whereas ABJ concludes that 

incentives lead to increase in sticky costs (Kama & Weiss, 2013). 
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1.3 Purpose of study 

This paper contributes to the literature on asymmetric cost behaviour to investigate the impact of 

motivation on cost stickiness in Swedish listed firms. Prior research provides evidence that 

corporate governance (Chen et al. 2012), firm size (Anderson et al. 2003; Via and Perego 2014), 

industry (Subramaniam and Weidenmier 2003; Via and Perego 2014), labour market (Banker 

and Chen 2006; Banker, Byzalov & Chen, 2013), and employee intensity (Anderson et al. 2003) 

affect sticky cost behaviour. This study seeks to add to the literature on asymmetric cost 

behaviour by examining whether asymmetric costs are exhibited when managers are motivated 

to meet or beat earnings in Swedish Listed Companies over the period of 2014 to 2018 

As a supplement to Kama and Weiss (2013) study, this paper links resource adjustments to 

managers’ intentions and provides a different view for financial managers towards traditional 

management accounting by combining cost structure and earning management. This leads to an 

expansion of real earning management literature as well as typical management accounting 

research in the Swedish context. 

Conducting a study in Sweden is important as the majority of previous empirical work on cost 

behaviour was carried out using United States (US) data as studied by Bugeja, Lu & Shan 

(2015). There are reasons to expect that US results will not hold in Sweden because of 

significant variations between Sweden and the US as regards to the corporate governance 

environment (Lubatkin, Lane & Collin, 2005) and managers perception of short-termism 

(Esbjörn,2000). Secondly, The Swedish governance setting has more concentrated ownership 

structure as compared to the USA and other economies which are more diluted. (Angblad, 

Högfeldt & Svancar, 2001). This study therefore attempts to fill this gap in the literature. 

1.4 Research Question 

To examine the cost behaviour when managers feel pressured to meet earning targets in a context 

characterized by Sweden, we are guided by the research question below: 

● Do resource adjustments made in order to meet earnings target decrease cost stickiness? 
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● When there is a decrease in sales, do managers omit expenses more aggressively if they 

have incentive to meet earning targets rather than when there are no predetermined 

targets? 

1.5 Organisation of the Study  

This study is organized into six main chapters as the following. 

 Chapter 1 presents an introduction to the study, research background, problematization, purpose 

of the study, research question and organization of the study.  

Chapter 2 focuses on the literature review on previous studies where theories and the concepts of 

cost structure were studied in depth. This leads to a discussion of an appropriate hypothesis in 

the subsequent chapter.  

Chapter 3 covers the research methodology which elaborates further on the hypothesis, selection 

of samples and time frame. The data collection as well as data analysis techniques used are also 

discussed. The limitations to the study have also been presented. 

 Chapter 4 subsequently discusses thoroughly on the research findings, results which are 

inclusive of descriptive statistics and summary of research regression results.  

Chapter 5 discusses the major findings and practical implications of the study. 

Chapter 6 concludes the entire research by presenting a summary of findings and suggestions for 

future research 
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2. Theory and Empirical studies 

This chapter discusses the theory relevant to our study and introduces results from previous 

empirical studies. The logic is to provide basic understanding of the topic under study. The 

theory and previous empirical studies will form the basis for our hypotheses and further 

discussion and analysis of results. This chapter briefly summarises the current literature based on 

the organisational level because recent empirical studies focus on firm-specific factors that 

explain the magnitude of sticky costing. It further delves into the individual level based on a 

cross sectional study. 

2.1 Theories and Cost behaviour 

The premise of Management accounting research is based on economic theory and Mensah, 

Hwang and Wu (2004) estimate that nearly every second article published in Accounting 

journals between 1986 and 2000 is related to this theory, which stipulates that a firm is 

characterized by an objective function that represents either a single decision maker or the results 

of interactions among stockholders, trustees and managers and hypothesis that profit 

maximisation is the sole objective of business firms (Gray, Bradford H, 1986). This theory has 

faced criticism for its key assumptions regarding profit maximization as the sole objective of 

firms (Gray Bradford H, 1986) and also decision making by rational and profit maximising 

individuals, limited uncertainty and available information (Bromwich 2007; Smith 2015). 

Despite these criticisms this theory has proven to be a powerful framework for empirical 

relationships and according to Bromwich ( 2007), this theory satisfies the fundamental objective 

of organisations as seeking to maximise the overall efficiency and long term sustainability of 

firms.  Bromwich (2007) further points that management accounting research mainly focuses on 

the optimum allocation of resources where firm-specific solutions to profit maximisation 

problems are referred to a cost function of an organisation. Cost stickiness researchers therefore 

frequently embrace economic theory to underpin their hypotheses (Hoffmann, 2017). 

The traditional cost function assumes a linear relationship with fixed and variable costs which 

are identical for increasing and decreasing with activity levels. It is seen as independent from 

directions of activity and from management decision on the committed resources (Balakrishnan 

et al. 2011 as cited in Guenther, Riehl & Rößler 2014).  Brasch (1927) questioned this cost 
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behaviour and concluded that there was a difference in the cost curve for decreasing and 

increasing activity levels. This asymmetric cost behaviour has been discussed extensively in the 

21st Century with most studies basing their research on ABJ’s model. The recent models of 

asymmetric cost behaviour hypothesize that manager influence resource adjustments resulting in 

asymmetric cost behaviour. ABJ’s analysis compares the traditional cost behaviour with an 

alternative model and concludes that sticky costing occurs when managers deliberately adjust the 

resources committed to activities in response to changes in volume. According to Dierynck et al 

(2012), ABJ’s model have motivated research in cost asymmetry into three dimensions namely; 

the link between variables that influence adjustment costs and the degree of cost asymmetry, the 

moderating influence of structural factors on the degree of cost asymmetry and a less explored 

area involves the impact of managerial incentives on cost asymmetry. Hoffmann (2017) further 

classifies these dimensions into (1) external effects beyond the organization, (2) firm-specific 

effects within the organization, (3) effects on the sub-unit level of the organization, and (4) 

effects that arise on the individual level. 

Pamplona, Fiirst, silva & Zonatto (2016) studied the cost behaviour of largest companies in 

Mexico, Chile and Brazil by considering the ratio of total costs to net sales revenue. The results 

showed asymmetrical behaviour in all countries which is compatible with cost stickiness 

approach but the difference between these ratios proved that macroeconomic factors have an 

influential role in cost behaviour. 

In the UK and the US, the common-law system of corporate governance puts emphasis on the 

notion of shareholder maximisation and on the role of the stock market as a means of achieving 

that objective. The stock market serves as a corporate control mechanisms through which 

underperforming management are disciplined. This puts a lot of pressure on management in US 

companies to make decisions that will benefit stakeholders. Due to this, Calleja, Steliaros and 

Thomas (2006) researched that Cost are less sticky in the USA as compared to other European 

countries due to managerial oversight. 

Sweden is also seen to have different cultural values than the USA. The values such as low 

power distance, egalitarianism, collective responsibility, and cooperation have been suggested as 
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shaping national institutions in Sweden are significantly different from those associated with the 

USA (Czarniawska-Joerges 1993). 

Furthermore, the Swedish governance setting has a more concentrated ownership structure as 

compared to the USA and other economies which are more diluted. (Angblad et al,2001). With 

this, it has been noted that Swedish governance mechanisms do not fall neatly within, nor 

between, the classic agency theory principals (Lubatkin et al, 2005). 

As such, the amount of information asymmetry that arises in US public organizations due to 

separation of ownership and control, and which also represents a core agency theory assumption, 

has less relevance in Swedish organizations (Lubatkin et al, 2005) 

Also, Esbjörn (2000) study shows that managers in major Swedish groups feel far less pressure 

from the stock market to perform in the short run, than their U.S. counterparts. Swedish 

managers are seen to often have a more control of their decisions than Anglo-Saxon managers, 

and perhaps this orientation will not change until Swedish managers feel a real threat from the 

stock market. 

2.2 Managerial Incentives 

Companies have the mandate to beat or meet zero earnings to avoid negative effects such as 

prevention of dividend payment and the issuance of going concern opinions. This mandate lies 

upon managers to ensure that the firm is able to reach this goal. 

Mindful of the zero earning targets, managers who have the mandate to meet or beat the earning 

benchmark will increase labour cost to a smaller extent when activity increases and decrease 

labour cost to a larger extent when activity decreases. Firms who present a small profit fire 

employees whereas firms with a larger profit limit the number of dismissals by changing the 

number of hours worked by employee as presented by (Dierynck, Landsman, and Renders 2012). 

As studied by Sharfman, Wolf, Chase and Tansik (1988) the downsizing argument is  more 

applicable to mature, stable firms than to young, growth firms because mature firms tend to have 

more slack resources channelled into Selling, General and Administrative expenses (SG&A)  

Kama and Weiss (2013), believe that the incentive to achieve predetermined targets make 

managers motivated to cut the costs even if it is not in line with value creation for the company 
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in long run. In another study, Angeloba, Giebe and Stenzel (2018), state that higher incentives 

lead to higher effort but not necessarily higher performance. Therefore, it is important for 

owners, shareholders and stakeholders to check out whether the decisions of managers burden 

costs on the organization and is value destroying or not. 

The agency theory predicts the imbalance of interest between shareholders and managers lead to 

agency problems because managers engage in activities for their own benefits instead of that of 

the shareholders (Jensen and Meckling, 1976). One form of this agency problem is empire 

building which explains managers’ tendencies to grow the organisation beyond the optimal level 

mainly for their own interest such as being in the spotlight, power and compensation amongst 

others. Chen, Lu and Sougiannis (2012) identified a positive relationship between agency 

problems and the degree of cost asymmetry of Selling, General and Administrative expenses 

(SGA) by basing their results on firm-specific cost behaviour on the organizational level as well 

as on the individual level. They further analysed that empire building managers are likely to 

increase SG&A costs too when sales decrease. They document that cost stickiness is more 

pronounced when corporate governance is low which entices managers to engage in empire 

building activities for their own benefits therefore good corporate governance mitigates this 

asymmetric relationship.  This has been further explained where Calleja et al (2006) find that 

operating costs of French and German companies are stickier than operating costs of UK and US 

companies due to differences in corporate governance and managerial oversight to cause 

variations in cost stickiness between countries. Further studies show that real earnings 

management incentives also moderate the extent of cost stickiness (Dierynck, Landsman, and 

Renders 2012; Kama and Weiss 2013). 

Swedish corporations have begun to adopt US-style CEO incentive compensation (bonuses, 

stock options, etc.), although on a smaller scale. There is much more concern in Sweden with the 

relationship between the pay scales of top management and of other employees (Lubatkin et al, 

2005). Interestingly, CEO compensation in the highly open Scandinavian countries is smaller as 

compared to the pay checks of executives in the United States. These differences could lead to 

variations between the two countries in cost behaviour arising from managerial operating 

decisions. 
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Kitching, Mashruwala and Pevzner (2016) investigated the effect of culture on sticky costs. They 

used Hofstede’s cultural dimensions which are individualism, power distance, femininity/ 

masculinity, uncertainty avoidance and long-term orientation and SG&A costs as their main 

variables. Based on their research on 39 countries, higher uncertainty avoidance, masculinity and 

long-term orientation lead to less cost stickiness because when managers avoid future 

uncertainty, they prefer not to structure bonus and compensation based on each individual 

performance, so it would decrease the empire building and consequently cost stickiness. Also, 

long-term oriented managers tend to be thrifty; therefore, their thriftiness motivates them not to 

keep unutilized resources. In addition, it was expected that masculinity increases the sticky costs 

because men have the tendency to build empires, however according to their paper, to reduce 

earning decreases, men’s reaction to firing employees is more pronounced than that of women 

thereby decreasing cost stickiness. Individualism and power distance are not significant and do 

not affect cost stickiness. 

Roychowdhury (2006) believes that managers start to do real earning management to pretend 

earning target is met in usual situation, while the fact is they have cut costs more aggressively 

than normal situation. He states that most of managers decrease R&D expenditures but some of 

them report higher profit by selling assets. Such decisions affect company negatively in long run 

and that is why sophisticated investors choose companies with lower real earning management. 

Therefore, it is important to detect opportunistic behaviours of managers like: overproduction, 

sale manipulation and cost reduction. He also states that in the presence of debt, growth 

opportunities, receivables and stock of inventories are associated with real earning management 

positively. 

Burgstahler & Dichev (1997) use two theories based on stakeholder use of information 

processing heuristics and prospect theory to conclude that managers manipulate real activities to 

avoid losses or earning decreases. They manipulate cash flow from operations and changes in 

working capital to increase earnings. The incentive to meet forecast might also push them 

towards earning management. James Chen (2019) explains heuristics in Investopedia as a 

flexible technique for quick decisions, particularly when working with complex data and further 

explains that decisions made using this heuristic approach may not necessarily be optimal. The 

prospect theory is also explained by James Chen (2018) on Investopedia as an assumption that 
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losses and gains have different definitions values and meanings for people, thus each person 

makes his own decision considering perceived earnings, instead of losses. Based on previous 

research, when there are increases in earnings in successive periods, the incentive of managers to 

prevent decrease in earnings becomes stronger.  When managers are hopeful about sale increase 

in future, they tend to keep resources which increase the cost stickiness. Based on a paper about 

Iranian stock exchange companies, Iranian managers are concentrated on marketing and they are 

optimistic about future sale, thus they tend to keep available resources due to hope to seize future 

earnings. These companies show signs of increases in financial reports’ quality when cost 

stickiness intensified and vice versa (Salehi, Ziba & Daemi, 2018) 

 

3. Methodology 

This chapter explores the methodology of the work. We begin by describing the sampling 

techniques employed in the study. We further explain the motivation behind the time frame 

chosen and the component of the variables used in this study. We explore the reliability and 

validity of this study. The method used in the study is described and finally, we show some 

limitations we encountered during the study. 

3.1 Sample selection 

This study examined Swedish companies listed on NASDAQ OMX, Stockholm stock exchange 

market, from 2014 to 2018. There are 378 listed companies but we excluded financial firms due 

to their particular accounting and finance structure, and also those companies which were not 

listed before 2013 due to unavailability of data for our model. Finally, 192 out of 378 firms are 

used for our analysis. 

3.2 Time frame 

The time frame for this study spans from 2014 to 2018. Our model needs data of previous fiscal 

year so the start point is December 2013. Even though Stockholm stock exchange was founded 

from 1863, a large amount of old data was missing in Lund University’s database, Bloomberg, 

thus the availability of data was the most important factor for selecting the duration of study. 
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3.3 Model 

Kama and Weiss (2013) used ABJ’s framework to evaluate the cost stickiness of US companies 

with valid data in Compustat from 1979 to 2006 based on the model below: 

∆lnOCit = β0 + β1∆ln REV it + β2 REVDECit * ∆ln REV it + εit  

“In the ABJ framework, the coefficient β1 measures the percentage change in costs for a 1% 

increase in sales, indicating the variation of operating costs with sales revenue. Similarly, β1 + β2 

measure the percentage change in operating costs resulting from a 1% decrease in sales. ABJ and 

a series of subsequent studies report a significantly positive coefficient β1, and a significantly 

negative coefficient β2 using various samples and contexts. ABJ claim that a significantly 

negative coefficient β2 conditional on a positive coefficient β1 indicates sticky costs” (Kama & 

Weiss, 2013, 206). Considering research questions and using aforementioned model, research 

hypothesises are: 

H1: Resource adjustments made intentionally to meet earnings targets diminish cost stickiness. 

 

H2: For a given decrease in sales, managers cut costs more aggressively in the presence of 

incentives to meet earnings targets than in the absence of these incentives. 

 

Table 1: Variable Definitions 

VARIABLE DEFINITION 

∆lnOCit Natural logarithm of operating cost in year t minus natural logarithm 

of operating cost in year t-1 

∆ln REVit Natural logarithm of revenue in year t minus natural logarithm of 

revenue in year t-1 

REVDECit Dummy variable which takes 1 if the revenue of current year is lower 

than previous year and 0 if otherwise 
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To add the impact of incentives to our model, we followed Burgstahler and Dichev (1997), 

Roychowdhury (2006), and Cohen, Dey, and Lys (2008). Based on their articles, there are two 

formulas to measure the incentives to meet earning targets. Meeting earning targets can be split 

into having incentives to avoid earning decreases and having incentives to avoid losses. 

Examining whether managers are motivated to avoid earning decreases or not, previous studies 

suggest the following formula: 

     If:                                    0 <  Net Income/ Market Capitalization < 0.01    

then there is an incentive to meet earning targets, If not, then managers do not have an incentive 

to adjust resources. 

In addition, below is an alternate calculation to discover incentives to avoid losses: 

    If:                                  0 < Changes in Net Income/ Market Capitalization < 0.01  

Managers are motivated to avoid losses. If not, then managers do not have the incentive to avoid 

losses. 

According to the aforementioned explanation, we need to divide the sample into two groups. 

Firstly, a group consisting of companies with and without incentives to avoid earning decrease. 

The next group includes those companies that have or do not have incentives to avoid losses 

during a fiscal period.  

We then estimate the model for them. The result of coefficients β2 supports the first hypothesis if 

β2 is significant and higher for those companies that have incentives to avoid earning decreases 

in comparison with companies without incentives. 

“The estimated coefficients β1 and β2 support the second hypothesis if the slope for sales 

decreases, β1 + β2, is significantly higher in the presence of incentives to meet earnings targets 

than the slope absent these incentives.” (Kama & Weiss, 2013, 207) 

The same process is repeated for the second group. 
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Table2: Expected Relationships 

 Expected Sign/ Relationship 

β1 + 

β2 - 

Hypo 1 β2 Incentive > β2 No Incentive 

Hypo 2 β1 + β2 (Incentive) > β1 + β2 (No 

Incentive) 

 

According to Kama and Weiss (2013), in facing incentives to meet earnings targets, self-

interested managers are likely to accelerate cuts of slack resources in response to a sales drop 

even if the drop is expected to be temporary. These accelerated cuts of slack resources result in 

greater cost decreases in the presence of incentives to meet earnings targets than in the absence 

of such incentives. As shown in table 2, Based on Kama and Weiss (2013) hypothesis, we expect 

β2 Incentive > β2 No Incentive and β1 + β2 (Incentive) > β1 + β2 (No Incentive). 

3.3.1 Reliability and validity 

The ability for results in a research work to be replicated, given the same data, signifies the 

validity of the research work (Bryman, Bell & Nilsson 2005).  The issue of reliability is therefore 

important in research. The use of secondary data raises an issue of a reliability problem. Hence, 

we see the problem of reliability modest with our thesis since data were all gathered from 

Bloomberg which is considered trustworthy. 

Validity on the other hand is much relevance in research. According to Bryman, Bell and Nilsson 

(2005) the adequacy and legitimacy of variables used in the study to measure the intended 

purpose signifies the validity of the variables. Our research work is based on previous research 

which justifies the validity of our thesis. 
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3.4 Method Description 

We used ordinary least square technique to estimate unstructured data and followed up with a 

white test on all regressions. If the results of white test showed heteroscedastic variance error, 

then a white mode was used. A Durbin Watson test was also done to check for auto correlation 

of data, the results of this lies between zero to four. A result leaning near two shows no auto 

correlation. Also, we used a spearman correlation to check the correlation of the data. The results 

of white test and correlation are shown in appendices. 

Another concern is the use of cross-sectional dataset due to the lack of uniformity in accounting 

choices across the industries. This further complicates comparison of findings and can mislead 

conclusions. To address this issue, industry and year control are included in the empirical 

models.  

3.5 Limitations 

This study was supposed to cover duration from 2006 to 2018 because adoption of IFRS became 

mandatory among European countries since 2005. It is believed that through the application of 

accounting techniques and approaches we are able to address and fix issues (Potter,2005), thus 

after 2005 it was expected to have less earning management but the result was not in line with 

expectations and many studies reported intensified earning management after the adoption 

(Callao & Jarne, 2010; Enomoto & Kimura & Yamaguchi, 2015). We therefore decided to base 

our research on European companies which work on the more compatible regulations to decrease 

the effect of other factors which might have influence earning management but unfortunately 

because of time limitation and incomplete data in Bloomberg, we decided to work on Swedish 

public companies from 2014 to 2018.  

Also, we do not have enough control variables as we can only control 16% of variables chosen. 

The data was not normal and the results of white test showed heteroscedastic variance error. 
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4. Results 

We present the results of the regression models in this chapter. The chapter begins with 

descriptive statistics which is preceded by the regression models. 

4.1 Sample Selection and Descriptive statistics  

Data from Bloomberg was used for the following analysis. The data includes 192 Swedish 

companies from the year 2014 -2018. As stated earlier, cases from 2006 and 2012 were excluded 

from the study because large amounts of data were missing from the database, Bloomberg. The 

dataset therefore includes annual figures of non-financial industries. The total number of 

observations is 960 with an average of 5 observations per firm. 

Table 3 shows the descriptive statistics of the data used in our analysis. The mean for changes in 

natural log of operating costs and revenue over the years are 0.085 and 0.0849 respectively. This 

show that costs and income are gradually rising in Swedish companies probably due to 

developing industries and the buoyant economic situation.  The delta operating cost is positively 

skewed because the value is higher than the sample mean.  The result of this positive skewness 

explains why the mean is slightly greater than the median. However, the delta of revenue is 

negatively skewed due to a lower value of the sample mean. It is interesting to note that the 

standard deviation for both delta operating cost and delta revenue are 0.336782 and 0.36094 

respectively indicating a high disperse from the mean. 

Industrial and telecommunication accounted for a mean of 0.328125 and 0.026042 and a 

standard deviation of 0.469775 and 0.159342 respectively. In all, there are seven (7) industries 

made up of consumer goods, consumer services, health care, industrials, technology, 

telecommunication and basic materials. On average, Swedish industry is dominated by 

industrials with the highest mean of 0.328125 with telecommunication with the lowest at 

0.026042. 
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Table 3: Descriptive Statistics 

 

 

4.2 Regression result 

According to ABJ(2003) and Kama and Weiss (2013), in this model, the coefficient β1 indicates 

the changes in operating costs when there is 1 % increase in sales. In addition, β1 + β2 measures 

changes in operating costs in presence of 1 % decrease in sales. By examining various samples, 

context and dates, researchers believe that having a significant but negative β2 conditional on a 

positive significant β1 indicates cost stickiness in a company. 

To test the first hypothesis, we must have significant and negative β2 when managers do not have 

incentives to meet earning targets (i.e. having incentive to avoid either losses or earning decrease 

during the current period) while there is significant and higher (i.e. less negative or positive) β2 

in the presence of incentives. Also, to check the second hypothesis, β1 + β2 for managers who 

have incentive should be higher than β1 + β2 of managers without incentives. 
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 Table 4: Regression Results 

 Avoid Losses Avoid earning Decreases 

Incentive No incentive Incentive No Incentive 

β1 

Prob 

1.159127 

 

0.0000 

0.534644 

 

0.0000 

1.169562 

 

0.0000 
 

0.536699 

 

0.0000 

β2 

Prob 

-0.456601 

 

0.1588 

-0.446983 

 

0.0012 

-1.636687 

 

0.0000 
 

-0.435747 

 

0.0032 

 

Prob 

 

 

0.000000 

 

0.000001 

 

0.000000 

 

0.000006 

R-Squared 0.470188 0.153408 0.242388 0.166425 

Durbin-Watson 2.733658 2.147603 1.910565 2.203722 

 

According to table 4, the first hypothesis for avoiding losses is rejected because β2 for companies 

with incentives is not significant. Therefore, these results cannot be compared to β2 of companies 

without incentives. 

To test the first hypothesis for avoiding earning decreases, it can be noted that β2 of companies 

with incentives is less than β2 of companies without incentives (-1.636687 < -0.435747). This is 

not consistent with our expectations based on Kama and Weiss (2013) which posits that β2 of 

companies with incentives should be higher to prove that resource adjustments made 

intentionally diminishes cost stickiness. The ending result of the first hypothesis in our study was 

rejected based on this. 

The second hypothesis for avoiding losses is rejected because β2 is not significant.  

The second hypothesis for avoiding earning decreases, β1 + β2 for companies that have incentives 

should be higher than β1 + β2 for companies without incentives. This leads to an acceptance of 

the hypothesis however, in table 4, 1.169562+(-1.636687) is less than 0.53669+(-0.435747) 
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5. Discussion of major findings 

Table 5: Expected and Observed Relationships  

 Expected Sign/ Relationship Observed Signs/ Relationship 

β1 + + 

β2 - - 

Hypo 1 β2 Incentive > β2 No Incentive β2 Incentive < β2 No  Incentive 

Hypo 2 β1 + β2 (Incentive) > β1 + β2 (No 

Incentive) 

β1 + β2 (Incentive) < β1 + β2 (No 

Incentive) 

 

It can be noted from table 5 that there is cost stickiness in Swedish Listed Firms because β2 is 

negative conditional on positive β1. The results of the study are consistent with expectations 

however, as mentioned in Chapter 4, the first and second hypothesis were rejected.  

These results are similar to results of Banker, Byzalov and Plehn-Dujowich (2011) study (UK, 

Brazil, Sweden, and South Africa) and prove empirically that there are no significant results in β2 

for the first hypothesis for companies which have incentives to avoid losses. 

These results are not consistent with Kama and Weiss (2013) because US companies were used 

for Kama and Weiss (2013) study. Listed companies in USA are significantly different from 

Swedish Listed companies based on the following reasons; 

5.1 Ownership Structure and Corporate Governance 

The concentrated ownership structures of Swedish firms are more concentrated than the US 

because a large fraction of the Swedish listed firms are family controlled (Angblad et al, 2001).  

Due to this, there is no pressure to report performance to shareholders hence the degree of cost 

stickiness. With regards to the corporate governance environment, managers in Sweden are 

focused on long term objectives. Even though it has been proven that managers in Sweden tend 

to build empires for control purposes (Bebchuk, Kraakman & Triantis 1999), Kitching et al 

(2016) argues that thriftiness on the part of managers overpowers empire building motives to 
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retain the long term objectives of companies. The thriftiness of the Swedish managers motivates 

them to not keep unutilized resources. This can be therefore explained as the reason why 

incentives such as empire building cannot be associated with cost stickiness in Sweden.   

5.2 Cultural Dimensions 

Based on a study done by Kitching et al (2016), three dimensions out of five cultural dimensions 

have descending effect on cost stickiness. As is shown in figure 1, Sweden is highly different 

with U.S.A in their Masculinity. Sweden is counted as a feminine country with the rate of 5, 

while U.S.A has 62 in this dimension. Therefore, managers in these countries have different 

motivations and attitude toward hiring and firing employees. Also, Sweden is about two times 

more long term oriented than U.S. which shows managers behave thriftier in Sweden which 

leads to less cost stickiness. On the other hand, U.S has higher rate of uncertainty avoidance 

rather than Sweden. It means, manager in U.S feel more pressure to avoid loss rather than 

increase earnings in future. So considering future demand, they focus on minimum amount 

instead of maximum. Subsequently, they estimate less resource to meet future demands.  

Figure 1: Cultural Dimensions of Sweden vs. U.S.A (Hofstede,2019) 
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5.3 Compensation 

Although Swedish corporations have begun to adopt US-style CEO incentive compensation 

(bonuses, stock options, etc.), CEO compensation in the highly open Scandinavian countries is 

smaller as compared to the pay checks of executives in the United States. Randøy et al (2002) 

found out that the social democratic culture of Sweden contributes to a disconnect between 

company performance and CEO compensation where performance does not come in as part of 

arguments for CEO compensation. In Swedish listed firms, if compensation in the form of pay, 

bonuses, and other options cannot be linked to the achievement of particular goals such as 

earning targets, then other contributing factors could explain for the cost stickiness in these 

firms. 

 

 

 

6. Conclusion 

This study presents empirical analysis on whether Swedish listed companies demonstrate a 

decrease in cost stickiness when resources are adjusted to meet targets.  Also, the study examines 

the effect of incentives on managers to cut expenses more aggressively.  This study contributes 

to the literature on cost stickiness by providing evidence from the Swedish market where a lot of 

study has not been made on cost stickiness. This study finds sticky cost behaviour for Operating 

cost and Revenue.  

While Swedish companies show signs of cost stickiness, the results of this paper are not 

consistent with previous research of Kama and Weiss (2013) where in the presence of incentives 

there is greater cutting of cost which presents a less degree of cost stickiness. The reason might 

be that previous studies focused on U.S companies which are short-termism but Sweden is a long 

term oriented country and short term objectives do not affect managers as much as U.S.  

Applying the model used in Kama and Weiss (2013), we can conclude that listed firms in 

Sweden exhibit cost stickiness however; incentives as a motivation does not induce this cost 

stickiness. 
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This study is subject to some limitations. First, the study applied seven (7) industries; it is 

difficult to generalize the results to others because of their different cost structure and business 

approach. Second, the five years study data is related to data that was readily available on 

Bloomberg; the cost behaviour could be different in other periods. Third, the study only 

examined a limited number of variables that is operating cost and revenue, it is unclear how 

other explanatory variables might influence cost asymmetry. 

6.1 Future research 

It has been empirically proven by Kama and Weiss (2013) that in the presence of incentives, 

there is greater cutting of cost than if there are no incentives. This therefore reduces the degree of 

cost stickiness. Our results however showed that there is cost stickiness in the Swedish listed 

Companies even without incentives.  

Future research could investigate the influence of other incentives such as management 

compensation and their risk appetite on cost asymmetry. This future study could employ 

different methodologies such as interviews to investigate managers’ motivation that affect 

asymmetrical cost behaviour. Also since there is no relationship between motivation and cost 

stickiness in Swedish listed companies, there will be a need to consider other explanatory 

variables such as cultural dimension on cost stickiness. 

Again, the Swedish governance setting is characterized by families who own large control in 

their firms. This makes the market more concentrated in terms of ownership as compared to the 

US. Bebchuk et al. (1999) find that disproportionate ownership structures with a controlling 

owner can create very large agency costs and these controlling owners are more inclined to 

engage in empire building. It is however interesting to note that despite this, incentives such as 

empire building is not a cause for cost stickiness in Swedish listed firms. It will be therefore 

interesting to investigate the interest of these concentrated firms on cost stickiness.  

Finally, because larger samples can give a more generalized result, an in-depth study on the 

European market should be done to give a better insight on earning management and cost 

stickiness post IFRS adoption. 
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Appendices 

Appendix 1 

To Avoid Losses 

Companies with Incentives 
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Companies with no Incentives 
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To Avoid Earning Decreases 

Companies with Incentives 
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Companies with no incentives 
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Appendix 2 

Correlation 
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Appendix 3 

The following explanations are extracted from Hofstede website: 

“Power Distance 

Power Distance is defined as the extent to which the less powerful members of institutions and organisations within a country expect 

and accept that power is distributed unequally. 

Individualism 

The fundamental issue addressed by this dimension is the degree of interdependence a society maintains among its members. It has to 

do with whether people´s self-image is defined in terms of “I” or “We”. 

Masculinity 

A high score (Masculine) on this dimension indicates that the society will be driven by competition, achievement and success, with 

success being defined by the winner / best in field – a value system that starts in school and continues throughout organisational life. 

A low score (Feminine) on the dimension means that the dominant values in a society are caring for others and quality of life. A 

Feminine society is one where quality of life is the sign of success and standing out from the crowd is not admirable. The fundamental 

issue here is what motivates people, wanting to be the best (Masculine) or liking what you do (Feminine). 

Uncertainty Avoidance 

 The extent to which the members of a culture feel threatened by ambiguous or unknown situations and have created beliefs and 

institutions that try to avoid these is reflected in the score on Uncertainty Avoidance. 
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Long Term Orientation 

This dimension describes how every society has to maintain some links with its own past while dealing with the challenges of the 

present and future, and societies prioritise these two existential goals differently. 

Indulgence 

One challenge that confronts humanity, now and in the past, is the degree to which small children are socialized. Without socialization 

we do not become “human”. This dimension is defined as the extent to which people try to control their desires and impulses, based 

on the way they were raised. Relatively weak control is called “Indulgence” and relatively strong control is called “Restraint”. 

Cultures can, therefore, be described as Indulgent or Restrained.” 

 


