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Abstract

Management performance and managers’

cash compensation sensitivity

Shin, Sung-Wook'

This Paper document that managers’ cash compensation is more sensitive
to negative stock return than positive stock return. Also, this paper analyse
that managers’ cash compensation react symmetrically to accounting
earnings and losses. Since stock returns include both unrealized gains and
unrealized losses, we expect managers’ cash compensation to be less
sensitive to stock returns when returns contain unrealized gains(positive
returns) than when returns contain unrealized losses(negative returns). But
accounting earnings exclude unrealized gains and include unrealized losses,
so managers’ cash compensation will react symmetrically to accounting
earnings and losses.

Analyzing 5,815 firm-year data for 2000-2011, we find that managers’ cash
compensation reacts asymmetrically to stock retruns whereas managers’
cash compensation reacts symmetrically to accounting performance. This
finding is consistent with boards of directors seeking to mitigate ex post
settling up problem that would arise of managers’ cash compensation was

equally sensitive to positive and negative stock return.

Key Words : Accounting performance, Ex post settling up problem,

managers’ cash compensation, Stock return
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