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Abstract

Compensation Committee Quality and Managers’ Pay—Performance Sensitivity

Choi, Won-Ju"

The introduction and operation of compensation committee can affect managers’ incentive-compensation
system. In this context, The purpose of this paper examines whether managers’ pay-performance sensitivity
is affected by the quality of the compensation committee(compensation committee size, the proportion of
outside directors on the compensation committee, the proportion of directors with 2 or more non additional
board seats on the compensation committee)

To test this hypothesis, we use a sample of 260 firm-year observations between 2001-2013.

The results are as follows.

Firstly, we find that no significant relevance between the compensation committee size and pay-performance
sensitivity. But the proportion of outside directors on the compensation committee and the proportion of
directors with 2 or more non additional board seats on the compensation committee is positively associated
with both pay—earnings based performance sensitivity and pay-stock based performance sensitivity.

Secondly, we find that the integration quality of the compensation committee is positively associated with
both pay-earnings based performance sensitivity and pay-stock based performance sensitivity.

Overall, our analysis suggests that compensation committee are important mechanism in the design of

efficient incentive-compensation system.

Key Words: Compensation committee, Compensation committee quality, Pay—performance sensitivity
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