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. a top ochiever yet prove accepfabie to both stock- research on the assumption that it is good to give a CEO
E and bondhokders, dstinctly differant ciasses of stokeholders? equity in order fo aiign his interests with company owners
: such questions nave afsen as Asnbel smith Professor of — the shareholders.

+ Fnance David C. Maver and his colleagues have exam- Cr. Mauer and coleagues chared top manogers' con-
*+ ined the effects of CEC pay incenfives on company stock duct in line with incentives they received, gawged shareholkd-
*  prices, bond prces and performance. In a study to appear erreactions to incentives and asessed the conseguences

E in a forthcoming ssue of Financial Management, Dr. Mauer, snarencider and CEC DeNaviors Nad on comparny perior-

T Dr. Matinew T. Bibet of the University of lowa and Dr. Yilei mance. Resulls show incentive plans impact investor decsion
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E Top-Officer Opfions Influence Behavion ' compensation can induce excessive managerial con-
» STOCKHOLDER AND BOMDHOLDER WEALTH  + servatism while more risk-sensitive compensation can
E EFFECTS OF CEC IMCEMNTIVE GRANTS encourage risky policy choices, we find that stock-price
4 By Dr. David C. Mauer, Dr. Matthew T. Billet and - feactions decrease with CEQ pay-performance sensi-
- Dr. Yilet Zhang + tiviry (delta) and increase with the sensitivity of CEOQ
E . wealth to risk aking (vega).

M This paper examines stock and bond price reactions In conerast, when the CEQ has little or no equity

+ 1o the first appearance of option and/or restricted stock § ownership prior 1o the grant, we find that negative

E grants o CEOs during the period from 1992 w0 2005, . bondholder reactions are larpe. Bus they moderate in
® We find large positive stock-price reactions and large - firms that have weak shareholder righes and greater

- negative bond-price reactions around the proxy filing managerial power.

E date repoming the details of the new grants. The di- Finally, we document that stock- and bond-price

.+ vergent stock- and bond-price reactions are consistent - feactions are negatively related when stockholder-

= with the notion that equity-based compensation helps | bondholder conflicts are likely -

E align manager-shareholder interests, and that doing so & 10 be more severe. Overall, the

+  also aggravates stockholder-bondholder conflicts. key contribution of our paper is

: We then document the important linkages between | that we are the first to establish

E the excess stock and bond returns and the changes + direct links between equity and

1 inthe CEQ's pay-performance (delia) and risk-taking debt values and the incentives

- (vega) incentives induced by the new grants. Consis- ;|  provided by equity-based mana-
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