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		Abstract

		This paper analyzes the effects of two regulatory mechanisms, namely a regulation of the structure of bank CEOs incentive pay and sanctions for the CEOs of failed banks, on bank risk shifting. We extend a standard model of CEO compensation by incorporating leverage and an investment decision. To the extent that bank depositors and creditors are even partially protected by public guarantees, we show that it is in the interests of bank shareholders to choose more risky investments than would be socially optimal, and therefore to design a CEO contract with excessive risk taking incentives. Thus, we argue that current corporate governance arrangements in the banking sector are not efficient. In this setting, we show that putting in place one of the aforementioned mechanisms could yield the socially optimal outcome at no cost. We also identify some limitations and potential perverse effects of these mechanisms. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Banking regulation, CEO incentives, Corporate governance, Moral hazard

	
	

	
    

    
	

	
	
		JEL Classification: G21, G28, J33

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Chaigneau,  Pierre, Risk-Shifting and the Regulation of Bank CEOs' Compensation (September 3, 2012). Journal of Financial Stability, Vol. 9, No. 4, 2013, 23rd Australasian Finance and Banking Conference 2010 Paper,  Available at SSRN: https://ssrn.com/abstract=1663923 or http://dx.doi.org/10.2139/ssrn.1663923 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Pierre Chaigneau (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: Queen's University]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Queen's University  ( email )

			

			
			
				
				
				
					Smith School of Business - Queen's University
143 Union Street
Kingston, Ontario K7L 3N6
Canada

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Queenâ€™s University  ( email )

			

			
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      325

			

		
		
		
			Abstract Views

			    2,216

		

		
		 
		
			Rank

			  170,835

		

		
	


	
		
            
            	        2 Citations
		

	

	
		
			
				       42 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Corporate Finance: Governance, Corporate Control & Organization eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Finance: Governance, Corporate Control & Organization eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,252

                                    

                                    
                                        PAPERS

                                           34,097

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    Banking & Insurance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Banking & Insurance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,782

                                    

                                    
                                        PAPERS

                                           31,802

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Accounting Theory - Analytical Models eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Accounting Theory - Analytical Models eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,043

                                    

                                    
                                        PAPERS

                                              811

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Jeremy Bertomeu at Washington University in St. Louis - John M. Olin Business School, Anne Beyer at Stanford University - Graduate School of Business , Edwige Cheynel at Washington University in St. Louis - John M. Olin Business School

                                    

                                
                            

                        

                    

                
	
                    Australasian Finance & Banking Conferences

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Australasian Finance & Banking Conferences

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                               22

                                    

                                    
                                        PAPERS

                                            1,267

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Executive Compensation

                        
                            By
                                
                                
                                    
                                    Kevin J. Murphy
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Are CEOS Really Paid Like Bureaucrats?

                        
                            By
                                
                                
                                    
                                    Brian J. Hall
                                     and 
                                
                                    
                                    Jeffrey B. Liebman
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Are CEOS Really Paid Like Bureaucrats?

                        
                            By
                                
                                
                                    
                                    Brian J. Hall
                                     and 
                                
                                    
                                    Jeffrey B. Liebman
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Do Corporations Award CEO Stock Options Effectively

                            
                                By
                                    
                                    
                                        
                                        David Yermack
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Other Side of the Tradeoff: The Impact of Risk on Executive Compensation

                            
                                By
                                    
                                    
                                        
                                        Rajesh K. Aggarwal
                                         and 
                                    
                                        
                                        Andrew A. Samwick
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Good Timing: CEO Stock Option Awards and Company News Announcements

                            
                                By
                                    
                                    
                                        
                                        David Yermack
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Good Timing: CEO Stock Option Awards and Company News Announcements

                            
                                By
                                    
                                    
                                        
                                        David Yermack
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Use of Equity Grants to Manage Optimal Equity Incentive Levels

                            
                                By
                                    
                                    
                                        
                                        John E. Core
                                         and 
                                    
                                        
                                        Wayne R. Guay
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Other Side of the Tradeoff:  the Impact of Risk on Executive        Compensation

                            
                                By
                                    
                                    
                                        
                                        Rajesh K. Aggarwal
                                         and 
                                    
                                        
                                        Andrew A. Samwick
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Stock Options for Undiversified Executives

                            
                                By
                                    
                                    
                                        
                                        Brian J. Hall
                                         and 
                                    
                                        
                                        Kevin J. Murphy
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.078 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
