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		Abstract

		We examine the relation between CEO compensation and non-contractible innovation performance for high-technology firms. We find that CEO compensation is positively associated with future realized innovation output, measured by patent count and citation-weighted patents for the next two years. We also find that CEO equity compensation, particularly option compensation, is more sensitive to future innovation output than is cash compensation. In addition, the likelihood of the CEO receiving discretionary cash bonus is positively related to future realized innovation output. Overall, our evidence suggests that because innovation performance is important but long-deferred and difficult to measure, boards of directors make subjective assessments of innovation effort (or performance) and incorporate this information when determining CEO compensation. We also document that the pay-innovation performance sensitivity varies cross-sectionally with firm characteristics (noise in financial performance and R&D intensity) and CEO characteristics (CEO horizon and CEO power). 
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