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		Abstract

		This paper is a case study of Fannie Mae's executive compensation arrangements during the period 2000-2004.  We identify and analyze four problems with these arrangements:  

- First, by richly rewarding executives for reporting higher earnings, without requiring return of the compensation if earnings turned out to be misstated, Fannie Mae's arrangement provided perverse incentives to inflate earnings.  

- Second, Fannie Mae's arrangements provided soft landings to executives who were pushed out by the board for failure; expectation of such outcome adversely affected ex ante incentives.  

- Third, even if the executives had retired after years of unblemished service, the value of their retirement packages would have been largely unrelated to their own performance.  

- Fourth, both when promising retirement payments to executives and when making theses payments, Fannie Mae's disclosures obscured rather than made transparent the total values of the executives' retirement packages.  

Because many other companies have practices similar to Fannie Mae's, our case study highlights some general problems with existing pay practices and the need for reform. 
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