

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		

		
            

		
		
		
			
				
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Bank CEOS, Inside Debt Compensation, and the Global Financial Crisis

	
    
        
            
            







    
    










    
    
    
    











			
                    Paolo Baffi Centre Research Paper No. 2011-101
 
        

    
	

	
	
		
		
			1 Pages
		
		

		Posted: 16 Jul 2011
		
		
		
	

	
		
			
			




	See all articles by Frederick TungFrederick Tung
Boston University School of Law
Xue Wang
Ohio State University - Fisher College of Business


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: March 2011

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		Bank executives’ compensation has been widely identified as a culprit in the Global Financial Crisis. The structure of bankers’ equity-based incentive pay has been blamed for excessive short-term risk taking by banks. Attempting to improve alignment of managers’ interests with shareholders, policy makers and academics have proposed reforms, focusing almost exclusively on restructuring equity pay. In a recent prominent paper, Fahlenbrach and Stulz (2011) show that no association exists between better bank CEO-shareholder alignment before the Crisis and bank performance during the Crisis. We extend Fahlenbrach and Stulz (2011) by offering a new approach to investigating the link between banker compensation and the Global Financial Crisis. We hypothesize that bank CEOs’ inside debt holdings reduce risk taking and agency costs of debt within banks. Consistent with our hypothesis, we find that bank CEOs’ inside debt holdings preceding the Crisis are significantly positively associated with bank performance and significantly negatively associated with bank risk taking during the Crisis. 
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