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Pay-for-Performance Compensation and Competition

in Industry Equilibrium

Student: Yi-Chun Chen Advisor: Dr. Hsing-Hua Huang

Institute of Finance
National Chiao Tung University

ABSTRACT

This paper analyzes why some firms choose pay-for-performance while others don’t in
the same industry. Within industry equilibrium, the proportion of firms which linking
executive pay to performance depends on the industry characteristics such as the product
market competition and the elasticity-of demand. Most.of the empirical results are the
same as our prediction. When the proportion.exceeds one-half, the proportion and the
product market competition have negative relationship; when the proportion is less than

one-half, product market competition is positively related to the proportion.
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Log entry cost (ENCOST) 74130 @ 1.8539  7.4321 6.3944  8.7332

Tk kR 5 Execucomp ¥2 Compustat 341 & - Piﬂﬁalw2m%&’£¢1%9®%$%e

MKTSIZE ~ PCM ~ HHI ~ ENCOST % #L % p~ Compustat 3 #2& » RATIO 7 #L % g ** Execucomp
FALRE o

4.3 R &3

RATIO =k, +k,MKTSIZE + k,PCM +k,HHI + kK. ENCOST +k N
2008

+ STYEAR, + 3K SIC, + & (26)

i=1992 j=
20

2,

i =1992,...,2008 % i W= B
j=20,..39 2 (%A SIC & %

YEAR=# R n#%#k > F2i& > HEi 1> FRA5 0o

SIC = i FAMBSICE o EEL L FRE0

20



2 2 % *;:g—ﬁul R S SO o5 5 o ;}I}, T AR Tk

MKTSIZE PCM HHI ENCOST N

RATIO0>0.5 - + i + -

RATIO< 0.5 + - - - +

4.4 5% 54

% 1992-2008 £ 87 3 #F B & 7 19 1840 B % A 8L » -0t $R A BLA L B EROL B
LR R 05 1 E HaRFRI G012 05 3 B e KEREGFR bl A L 4
Beenl 0 5B L AE B A F IS S SRR B M o Tl R 2
BRI MR NR (SR AT SRR Bl £ A R AR A dR 2 M TR o ok B
2L A ERL AR R Mo 4 D B8 iR iR 4 2 B8 M S A Eeh
B F PO ] 2 050 @ Tk IR e B R B KA TER S E - & o § HoonEp
B-]>> 0.5 pF > S s Frpi et b2 PCM erfn Bl D2 dic 5-0.046 5 S »c g vt 6819 34400
AR kB s 0.168 5 s Fp it bz » & A Aphl lic s 0.224 5 H o ERY Y 522 HHI
cfp BE a5 -0.391 ; HoREFL Gl B A ¥ D P fcedp B G 8cs 00590 Flp o F LS
Bmd PCM A% | (A& S B4R 3 )~ 3 B2 < HHI 4% 2 & 2 2 didx 5 & o

HoER Gl 1 A R B AR B R G5 D AR -

&_g;/

Ao R 4LR 8 WAL FE LR E - MR AT gE BT AR

=

ML Rl T AP AFFEAY R0 ERZ AEREEE ATES
Yo 32 £ AT o F A HRE LI B A 05 8 A L Rl M o P
Wb BT S 4R B (-0.039p i=0.1828); 5 » it b]¥ PCM 5 & 4p B (0.327-
p =0.007) ; % »c#E it 682 HHI 5 & 4p B (0.070 > p 1£=0.2489) ; ' »x - ] &2 i
S A& %0 Ap B (0.019 > p E=0.5152) ; M cFFpt b2 2 £ 2 P dch f A M (-0.009 5 p i
=0.0164) = # @ % 2 AT RIP I o LS OTFROL B2 20 05 BF 0 B HAFAR L

21



PCM g% ] ~ HHI EAX ] ~ i x & A48 E 2 £ 2 P fcp 4% 5 pF > HoaFpt b g

LE2 rl%g T HE AR éi%*‘ﬁtﬁml,u B % éjfﬁ B o

BRERBHOCHER L3 05 2 2 XS btk B % HOonEp 6|85 SR
% 1 4p B (0,015 p 1©.20.0287) 5 4 »c g5t /22 PCM 3 § 4p b (-0180 > p £=0.5417) ;
FARFR 518 HHI 5 f a8 (-0.126 > p £<0.0001) ; # s Fpu it b2t » & & % 1 4p
B (0.0109 » p ©=0.0795) ; 5 »c 5t b 2 % 2 2 4 f 49 B (-0.0007 » p 1£<0.0001) -
B hr Tt B PCM 2 HHI 2 2 % 2 A3 FARAR 5 2 « R » e r A A A %

P BB F PO G M GRE AR RENE A TRITARII AT AT R

g
®
!
c’: >
RS
5
=
%?;

B2 B PRER AP A KRNI EPEE L TFFIERT

SFFERE N EREL AR T ERARF LT RN FF R R R = F D

B

16
1.4 .
1.2 s

0.8
0.6
0.4
0.2

PCM
PCM

R<0.5 R>0.5

W 4 HoxFp blg PCM

TR kR AFEY R
HORFI 2 60 0.5 2 PCM 2 49 B i i 5 -0.046 » 1093 % 'k 2 » S on i 2 vt b4 % &
%3052 PCM 2 4 B ¥ #c 3 -0.059

22



600000

300000
. 500000 2500 .
N 400000 N 200000 .
&’ 300000 g 150000 ':
S 200000 < 100000 .
100000 50000 :@I
0 0
0 05 1 15
R>0.5

Bl 5 Hociipt vl s

TR KR AR R
HARF 2 bl ¥ 0.5 27 BT A B THCE 0:068 0 1%% F K I 0 HOTH L b X & £ 05
21 A2 AP B el 5 -0.150 5 1988 % k& o

25000 40000
40000 35000 .
I 35000 - 30000 s
8 32888 8 25000 i
S 20000 O 20000 4 ;
w 15000 5 15000 s
10000 10000 5
5000 5000
0 0 ~
0 0.5 1 1.5
R>0.5

Bl 6 FroEpt bl r & A
FTHKR AP R
B FROL B3 058 r X Az pH Rlic s 0224 0 1% F R 5 FaTER HIX A £ 058
* Az jphd il -0.217 > 1%%E ¥k o

23



1.2

0.8
I
T 0.6

g] 7 &3:—" ﬁ_ﬁlﬂbl‘ |:7I "’k’ HHI
FHR kR k] FR

FPTFF Bl ¥ 0.5 2 HHI 2 4p B 7 i 3 -0.391 » 19637 F 7k 2 » # »u st b % %5 & %7 05 2 HHI

z fph ¥ 0.250 > 1%%8 F -k -

350 35
300 30 ¢
250 25
200 20
Z Z
150 15
L J
100 10 5%
50 5 0% o ,
:'\.—0\*
0
, , 0 05 1 15
R<0.5 R>0.5

B 8 HFrxEpl e o Pk
FA KRR AT FR
FonFpOL B2 058 2 Pz dp M il s 0.059 0 B%ET F R E o 5 AR FRIL X 2 E 058
7 dc2 Ap W il 3 -0.260 > 1937 F -k o

24



4 3 A5 A o anEp 62 M %(R>0.5)

RATIO =y, + ,MKTSIZE + y,PCM + y,HHI + y,ENCOST + »,N

2008 39

+ > 7YEAR, + > 7,SIC, +¢

i=1992 =
20

RS STE TR % S i tie piE
Intercept ? 0.541818  0.118849  4.558880  0.0000
MKTSIZE - -0.038873  0.029122 -1.334818  0.1828
PCM + 0.326554  0.120387 2.712543  0.0070
HHI + 0.069791 0.060435 1.154822  0.2489
ENCOST + 0.018520  0.028433  0.651362  0.5152
N - -0.008708  0.003613 -2.410516  0.0164

Adjusted R-squared 0.383585

R E L
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P R w i i tiE piE
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MKTSIZE + 0.015270  0.006975  2.189445 0.0287
PCM - -0.017959 0.029421 -0.610401  0.5417
HHI - -0.126486 0.019136 -6.609973  0.0000
ENCOST - 0.010920 0.006223  1.754892 0.0795
N + -0.000702 0.000105 -6.704568  0.0000

Adjusted R-squared 0.394996
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