
(https://www.ssrn.com/)
(https://papers.ssrn.com/sol3/ShoppingCart

Product
&
Services

Subscribe
Submit
a
paper

Browse Rankings Blog ↗ Contact




 Add Paper to My Library

Download This Paper (Delivery.cfm/SSRN_ID4008983_code1664187.pdf?abstractid=3037354&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID4008983_code1664187.pdf?abstractid=3037354&mirid=1&type=2)



Share:       

The Long-Term Consequences of Short-Term Incentives
Journal of Accounting Research, forthcoming
European Corporate Governance Institute (ECGI) - Finance Working Paper No. 527/2017

57 Pages
Posted: 18 Sep 2017
Last revised: 14 Jan 2022

Alex Edmans (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=393296)
London Business School - Institute of Finance and Accounting; European Corporate Governance Institute (ECGI); Centre for Economic Policy Research (CEPR)

Vivian W. Fang (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=365137)
European Corporate Governance Institute (ECGI); Indiana University

Allen H. Huang (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=333516)
Hong Kong University of Science and Technology - Department of Accounting

There are 3 versions of this paper

Date Written: September 16, 2021

Abstract
This paper studies the long-term consequences of actions induced by vesting equity, a measure of short-term incentives. Vesting equity is positively associated with the
probability of a firm repurchasing shares, the amount of shares repurchased, and the probability of the firm announcing a merger or acquisition (M&A). However, it is also
associated with more negative long-term returns over the 2-3 years following repurchases and 4 years following M&A, as well as future M&A goodwill impairment. These results
are inconsistent with CEOs buying underpriced stock or companies to maximize long-run shareholder value, but consistent with these actions being used to boost the short-
term stock price and thus equity sale proceeds. CEOs sell their own stock shortly after using company money to buy the firm’s stock, also inconsistent with repurchases being
motivated by undervaluation.
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