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Abstract

This study aims to identify the influence of executive compensation on the risk of publicly traded companies
listed on B3 (Brazilian Stock Exchange). For this purpose, we collected data from 230 companies, from 2010
to 2019, which were subjected to regressions by unbalanced panel data, using the generalized systemic
moments method (GMM-SYS). The results suggest that the total and average compensation, as well as the
fixed salary, bonus and compensation for shares and options paid to executives increase the companies'
accounting and market risk. The disparity between the highest and lowest salaries increases the market's
perception of the risk levels of firms. In addition, performance, indebtedness, and aspects related to turnover,
tenure and age of executives influence the risk of companies.
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Resumo

O objetivo do presente artigo € identificar a influéncia da remuneracdo dos executivos no risco das
companhias de capital aberto listadas na B3 (Brasil, Bolsa, Balcao). Para este fim, foram coletados os
dados de 230 empresas, no periodo de 2010 a 2019, os quais foram submetidos a regressdes por dados
em painel ndo balanceados, através do método dos momentos generalizado sistémico (GMM-SYS). Os
resultados sugerem que a remuneragao total e média, assim como o salario fixo, bénus e compensagéo por
acOes e opgbes pagos aos executivos aumentam o risco contabil e diminuem o risco de mercado das
companhias. A disparidade entre os maiores e menores salarios aumenta a percepcao do mercado quanto
aos niveis de risco das firmas. Além disso, o desempenho, endividamento e aspectos ligados ao turnover,
tenure e idade dos executivos influenciam no risco das companhias.

Palavras-chave: Remuneracao; Executivos; Risco

Resumen

El propésito de este articulo es identificar la influencia de la compensacion de ejecutivos en el riesgo de las
empresas que cotizan en B3 (Bolsa de Valores de Brasil). Para ello, se colectaron datos de 230 empresas,
en el periodo de 2010 a 2019, las cuales fueron sometidas a regresiones por datos de panel
desbalanceados, utilizando el método de momentos sistémicos generalizado (GMM-SYS). Los resultados
sugieren que la remuneracion total y media, asi como el salario fijo, el bono y la remuneracion por acciones
y opciones pagados a los ejecutivos aumentan el riesgo contable y disminuyen el riesgo de mercado de las
empresas. La disparidad entre los salarios mas altos y los mas bajos aumenta la percepcién del mercado
sobre los niveles de riesgo de las empresas. Ademas, el desempefio, el endeudamiento y aspectos
relacionados con la turnover, tenure y edad de los ejecutivos influyen en el riesgo de las empresas.
Palabras clave: Remuneracién; Ejecutivos; Riesgo
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1 Introduction

The executive compensation policy based on incentives is a corporate governance practice used to
align the interests of shareholders and executives (Jensen & Meckling, 1976; Lozano-Reina & Sanchez-
Marin, 2020) that should encourage managers to pursue the interests of the principal, through motivations
based on the companies' performance (Tirole, 2006). Thus, it would minimize conflicts of interest (Oliveira et
al., 2021) which would generate a positive impact on the well-being of owners and on the performance of
companies (Jensen & Murphy, 1990).

Agency Theory assumptions assume that one of these conflicting interests concerns to risk-taking,
where shareholders would be neutral and managers risk-averse (Martin et al., 2016; Utami & Kusuma,
2019). While owners diversify their assets in the company, pursuing greater wealth (Swift, 2018), managers
would have difficulty diversifying their wealth and human capital and would be concerned about their job
stability and obtaining private benefits (Mao & Zhang, 2018). Along these lines, structuring compensation
contracts should encourage executives to take risks by rewarding them for long-term success (Simpson and
Tamayo, 2020), which would able to align the risk preference of shareholders and managers (DeFusco et al.,
1990; Mao & Zhang, 2018).

In this context, the problem question of this study is: What is the influence of executive compensation
on the choice for riskier projects? To answer this question, the purpose of this study is to identify the
influence of executive compensation on the accounting and market risk of publicly traded companies in
Brazil. The time period of study comprises the years between 2010 and 2019, the last ten years when the
research was carried out.

Executive compensation is a recurring theme in the academic literature (Oliveira et al., 2021),
however, empirical evidence on compensation and risk at firms is scarce (Rengel et al. 2020). In addition,
there is a concentration of studies focused on the context of developed markets (Oliveira et al., 2021), with
more mature Corporate Governance systems. In Brazil, the results of the study by Lopes et al. (2017)
suggest that the financial performance of firms has an impact on the executive compensation policy,
however, there is no significant relationship between operational risks and executive compensation, which
would be an open question (Lopes et al., 2017).

Similarly, Teixeira et al. (2011) did not find a significant relationship between risk levels and
executive compensation at the largest companies in the state of Espirito Santo. On the other hand, Oliveira
et al. (2021) suggest that there is an alignment between the remuneration policy and risk-adjusted value
creation measures. In addition, Rengel et al. (2020) investigated the relationship between executive
compensation and the risk of companies in different sectors of the B3, and their results suggest that an
increase in executive’s compensation decrease the market risk levels of Brazilian firms.

The present study contributes to the literature as it enriches the academic and corporate debate
regarding executive compensation and its relationship with the risks faced by companies, presenting
theoretical-empirical and practical implications. With regard to the theoretical-empirical contribution, it
innovates in relation to previous studies by analyzing the influence of executive compensation on accounting
and market risk in a segregated manner, also by investigating, in addition to total and average
compensation, the range between the highest and lowest amounts paid to executives, as well as the split of
compensation into fixed, bonus, stock and options.

In practical terms, knowing the implications of executive compensation on firm risk can help
formulate standards and/or regulations regarding compensation policy. The influence of the total amounts
and the disparity between the amounts paid to executives, as well as the types of compensation (fixed,
bonus, shares and options) on the risk levels of firms, may indicate necessary changes and adaptations in
the executive compensation policy, with the objective of aligning interests between owners and managers
regarding risk-taking, which can impact both the attractiveness of firms and the prospect of new investors.

2 Theoretical Framework
2.1 Executive compensation and agency issues

Executive compensation policy has been attracting academic, corporate and general public interest
(Schmidt et al., 2018; Kashif & Lone, 2018). This interest is linked to the dubious behavior of managers in
cases of corruption and corporate fraud, in actions that culminated in the financial crisis of 2007-2008 and in
the increase in CEO compensation (Oliveira et al., 2021), which intensified the debate regarding the
efficiency of incentive packages for executives and would be capable of generating a negative repercussion
for companies in public opinion (Benabou & Tirole, 2016), in which the excess and efficiency of
compensation policies are questioned (Lozano-Reina & Sanchez-Marin, 2020). These issues reinforce the
relevance of the executive compensation policy as a fundamental instrument of Corporate Governance
(Ataay, 2018).

According to the assumptions of agency theory, executive compensation packages are efficient
when designed to mitigate agency problems (Jensen & Murphy, 1990), which would be possible by aligning
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the interests of shareholders and executives (Dunn et al., 2019; Lozano-Reina & Sanchez-Marin, 2020). This
alignment would be operationalized through “optimal” compensation contracts, which should establish
compensation packages for the effort, skills and risk assumed by executives (Jensen & Murphy, 1990),
which would lead to a search for greater corporate performance and, consequently, the maximization of the
company's value (Jensen & Murphy, 1990; Bebchuk & Fried, 2003).

In Brazil, Sonza & Kloeckner (2014) showed that executive compensation can positively impact
shareholder well-being, generating incentives for the executive in order to solve agency problems. In the
same context, for Beuren et al. (2020), executive compensation can be a governance mechanism to align
interests between family and non-family businesses in Brazil.

For this reason, there are compensation mechanisms such as base salary, bonuses, and long-term
compensation, such as stock and option-based incentives (Conyon et al., 2011). The base salary would be
the fixed part and the other components of the compensation would vary according to company policy
(Kashif & Lone, 2018). However, fixed incentives would have a limited motivating power and a short-term
bias, which suggests that variable compensation based on performance would have a more efficient
motivating effect on the maximization of company value by executives (Deegan, 1997). In this sense, it is
necessary that remuneration be linked to corporate performance, so that executives assume the risks, costs,
and rewards of their decisions, aligning their interests with those of shareholders (Rasoava, 2019).

Empirical evidence from studies such as Jensen and Murphy (1990) and Bennett et al. (2017), point
out a strong relationship between executive compensation and company performance. In their seminal
paper, Jensen and Meckling (1976) recommended executive compensation through performance-linked
bonuses and stock options. However, there is no consensus on the sensitivity of executive compensation to
performance and its role in addressing agency problems (Kashif & Lone, 2018; Rasoava, 2019).

Incentive policies based on bonuses can generate unintended consequences, such as the possible
dishonesty of managers (Kirsten & Du Toit, 2018), which would cause a worsening of agency problems and
harm the performance of companies (Benabou & Tirole, 2016). Linking executive compensation to outcome
targets may encourage executives to opt for projects with short-term results, which would not necessarily
generate good results for the company (Bennett et al. 2017).

2.2 Compensation and risk policy: conceptions and formulation of hypotheses

The level and structure of executive compensation policy would influence risk-taking associated with
investment projects (Faleye et al., 2011). Assuming that individuals seek to increase their personal wealth,
shareholders prefer managers who are tolerant of risk-taking, which would potentially create value for
owners (Utami & Kusuma, 2019). On the other hand, limited ability to diversify income, concern about
keeping their jobs, and the pursuit of private benefits, make managers risk-averse (Mao & Zhang, 2018;
Swift, 2018). To align interests and encourage managers to take a bolder stance on risk-taking, shareholders
draft compensation contracts (Dunn et al., 2019; Gipper, 2021), tying a portion of executive compensation to
shareholder wealth (Mao & Zhang, 2018; Martin et al., 2016).

The idea of an “optimal” contract combines managers’ incentives for “optimal” effort and rewards for
managerial talent (Chu et al., 2020), controlling for measures of company risk (Jensen & Meckling, 1976). In
addition to this risk-adjusted portion, managers demand a higher premium for taking on additional risk
(Conyon et al.,, 2011;) imposed by compensation packages, which increases as managerial risk-taking
increases (Dunn et al., 2019).

Corroborating this issue, studies such as Conyon et al. (2011), Shue and Townsend (2017), Dunn et
al. (2018) and Gipper (2021), present empirical evidence that higher compensation levels increase company
risk, suggesting that high salaries paid to executives would be related to greater corporate risk-taking (Chu et
al., 2020). However, studies such as Lopes et al. (2017) and Teixeira et al. (2011) found no significant
relationship between risk levels and compensation packages for Brazilian executives. According to these
assumptions, the following theoretical hypothesis is formulated:

Hypothesis 1: The higher the executive compensation, the higher the accounting risk of Brazilian public
companies.

Good corporate governance practices, such as efficient compensation packages, would be able to
reduce the impacts of agency problems, increasing investor confidence, which would decrease firms’ market
risk (Paiva et al., 2015). In this sense, the relationship between the monitoring exercised by the board of
directors and the compensation of managers is a condition for its effectiveness as a governance mechanism
in the Brazilian capital market (Brandao et al., 2019; Rissatti et al., 2022).

On the other hand, managerial power theory assumes that executive compensation would not only
be a potential instrument to address agency problems but would also be part of the problem itself (Bebchuk
& Fried, 2003). The influence of powerful executives would restrict the ability and impartiality of the board of
directors to monitor and curb managerial power, especially regarding the setting of executive compensation
(Ataay, 2018).
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Powerful executives prefer to link their compensation to the size of the company, as incentive
packages based on shares and options can hide income extraction activities (Bebchuk & Fried, 2003).
Specific features of stock-based incentives, such as differences between the grant date value and the
exercise date value, facilitate opportunistic behavior by executives (Steenkamp & Wesson, 2018), through
the manipulation of stock prices to increase the remuneration for options (Daines et al., 2018).

These issues suggest that high levels of compensation and wage disparity would be an indicative of
the influence of executives in defining compensation policies (Lu & Shi, 2018), which would result in
inadequate compensation packages and the worsening of agency problems (Hoi et al., 2019), increasing
business uncertainties, the risk premium demanded by investors, and, consequently, the cost of capital for
firms (GrOning, 2011).

Thus, a compensation structure based on shares and options would be an incentive for risk taking,
which can lead to variability in share values (Mao & Zhang, 2018). For DeFusco et al. (1990) the variance of
stock returns seems to increase in the same proportion of compensation packages through stocks and
options. In this sense, the payment of salaries based on formulas linked to performance measures would be
related to greater volatility in stock prices and future cash flows (Gipper, 2021).

Studies such as Raithatha and Komera (2016) and Mao and Zhang (2018) suggest that higher levels
of executive compensation would increase companies' market risk. On the other hand, the results of the
studies like those of Chen et al. (2018) and Rengel et al. (2020) suggest that the executive compensation
policy would reduce the companies' market risk. Based on these questions, the following hypothesis is
formulated:

Hypothesis 2: The higher the executive compensation, the higher the market risk of Brazilian public
companies.

3 Methodological Procedures
3.1 Population, sample and data collection

To analyze the influence of executive compensation on the company risk of companies listed on the
B3 (Brasil, Bolsa, Balcao), descriptive and quantitative research was developed, based on secondary data.
The population of this study comprises all publicly traded companies in Brazil. However, non-industrial
companies and companies with Tobin’s Q lower than zero and higher than ten were excluded from the
sample. The analysis period is from 2010 to 2019, due to the disclosure of information regarding executives
through the CVM (Securities and Exchange Commission) reference forms. Thus, the final sample includes
230 companies, equivalent to 1,841 observations.

The data for the dependent and the control variables were collected in Economatica®. The
independent variables, regarding executive compensation and information, were collected from item 13
(management compensation), option 13.11 (maximum, minimum, and average compensation), and 13.2
(total compensation per firm) of the companies’ Reference Form, available at the central systems of the
Brazilian Securities Commission (CVM). In this sense, the variables were collected and submitted to the
statistical program STATA14®.

3.2 Definition of variables

To analyze the companies’ accounting risk, the dependent variable (RISK) was created, which is
measured through the variability of the EBIT (Earnings Before Interest and Taxes) concerning the
companies’ total assets, which, according to Toy et al. (1974) and Gatti and Nakamura (2013), would be a
good metric for the accounting risk faced by the company. Systematic risk is analyzed through the
dependent variable (BETA), which corresponds to the angular coefficient of the Capital Asset Pricing Model
(CAPM) and would be an appropriate measure of the market risk assumed by companies (Raithatha &
Komera, 2016).

The independent variables correspond to the range of executive compensation (AMP), average
executive compensation (MED), total compensation (TOT), fixed compensation (FIXA), bonuses (BONUS)
and compensation through shares and options (AC). Table 1 presents the main dependent and independent
variables, their descriptions and authors.
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Table 1
Dependent and independent variables

Dependent variable — Risk

Variables Descriptions Main authors

EBIT Gatti and Nakamura (2013); Dutra et al.

Accounting risk — RISK o (W) (2018).

Paiva et al. (2015); Raithatha and Komera

Market risk - BETA (Rt = BRm + et) (2016)

Independent variables - Remuneration

Range of remuneration White (2018); Vo and Canil (2019); Rouen

lOg[REMmax - REMmin]

- AMP (2020).
Average remuneration 2 REM Jensen and Murphy (1990); Bebchuk and
- MED n? of executives Fried (2003); Devers et al. (2008).
. Raithatha and Komera (2016); Shue and
Total ren_Fgr]l_eratlon log [X REM] Townsend (2017); Dunn et al. (2019); Gipper
(2021); Oliveira et al. (2021).
Fixed remuneration - Executive compensation by fixed Jensen and Murphy (1990); Chen et al.
FIXA remuneration (2018)
Bonus — BONUS Executive compensation by bonus. Jensen and Mur?gg1(§)990); Chen et al.
Compensation for Executive compensation by shares and Jensen and Murphy (1990); Chen et al.
shares - AC options. (2018);

Note: EBIT: Earnings before interest and taxes; REM,,,: maximum remuneration; REM,,;,: minimum remuneration;
2’REM: Total remuneration.
Source: Elaborated by the authors (2022).

The control variables refer to the characteristics of the executives, performance, size and debt of the
companies. In this sense, Table 2 includes the control variables, their descriptions, main studies and
expected signs.

Table 2
Control variables

Control Variables

Variables Description Main authors Signal
1 —If, in the previous year, there was Devers et al. (2008) +
Turnover (Turnex) a change of CEO: 0 - otherwise. Chen et al. (2008) i
Tenure — (Tex) log {average tenure of senior Devers et al. (2008); Conyon etal. (2011);  +

executives)
Age (IME) log (Average age of chief executives) JensDirzl:gdelt/I;rp(g)ééé?O) +
Return on Equity (ROE) Net Profit/ Equity Paiva et al. (20152;251&‘5@“3 and Komera
Market-to-book (MB) VM '/ Equity Sauset et (‘;'61(27‘)),1g)ié)sgr“fzgg‘f)mw”se”d +
Devers et al. (2008); Paiva et al. (2015) +
Total Assets (AT) log (Total Assets) Fang and Zhong (2004);

Leverage (AL) Short and long-term debt / Equity Devers et al. (2008); Eisdorfer (2008); +

Danielova et al. (2013)

VM — Market Value (share price x number of shares outstanding).
Source: Elaborated by the authors (2022).

The replacement of the main executive (turnover) would be higher after unsatisfactory performances,
which can be interpreted as an “indicator” of financial difficulties and could suggest greater business risk
(Eisdorfer, 2008). On the other hand, it may be the result of efficient monitoring of the company (Chen et al.
2008), which would adjust the assumption of managerial risks to the interests of shareholders. Furthermore,
the longer the tenure, the greater the likelihood of creating power networks (Goyal & Park, 2002), which
would increase the influence of the CEO on the board of directors and encourage executives to pursue
benefits by choosing projects with greater risk for the company. Older executives would find it easier to form
power bases (Jensen & Murphy, 1990), which would increase riskier decision-making for companies.
However, they would have more experience and, therefore, would make better decisions (Herrmann & Datta,
2005), including regarding project’s risk-taking.

In addition, decision-making regarding project’s risk would affect the performance of companies, in
the sense that the greater the risk, the greater the expected result (Utami & kusuma, 2019). Increased
growth opportunities would encourage managers to adopt more aggressive risk-taking strategies, aiming at
greater market share (Elsayed & Elbardan, 2018). As for size, the largest companies would be related to a
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lower risk, as they would depend on the public debt market and would have incentives to reduce debt
financing costs (Fang & Zhong, 2004). On the other hand, they would be less financially constrained,
facilitating the option for riskier projects. Furthermore, the risk of default would increase the risk incentives,
which suggests that a higher degree of leverage would generate incentives for executives to choose riskier
projects (Danielova et al., 2013).

3.3 Econometric model

To capture the influence of executive compensation on risk, linear regressions were applied using
unbalanced panel data by GMM-Sys. The Equation (1) presents the panel data regression model used in the
present study.

Ry =a; + Ryy_1 ¢+ REMyy + W;;6 + X EFset; + Y EFtemp, + &;; (1)

Where R; represents the variable related to risk, R 4 the lagged risk in a period, REM; represents
executive compensation (range, average or total), a is the intercept, ¢, vy and 8 are the coefficients, W;; are
the control variables, EFset is the sectoral fixed effects, EFtemp is the temporal fixed effects, €; represents
the error term, i indicates the companies and t indicates the time.

The Generalized Method of Moments (GMM) allows for greater efficiency in obtaining asymptotic
estimators. In this case, two types of estimators can be used, the GMM-Dif (in differences) developed by
Arellano and Bond (1991) and the GMM-Sys (Systemic), developed by Blundell and Bond (1998). The
difference between the estimators is in the moment conditions of each one, depending on the number of
instruments available in the analysis. The reason for choosing GMM-Sys is centered on the acceptance of a
set of available instruments and the prospect of more accurate estimates, despite the assumptions about
initial conditions being more restrictive. Also, for Bond (2002), GMM-Sys has a more robust assumption,
which reduces the efficiency gains allowed by the homoscedasticity condition, a condition that can be
waived.

To this end, the following validation tests were applied in this study: (i) Arellano and Bond (1991): to
identify if there is serial correlation in the residuals; (ii) Correlation and VIF (Variance Inflation Factor): to

identify the existence of multicollinearity; (iii) Chi-square ( ¥2): to verify if there is an association between

the variables; and, (iv) Hansen (1982): to verify if there is overidentification of the instruments. The data are
corrected according to the IGP-DI converted into dollars.

4 Analysis of Results

To explain further the results achieved, this section is divided into two parts: (a) descriptive statistics
and correlation; and (b) results of the regression and validation tests.

4.1 Descriptive statistics and correlation

Before performing the analysis of the results, the correlation between the variables was verified.
According to Hair et al. (2005), those with a correlation above 0.70 should be avoided. Furthermore, the VIF
(Variance Inflation Factor) test was applied, which indicated that no variable had a value greater than 5. After
verifying the correlation, Table 3 presents the descriptive statistics of the dependent and independent
variables.

Table 3 shows that the average executive compensation is 0.06 million USD, the variability of their

compensation is around 0.10 million USD, and the average total compensation is 0.27 million USD. In
addition, executives receive an average of 0.19 million (USD) as fixed salary and 0.01 million (USD) as
bonuses and shares and options compensation. The average accounting risk, measured by the variation of
the companies’ results concerning total assets, is 0.28, and the beta coefficient, used as a metric for market
risk, is, on average, 0.91.
In addition, the tenure of the executives is around 3.5 years and the age of executives is around 53 years
old. With regard to size and debt, the average total assets of companies are around 2.54 billion (USD), and
the average leverage level is 1.28. Finally, it is worth mentioning that the variables (AT) and (AL) have a
significant variance and standard deviation, in addition to a considerable difference between the mean and
the median. Thus, the need to apply the natural logarithm to these variables is evident.
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Table 3
Descriptive statistics of the dependent and independent variables
Dependent variables Independent variables
RISK BETA AMP TOT Y MED " FIXA" BONUS! AC™

Average 0.28 0.91 0.10 0.27 0.06 0.19 0.01 0.01
Median 0.26 0.85 0.02 0.24 0.04 0.11 0.00 0.00
P10 0.14 0.36 0.01 0.02 0.00 0.01 0.00 0.00
P25 0.20 0.62 0.00 0.00 0.02 0.00 0.00 0.00
P75 0.34 1.04 0.07 0.05 0.08 0.23 0.01 0.02
P90 0.41 1.52 0.16 0.01 0.13 0.40 0.15 0.10
Var. 0.02 0.27 9.61 10.09 0.28 0.08 0.04 0.02
Minimum 0.00 -0.91 0.00 0.00 0.00 0.00 0.00 0.00
Maximum 3.27 410 3.53 6.04 0.52 0.24 0.38 0.21
SD 0.16 0.52 0.97 0.31 0.16 0.28 0.21 0.15
Assym. 7.32 1.52 0.35 0.01 0.22 3.91 9.45 7.83
kurtosis 110.58 7.95 1.26 0.24 0.65 22.41 130.49 81.20

" Values are expressed in millions and converted into U.S. dollars, based on the exchange rate available at the Brazilian
Central Bank website (https://www.bcb.gov.br) referring to the last day of each year of the analyzed period.

Note: RISK: Accounting risk; BETA: Market risk; AMP: Range of Compensation; TOT: Total Compensation; MED:
Average Compensation; FIXA: Fixed Compensation; BONUS: Bonus Compensation; AC: Shares and Options
Compensation; SD: Standard deviation.

Source: Elaborated by the authors (2022).

4.2. Results of regressions and validation tests

Before running the regressions, we performed the validation tests of the econometric models applied
in the study, which are presented in Table 4. Thus, the Chi-square test indicates the rejection of the null
hypothesis. In other words, there is an association between the variables used in the model. The Hansen
(1982) test, on the other hand, indicates that the null hypothesis cannot be rejected, i.e., it is assumed that
there is no correlation between the instruments and the regression error. Finally, the Arellano and Bond
(1991) test rejects the null hypothesis for first-order serial autocorrelation but does not reject the second
order, that is, the model presents the first order serial correlation, indicating that the dynamic GMM-Sys
model is the most suitable for the study.

Table 4
GMM - SYS model validation tests

Regressions

Panel A - Regressions with dependent variable - RISK

AMP TOT MED FIXA BONUS AC
Chi2 146.03 69.78 115.60 76.04 266.87 73.55
Chi2p 0.00 0.00 0.00 0.00 0.00 0.00
Hansen 119.68 85.15 120.84 79.96 121.78 61.88
Hansenp 0.99 0.32 0.56 0.21 0.95 0.77
Ar1 -3.50 -3.43 -4.26 -3.41 -3.86 -2.56
Arip 0.00 0.00 0.00 0.00 0.00 0.01
Ar2 0.10 0.29 0.06 0.11 0.44 0.90
Ar2p 0.91 0.77 0.94 0.90 0.65 0.36

Panel B - Regressions with dependent variable - BETA

AMP TOT MED FIXA BONUS AC
Chi2 312.56 217.48 291.36 52.56 167.27 475.41
Chi2p 0.00 0.00 0.00 0.00 0.00 0.00
Hansen 75.26 13.74 47.88 18.78 71.40 46.13
Hansenp 0.40 0.79 0.71 0.87 1.00 0.46
Ar1 -2.28 -2.34 -2.17 -2.41 -1.65 -2.78
Arip 0.02 0.01 0.02 0.01 0.09 0.00
Ar2 1.49 0.92 1.00 0.82 0.54 1.28
Ar2p 0.13 0.35 0.31 0.41 0.58 0.19

Note: RISK: Accounting risk; BETA: Market risk; AMP: Rang of Remuneration; TOT: Total Remuneration; MED: Average
Remuneration; FIXED: Fixed remuneration; BONUS: Bonus Compensation; AC: Shares and Options Compensation;
Chi2: Chi-Square Test; Hansen: Hansen's Test (1982); Ar1: First order serial autocorrelation test; Ar2: Second order
serial autocorrelation test.

Source: Elaborated by the authors (2022).
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To test the influence of executive compensation on companies' risk, we estimated regressions using
the Systemic Generalized Method of Moments (GMM-SYS). Table 5 presents the results of the regression
models with the dependent variables: accounting risk — RISK (Panel A) and market risk — BETA (Panel B).
The results of panel A in Table 5 indicate that the variables of executive compensation positively impact the
accounting risk (RISK) of firms.

The total remuneration (TOT), fixed remuneration (FIXA) and bonuses (BONUS) are statistically
significant at 10%, the average remuneration (MED) and shares and options remuneration (AC) at 5%. An
increase of one percentage point in total compensation, average and fixed salary, increases the variability of
results by 0.01 percentage point in relation to total assets, bonuses and stocks and options increases the
accounting risk of companies by 0.02%. These results are in line with studies by Shue and Townsend
(2017), Dunn et al. (2019), Chu et al. (2020) and Gipper (2021) and suggest that excessive compensation
would encourage executives to choose riskier projects. Thus, hypothesis 1 of this study is not rejected. High
salaries would be related to powerful executives, who would participate in the definition of their own
remuneration, making it easy to obtain private benefits (Peters & Wagner, 2014).

Tabela 5
Results of the regression models
Variables Panel A - Regressions with Dependent variable: RISK
AMP TOT MED FIXA BONUS AC
R (-1) 0.39*** 0.31** 0.29*** 0.26** 0.46*** 0.17
y4 (4.97) (2.73) (3.73) (2.10) (5.53) (1.40)
REM -0.01 0.01* 0.01* 0.01* 0.02* 0.02**
y4 (-0.41) (1.64) (1.99) (1.62) (1.68) (2.35)
Turnex -0.02 -0.03 -0.03** -0.01 -0.01 -0.01
z (-1.16) (-1.57) (-2.11) (-0.84) (-0.98) (-0.83)
IME -0.01 -0.01* -0.01 -0.01 -0.01 -0.01**
z (-1.21) (-1.76) (-0.99) (-1.43) (-0.03) (-1.96)
Tex -0.01 0.00 0.00 -0.01 -0.01 -0.01
y4 (-0.08) (0.03) (0.21) (-0.02) (-0.82) (-0.94)
ROE 0.05*** 0.04* 0.12** 0.10** 0.04** 0.08
y4 (2.80) (1.78) (3.61) (2.19) (2.09) (1.46)
MB 0.02*** 0.03*** 0.02*** 0.03*** 0.02*** 0.01
z (3.72) (2.58) (3.36) (3.44) (2.91) (1.43)
AT -0.01 -0.01 -0.01 -0.01 -0.01 -0.01
z (-0.18) (-0.84) (-0.82) (-0.60) (-0.39) (-0.06)
AL 0.00 0.01 0.01 0.02* -0.01 -0.03**
Y4 (1.04) (0.51) (1.29) (1.86) (-1.26) (-2.13)
Constant 0.19*** 0.33*** 0.21*** 0.31*** 0.15*** 0.43***
Z (4.40) (3.62) (3.92) (3.25) (2.55) (4.04)
Panel B - Regressions with Dependent variable: BETA
AMP TOT MED FIXA BONUS AC
R (-1) 0.88*** 0.84** 0.77*** 0.74*** 0.70*** 0.73***
z (12.81) (7.51) (13.11) (6.16) (7.38) (12.15)
REM 0.01* -0.08* -0.03** -0.07* -0.03* -0.23***
y4 (1.62) (-1.78) (-2.36) (-1.69) (-1.60) (-2.96)
Turnex -0.01 0.04 -0.01 0.02 -0.01 -0.05
y4 (-0.15) (0.64) (-0.37) (0.15) (-0.59) (-0.78)
IME -0.01 0.00 -0.01 0.01 -0.01** -0.01***
z (-0.26) (0.49) (-0.24) (0.83) (-1.99) (-2.57)
Tex 0.01** -0.01 -0.01 -0.02 -0.02 0.01
z (2.41) (-0.70) (-0.83) (-1.35) (-0.92) (0.68)
ROE -0.01 -0.07 -0.01 -0.01 0.00 0.02
y4 (-0.91) (-0.64) (-0.03) (-0.56) (0.22) (0.41)
MB 0.01 -0.04* -0.03 -0.07** -0.01 -0.01
y4 (1.04) (-1.64) (-1.51) (-1.98) (-0.86) (-0.48)
AT -0.01 0.01 -0.01 -0.01 0.00 0.01
Z (-0.50) (0.74) (-0.93) (-0.73) (0.18) (0.66)
AL 0.00 -0.09 0.03 -0.03 -0.01 -0.02
Y4 (0.43) (-1.39) (0.62) (-0.53) (-0.64) (-0.55)
Constant 0.04 -0.14 0.44 -0.01 0.38** 0.64**
Z (0.42) (-0.29) (1.05) (-0.02) (2.20) (1.93)

Note: RISK: Accounting risk; BETA: Market risk; AMP: Range of Remuneration; TOT: Total Remuneration; MED:
Average Remuneration; FIXA: Fixed remuneration; BONUS: Bonus Compensation; AC: Shares and Options
Compensation; R: Risk; REM: Remuneration independent variable; Turnex: CEO Turnover; IME: age; Tex: Tenure;
ROE: Return on Equity; MB: Market-to-book; AT: Total Assets; AL: Leverage. *- significant at 10%; **- significant at 5%;
*** - significant at 1%.

Source: Elaborated by the authors (2022).
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On the other hand, the results of panel B in Table 5 point to a negative relationship between
executive compensation and the companies' market risk (BETA). Total compensation, fixed salary, and
bonus compensations are significant at 10%, average compensation at 5%, and stock and option
compensation at 1%. An increase of one percentage point in total, average, fixed, bonuses and stocks and
options compensations reduce the companies' market risk by, respectively, 0.08%, 0.03%, 0.07%, 0.03%
and 0.23%. These results are similar to studies by Chen et al. (2018) and Rengel et al. (2020), suggesting
that an increase in executive’s compensation would discourage executives from pursuing private benefits
(Lu & Shi, 2018), which allows us to reject hypothesis 2 of the present study.

Based on the assumption of the optimal hiring agency theory, high compensation amounts reflect the
balance between the efforts and risks taken by executives, in which market forces effectively shape
compensation packages (Chu et al., 2020). An increase in compensation may result from improved
monitoring, which would lead executives to demand higher levels of explicit incentives to compensate the
difficulty of obtaining private benefits (Lu & Shi, 2018). In this context, incentive packages for executives
would reduce agency problems, which would increase investor confidence (Paiva et al., 2015) and reduce
the market's perception of firms' risk levels (Rengel et al., 2020).

In addition, the range of executive compensation (AMP) is significant by 10%, with a positive impact
on the market risk (BETA) of companies. An increase of one percentage point in the range of amounts paid
to executives, increases the market risk of firms by 0.01 percentage point. This evidence corroborates the
findings of White (2018), Vo and Canil (2019) and Rouen (2020), who suggest that a disparity in executive
compensation may be the result of random choices or personal favoritism. The high range of executive
compensation would cause a feeling of disrepute on the part of those who do not receive the highest salaries
(Rouen, 2020), signaling that there are executives with managerial power to influence the formulation of
compensation policies (Vo & Canil, 2019).

Table 5 also shows that the turnover variable (Turnex) has a significant negative relationship with the
accounting risk (RISK) of 5% for the model with average remuneration. A one percentage point increase in
CEO turnover decreases the accounting risk by 0.03 percentage points. These results corroborate the study
by Chen et al. (2008) and suggest that the fear of losing the position of CEO would encourage the risk-taking
adjustment, according to the interests of the shareholders. On the other hand, in market risk models, the
variable (Turnex) is not statistically relevant.

In addition, with regard to accounting risk, the variable (IME) is significant in the model with the
independent variable total compensation (10%) and shares and options compensation (5%), with a negative
impact on both. The increase of one percentage point in the TOT and AC variables increase the accounting
risk of firms by 0.01%. Similarly, the age of executives has a negative impact on the market risk of
companies, in the sense that the IME is significant at 5% in model with bonus independent variable and at
1% in the model with share and options remuneration. Thus, an increase of one percentage point in bonuses
and shares and options paid to executives reduces the market risk of firms by 0.01 percentage point. This
finding corroborates the results of Devers et al. (2008) and suggests that the experience of older executives
would be able to qualify their decision-making (Herrmann & Datta, 2005), including the choice of projects and
their associated risk.

Regarding the tenure of executives, this variable is significant at 5% for the model with the
independent variable AMP, with a positive impact on market risk. In other words, an increase of one
percentage point in tenure increases the companies' market risk by 0.01%. This result is consistent with the
study by Devers et al. (2008) and suggests that the longer the permanence in the position, the greater the
probability of creating power networks, which would increase the influence of CEOs on the board of directors
(Goyal & Park, 2002), and would encourage executives to pursue private benefits through the choice of
riskier projects. On the other hand, the variable tenure (Tex) is not significant for models with accounting risk
(RISK).

Regarding the relationship between performance and accounting risk, the results indicate that, with
the exception of the regressions with the independent variable shares and options remuneration (AC), in all
other models the ROE and Market-to-book (MB) variables are statistically significant. In the case of return on
equity (ROE), this significance is 10% for the model with the TOT variable, 5% in the regressions with the
FIXED and BONUS variables, and 1% in the models with the AMP and MED variables. Thus, an increase of
one percentage point in ROE increases the accounting risk of companies from 0.04 to 0.12 percentage
points.

These results are similar to the findings by Sauset et al. (2015) and suggest that risk-taking would
have the purpose of achieving greater results. In terms of market performance, the significance to the
models of the Market-to-book (MB) variable is 1%, in other words, an increase of one percentage point in the
MB increases the accounting risk of firms from 0.02 to 0.03 percentage points. These results corroborate
with Sauset et al. (2015) and Gipper (2021) and suggest that the greater the growth opportunities, the
greater the incentives of executives to take risks and expand the participation of companies in the market
(Elsayed & Elbardan, 2018).

However, in terms of market risk, the Market-to-book is significant in the fixed (5%) and total
compensation (10%) models, with a negative effect on both. A one percentage point increase in the MB
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variable reduces market risk by 0.07% and, for the TOT variable, reduces the BETA of companies by 0.04
percentage points. This result allows us to infer that those aspects unrelated to the financial results of firms,
such as the personality of individuals, would be determining factors in risk-taking (Martin, et al., 2016).
Regarding the return on equity, the ROE variable is not statistically relevant in models with market risk.

The results also indicate that debt has a positive impact on the accounting risk of companies, due to
the variable Leverage (AL) being statistically significant in the model with fixed remuneration (FIXA) at 10%.
A one percentage point increase in leverage increases the accounting risk by 0.02 percentage points. These
results are similar to the studies by Devers et al. (2008), Eisdorfer (2008) and Danielova et al. (2013),
suggesting that debt would increase the risk of default, which would encourage executives to choose riskier
projects to support the increased risk of bankruptcy (Eisdofer 2008; Danielova et al., 2013). On the other
hand, in the regression with the shares and options compensation variable (AC), leverage is significant at
5%, with a negative effect on accounting risk. In this sense, an increase of one percentage point in leverage
reduces the accounting risk by 0.03 percentage points. This finding opposes the studies by Devers et al.
(2008), Eisdorfer (2008) and Danielova et al. (2013) and suggests that executives of indebted companies
would be subject to greater external monitoring by creditors, which would make it difficult to seek private
benefits (Rauh, 2009).

5 Concluding Remarks

In order to analyze the impact of compensation on companies' risk, we estimated regression models
using the GMM-SYS method. The results suggest that executive compensation impacts the accounting and
market risk of Brazilian firms. In this sense, the higher the total (TOT) and average (MED) remuneration, the
greater the variability of results in relation to total assets (RISK). This same relationship is verified in the
analysis of the composition of the compensation policy for executives, since the increase in fixed
remuneration (FIXA), bonuses (BONUS) and shares and options (AC) also increases the level of accounting
risk of companies. An explanation for this empirical evidence lies in the assumptions of managerial power
theory that high wages would be an indicative of agency problems and inadequate compensation schemes,
due to the influence of powerful executives in defining the remuneration policy of firms (Ataay, 2018; Hoi et
al., 2019). As practical implications, these results can help owners adjust compensation packages, balancing
the salaries paid to executives and the levels of variability of results in relation to total assets.

On the other hand, the results of the regressions with the BETA variable indicate that the increase in
executive compensation reduced the companies' market risk. In this line, the higher the total (TOT) and
average (MED) compensation, as well as the fixed salary (FIXA), bonus (BONUS) and shares and options
compensation (AC) paid to executives, the lower the market risk of firms. According to Tirole (2006), implicit
and explicit incentives are substitutes, therefore, high salaries would discourage executives from obtaining
personal perks, which would maximize corporate performance (Jensen & Murphy, 1990). In this context, it is
clear that remuneration can mitigate agency problems, increasing confidence and, consequently,
prospecting new investors, as these are attracted by medium and long-term returns with lower levels of risk.

The results also indicate that the greater the disparity between the highest and lowest salaries paid
to executives (AMP), the greater the companies' market risk. In this line, a high range of remuneration would
be an indication of the managerial power of the highest paid managers (Vo & Canil, 2019). Powerful
executives would find it easier to act opportunistically and, with greater bargaining power over the board of
directors, would influence the definition of compensation policies (Bebchuk & Fried, 2003; White, 2018). In
this sense, the breadth of remuneration could be a sign of excess earnings on the part of some executives of
Brazilian companies, an issue that, instead of resolving the conflict of interests advocated by the agency
theory, further aggravates governance problems, affecting the market's perception of firms' risk levels.

In addition, the higher the turnover (Turnex) the lower the accounting risk levels of the companies,
since a more adequate monitoring would be able to discourage executives from pursuing private benefits
through riskier project choices, which would reduce the variability of firms” results. In the same context, the
higher the average age of executives (IME), the lower the companies' accounting and market risk. These
results allow us to infer that the experiences acquired by older executives would help in decision-making
(Jensen & Murphy, 1990), including risk-taking. On the other hand, the longer the executives' tenure, the
greater the companies' market risk. Executives who remain in office for a long period, would find it easy to
create power networks and interfere in the Board of Directors decisions (Goyal & Park, 2002), which would
aggravate the agency problems arising from the choice of riskier projects. Thus, it would increase business
uncertainties and, consequently, the market's perception of firms' risks.

With regard to performance, the greater the return on equity (ROE) and growth opportunities (MB),
the greater the accounting risk of companies. This increase in risk levels would be due to the willingness of
executives to achieve greater performance and expand the performance of companies in the market
(Elsayed & Elbardan, 2018). However, the external perception of risk levels is affected by market
performance, in the sense that the higher the Market-to-Book, the lower the beta coefficient (BETA) of
companies. These results allow us to infer that those personal aspects of executives such as personality and
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risk profile (Martin et al., 2016) influence decisions related to risk-taking. Accounting performance does not
impact on firms' market risk levels.

Finally, it should be noted that the data in this study may present some endogeny and are limited to
the information available in the reference forms published on the Brazilian Securities Exchange Commission
(CVM) website. Another limitation concerns the formulation of the variables used in the regression models.
Furthermore, we believed that the expansion of the analysis to companies from other emerging countries, as
well as the use of other risk and remuneration variables, would be a good path for future research.

References
Arellano, M., & Bond, S. (1991). Some Tests of Specification for Panel Data: Monte Carlo evidence and an

Application to Employment Equations. The Review of Economic Studies, 58(2), 277.
https://doi.org/10.2307/2297968

Ataay, A. (2018). Performance sensitivity of executive pay: the role of ownership structure, board leadership
structure and board characteristics. Economic Research-Ekonomska Istrazivanja, 31(1), 1152—-1168.
https://doi.org/10.1080/1331677X.2018.1456951

Bebchuk, L. A., & Fried, J. M. (2003). Executive Compensation as an Agency Problem. Journal of Economic
Perspectives, 17, (3), 71-92. https://doi.org/10.1257/089533003769204362

Benabou, R., & Tirole, J. (2016). Bonus Culture: Competitive Pay, Screening, and Multitasking. Journal of
Political Economy, 124 (2), 305-370. https://doi.org/10.1086/684853

Bennett, B., Bettis, J.C., Goplan, R., & Milbourn, T. (2017). Compensation goals and firm performance.
Journal of Financial Economics, 1-4. https://doi.org/10.1016/j.jfineco.2017.01.010

Beuren, I. M., Pamplona, E., & Leite, M. (2020). Remuneracéo dos executivos e desempenho em empresas
brasileiras familiares e nao familiares. Revista de Administragdo Contemporédnea, 24, 514-531.
https://doi.org/10.1590/1982-7849rac2020190191

Blundell, R., & Bond, S. (1998) “Initial conditions and moment restrictions in dynamic panel data models.”
Journal of Econometrics, 87(1), 115-143. https://doi.org/10.1016/S0304-4076(98)00009-8

Bond, S. (2002). Dynamic panel data models: A guide to micro data methods and practive. Portuguese
Economic Journal, 1, 141-162. https://doi.org/10.1007/s10258-002-0009-9

Brandao, I. D. F., Vasconcelos, A. C. D., Luca, M. M. M. D., & Cris6stomo, V. L. (2019). Composigcao do
conselho de administracdo e sensibilidade da remuneragdo executiva ao desempenho de
mercado. Revista Contabilidade & Financas, 30, 28-41. https://doi.org/10.1590/1808-057x201806610

Chen, S., Chen, X., & Cheng, Q. (2008). Do family firms provide more or less voluntary disclosure ? Journal
of Accounting Research, 46(3), 499-536. https://doi.org/10.1111/].1475-679X.2008.00288.x

Chen, J., De Cesari, A., Hill, P., & Ozkan, N. (2018). Initial compensation contracts for new executives and
financial distress risk: An empirical investigation of UK firms. Journal of Corporate Finance, 48, 292-313.
https://doi.org/10.1016/].jcorpfin.2017.11.002

Chu, Y., Liu, M., Ma, T., & Li, X. (2020). Executive compensation and corporate risk-taking: Evidence from
private loan contracts. Journal of Corporate Finance, 64, 101683.
https://doi.org/10.1016/j.jcorpfin.2020.101683

Conyon, M. J., Core, J. E., & Guay, W. R. (2011). Are U.S. CEOs paid more than U.K. CEOs? Inferences
from risk-adjusted pay. Review of Financial Studies, 24(2), 402—438. https://doi.org/10.1093/rfs/hhq112

Daines, R. M., McQueen, G. R., & Schonlau, R. J. (2018). Right on Schedule: CEO Option Grants and
Opportunism.  Journal ~ of  Financial —and  Quantitative  Analysis, 53(3), 1025-1058.
https://doi.org/10.1017/S0022109017001259

Danielova, A. N., Sarkar, S., & Hong, G. (2013). Empirical evidence on corporate risk-shifting. The Financial
Riview, 48(3), 443-460. https://doi.org/10.1111/fire.12010

Deegan, C. (1997). Efficient management remuneration plan design: a consideration of specific human

0’ Revista Contemporanea de Contabilidade, Florianépolis, v. 19, n. 52, p. 112-126, jul./set., 2022. 122

Universidade Federal de Santa Catarina. ISSN 2175-8069. DOI: https://doi.org/10.5007/2175-8069.2022.e81436 [T



Vagner Naysinger Machado, Igor Bernardi Sonza

capital investments. Accounting and Finance, 37, 1 — 40. https:/doi.org/10.1111/].1467-
629X.1997.tb00312.x

DeFusco, R. A., Robert R. J., & Thomas S. Z. (1990). The effect of executive stock option plans on
stockholders and bondholders, Journal of Finance 45, 617-627. https://doi.org/10.1111/j.1540-
6261.1990.tb03707.x

Devers, C.E., McNamara, G., Wiseman, R.M., & Arrfelt, M. (2008). Moving closer to the action: examining
compensation design effects on firm risk. Organization Science, 19 (4), 548-566.
https://doi.org/10.1287/orsc.1070.0317

Dunn, P., He, Z., Trabelsi, S., & Yu, Z. (2019). Executive Compensation and compensation risk: evidence
from technology firms. Managerial Auditing Journal, 34 (3), 289-304. https://doi.org/10.1108/MAJ-10-
2017-1687

Dutra, V. R., Sonza, I. B., Ceretta, P. S., & Galli, O. C. (2018). Determinants of Cash Retention in Brazilian
Companies: An Analysis After the 2008 Crisis. Revista de Educacdo e Pesquisa Em Contabilidade
(REPeC), 12(3), 364—-379. https://doi.10.17524/repec.v12i3.1808

Eisdorfer, A. (2008). Empirical Evidence of Risk Shifting in Financially Distressed Firms, Journal of Finance,
63(2), 609-637. https://doi.org/10.1111/].1540-6261.2008.01326.x

Elsayed, N., & Elbardan, H. (2018). Investigating the associations between executive compensation and firm
performance: agency theory or tournament theory. Journal of Applied Accounting Research, 19(2), 245—
270. https://doi.org/10.1108/JAAR-03-2015-0027

Faleye, O., Hoitash, R., & Hoitash, U. (2011). The costs of intense board monitoring. Journal of Financial
Economics, 101 (1), 160-181. https://doi.org/10.1016/j.jfineco.2011.02.010

Fang, M., & R. Zhong. (2004). Default Risk, Firm’s Characteristics, and Risk Shifting. Yale International
Center for finance, New Haven, USA.

Gatti, T. C., & Nakamura, W. T. (2013). O efeito do risco do negdcio sobre a estrutura de capital.
Desenvolvimento e Gestao, 16 (1), 115-132.

Gipper, B. (2021). The economic effects of expanded compensation disclosures. Journal of Accounting and
Economics, 71 (1), 101338. https://doi.org/10.1016/j.jacceco.2020.101338

Goyal, V. K., & Park, C. W. (2002). Board leadership structure and CEO turnover. Journal of Corporate
Finance, 8 (1), 49-66. https://doi.org/10.1016/S0929-1199(01)00028-1

Gruning, M. (2011). Capital Market Implications of Corporate Disclosure: German Evidence. Business
Research, 4(1), 48—72. https://doi.org/10.1007/BF03342726

Hair Jr, J. F., Babin, B, Money, A. H., & Samouel, P. (2005). Fundamentals of management research
methods. (4th. ed.) Bookman.

Hansen, L. P. (1982). Large sample properties of generalized method of moments estimators. Econometrica,
50(4), 1029-1054. https://doi.org/10.2307/1912775

Herrmann, P., & Datta, D. K. (2005). Relationships between top management team characteristics and
international diversification: an empirical investigation. British journal of management, 16 (1), 69-78.
https://doi.org/10.1111/j.1467-8551.2005.00429.x

Hoi, C. K., Wu, Q., & Zhang, H. (2019). Does social capital mitigate agency problems? Evidence from Chief
Executive Officer (CEO) compensation. Journal of Financial Economics, 133(2), 498-519.
https://doi.org/10.1016/j.jfineco.2019.02.009

Jensen, M. C., & Meckling, W. (1976). Theory of the firm: managerial behavior, agency costs and ownership
structure. Journal of Financial Economics, 3 (4), 305-360. https://doi.org/10.1016/0304-405X(76)90026-X

Jensen, M. C., & Murphy, K. J. (1990). Performance pay and top management incentives. The Journal of
Political Economy, 98 (2), 225-264. https://doi.org/10.1086/261677

Universidade Federal de Santa Catarina. ISSN 2175-8069. DOI: https://doi.org/10.5007/2175-8069.2022.e81436

” Revista Contemporéanea de Contabilidade, Florianépolis, v. 19, n. 52, p. 112-126, jul./set., 2022. 123



Executive remuneration and risk

Kashif, A., & Lone, R. R. (2018). Do Corporate Governance Mechanism Influence CEQO’s Compensation? An
Evidence from Pakistan’s Banking Sector. Journal of Organizational Studies and Innovation,5(2).

Kirsten, E., & Du Toit, E. (2018). The relationship between remuneration and financial performance for
companies listed on the Johannesburg Stock Exchange. South African Journal of Economic and
Management Sciences, 21 (1), 1-10. https://doi.org/10.4102/sajems.v21i1.2004

Lopes, I., F., Gasparetto, V., Schnorrenberger, D., & Lunkes, R. J. (2017). Relagdo do desempenho
financeiro e dos riscos operacionais na remunerac¢do de executivos de empresas brasileiras com ADRs.
Revista Contabilidade Vista e Revista, 28(3), 22.52.

Lozano-Reina, G. & Sanchez-Marin, G. (2020). Say on pay executive compensation: A systematic review
and suggestions for developing the field. Human Resource Management Review, 30(2).
https://doi.org/10.1016/j.hrmr.2019.01.004

Lu, J., & Shi, Z. (2018). Does improved disclosure lead to higher executive compensation? Evidence from
the conversion to IFRS and the dual-class share system in China. Journal of Corporate Finance, 48,
244-260. https://doi.org/10.1016/j.jcorpfin.2017.11.004

Mao, C. X., & Zhang, C. (2018). Managerial Risk-Taking Incentive and Firm Innovation: Evidence from FAS
123R. Journal of Financial and Quantitative Analysis, 53(2), 867-898.
https://doi.org/10.1017/S002210901700120X

Martin, G. P., Wiseman, R. M., & Gomez-Mejia, L. R. (2016). Bridging finance and behavioral scholarship on
agent risk sharing and risk taking. Academy of Management Perspectives, 30(4), 349-368.
https://doi.org/10.5465/amp.2012.0134s

Oliveira, N. G., Vieira, L. K. & Cunha, J., V., A. (2021). Remuneracao do Chief Officer (CEQO) e criagédo de
valor em empresas brasileiras listadas no IBRX 100. Revista Contempordnea de Contabilidade, 18(49),
38-55. https://doi.org/10.5007/2175-8069.2021.e78381

Paiva, J. F. M., De Oliveira, N. A., & Peixoto, F. M. (2015). A relacdo entre conselho de administracao,
desempenho, valor e risco no mercado brasileiro de ag¢des. Revista de Educacdo e Pesquisa em
Contabilidade (REPEC), 9(1), 25-44. https://doi.org/10.17524/repec.v9i1.1168

Peters, F. S., & Wagner, A. F. (2014). The executive turnover risk premium. The Journal of Finance, 69(4),
1529-1563. https://doi.org/10.1111/jofi.12166

Raithatha, M., & Komera, S. (2016). Executive compensation and firm performance: Evidence from Indian
firms. IMB Management Review, 28, 160-169. https://doi.org/10.1016/}.iimb.2016.07.002

Rasoava, R. (2019). Executive compensation and firm performance: a non-linear relationship. Problems and
Perspectives in Management, 17(2), 1-17. https://doi.org/10.21511/ppm.17(2).2019.01

Rauh, J., D. (2009). Risk Shifting versus Risk Management: Investment Policy in Corporate Pension Plans.
The Review of Financial, 22(7), 2687-2733. https://doi.org/10.1093/rfs/hhn068

Rengel, R., Sousa, A. M., Monteiro, J. J., & Meurer, R. M. (2020). Analise da relagdo entre o risco € a
remuneracdo dos executivos das empresas listadas na B3. Ibero-americana Journal of Strategic
Management (IJSM), 19(1), 149-169. https://doi.org/10.5585/riae.v19i1.16787.

Rissatti, J. C., Borba, J. A., Maragno, L. M. D., & Paulo, E. (2022). Determinantes para Aprovacao do Pacote
de Remuneracdo dos Executivos por Parte dos Acionistas. Revista de Educagcdo e Pesquisa em
Contabilidade (REPeC), 16(1). https://doi.org/10.17524/repec.v16i1.2959

Rouen, E. (2020). Rethinking Measurement of Pay Disparity and its Relation to Firm Performance. The
Accounting Review, 95 (1), 343-378. https://doi.org/10.2308/accr-52440

Sauset, J., Waller, P., & Wolff, M. (2015). CEO Contract Design Regulation and Risk-Taking. European
Accounting Review, 24(4), 685-725. https://doi.org/10.1080/09638180.2015.1071275

Shue K., & Townsend, R. (2017). How do quase-random option grants affects CEO Risk-Talking? The

.’ Revista Contemporanea de Contabilidade, Florianépolis, v. 19, n. 52, p. 112-126, jul./set., 2022. 124

Universidade Federal de Santa Catarina. ISSN 2175-8069. DOI: https://doi.org/10.5007/2175-8069.2022.e81436 [T




Vagner Naysinger Machado, Igor Bernardi Sonza

Journal of Finance, 72(6), 2551-2588. https://doi.org/10.1111/jofi.12545

Simpson, A., & Tamayo, A. (2020). Real effects of financial reporting and disclosure on innovation.
Accounting and Business Research, 50(5), 401—421. https://doi.org/10.1080/00014788.2020.1770926

Sonza, I. B., & Kloeckner, G. D. O. (2014). A governancga corporativa influencia a eficiéncia das empresas
brasileiras? Revista Contabilidade & Finangas, 25, 145-160. htips://doi.org/10.1590/S1519-
70772014000200005

Steenkamp, G., & Wesson, N. (2018). Share-based incentives for South African CEOs: Trends 2002-2015.
South African Journal of Accounting Research, 32(1), 46-70.
https://doi.org/10.1080/10291954.2017.1409869

Swift, T. (2018). Ph.D. scientists in the boardroom: the innovation impact. Journal of Strategy and
Management, 11(2), 184—-202. https://doi.org/10.1108/JSMA-06-2017-0040

Teixeira, A. J. C., Fortunato, G. X., Teixeira, A. M. G. & Pizeta, K. C. (2011). Sistemas de incentivos
gerenciais e o risco das empresas do Estado do Espirito Santo. Revista de Educagéo e Pesquisa em
Contabilidade — Repec, 5(2), 23-44.

Tirole, J. (2006). The theory of corporate finance. Princeton: Princeton University Press.
Utami, E. R., & Kusuma, |. W. (2019). Firm Performance, Top Management Compensation, and Risk

Preference: A Story of Indonesian Firms. The Indonesian Journal of Accounting Research, 22(02), 261—
286. https://doi.org/10.33312/ijar.465

Vo, T., T., N., & Canil, J. M. (2019). CEO pay disparity: Efficient contracting or managerial power? Journal of
Corporate Finance, 54, 168-190. https://doi.org/10.1016/j.jcorpfin.2016.10.002

White, R. (2018). Executive pensions, compensation leverage, and firm risk. International Journal of
Managerial Finance, 14(3), 342—361. https://doi.org/10.1108/IUMF-08-2017-0172

NOTES

ACKNOWLEDGMENT
Does not apply.

AUTHORSHIP CONTRIBUTION

Conception and preparation of the manuscript: V. N. Machado, I. B. Sonza.
Data collection: V. N. Machado.

Data analysis: V. N. Machado, I. B. Sonza.

Discussion of results: V. N. Machado, |. B. Sonza.

Review and approval: I. B. Sonza.

DATASET
The dataset that supports the results of this study is not publicly available.

FINANCING
Does not apply.

CONSENT TO USE IMAGE
Does not apply.

APPROVAL OF THE RESEARCH ETHICS COMMITTEE
Does not apply.

CONFLICT OF INTERESTS
Does not apply.

USE LICENSE

Copyrights for articles published in this journal are the author's, with first publication rights for the journal.
Due to appearing in this Public Access Journal, the articles are free to use, with their own attributions, in
educational, professional and public management applications. The journal adopted the Creative Commons

’ Revista Contemporéanea de Contabilidade, Florianépolis, v. 19, n. 52, p. 112-126, jul./set., 2022. 125
’ Universidade Federal de Santa Catarina. ISSN 2175-8069. DOI: https://doi.org/10.5007/2175-8069.2022.e81436




Executive remuneration and risk

Attribution 4.0 International license - CC BY NC ND. This license allows accessing, downloading, copying,
printing, sharing, reusing and distributing the articles provided that the source is acknowledged, attributing
the due authorship credits. In such cases, no permission is required from the authors or editors. Authors are
authorized to assume additional contracts separately, for non-exclusive distribution of the version of the work
published in this journal (eg, publishing in institutional repository or a book chapter).

PUBLISHER

Federal University of Santa Catarina. Accounting Sciences Course and Postgraduate Program in
Accounting. Publication on the UFSC Journal Portal. The ideas expressed in this article are the responsibility
of their authors, and do not necessarily represent the opinion of the editors or the university.

EDITORS
José Alonso Borba, Denize Demarche Minatti Ferreira, Carlos Eduardo Facin Lavarda.

HISTORIC
Received on: 26/08/2021 - Peer reviewed on: 30/05/2022 - Reformulated on: 26/11/2022 - Recommended
for publication on: 26/11/2022 - Published on: 22/12/2022

* A preprint version of the paper was presented at the XLIV Anpad Meeting, 2020.

" Revista Contemporanea de Contabilidade, Florianépolis, v. 19, n. 52, p. 112-126, jul./set., 2022. 126

Universidade Federal de Santa Catarina. ISSN 2175-8069. DOI: https://doi.org/10.5007/2175-8069.2022.e81436 [T




