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Motivation

Is the market for CEOs
efficient?

Source:
www.hewyorker.com
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I
Key results

« The market for CEOs is efficient: initial luck
not reflected in CEO pay

» No evidence of persistent rewards for CEOs for
good first job

» No procyclical cohort effects, rather
countercyclical (V)

* A higher first CEO compensation if good first job
(=30% for top-ten firm), dissipates over time



Cohort effects research

- Neumark (2002): early job mkt stability
- Qyer (2006): PhD economists

- Oyer (2008): MBA investment bankers

- Kahn (2010): US male college graduates

- Kwon et al. (2010): US & Swedish workers
(recovery phase of business cycle)

- Oreopulos et al. (2014): CAN college graduates
» Schoar and Zuo (2013): “recession CEOs”

> procyclical cohort effects <



Cohort effects research - explanations

* Productivity-based explanations

(human capital disparities)

» Initial match quality =»
» procyclical effects
» countercyclical effects

*Non-productivity based explanations
(downward rigidity in jobs, LT contracts,
signaling)



-
Data

*S&P 1,500 universe — public CEOs
* 13,378 obs.; 1,473 companies; 2,184 CEOs
* ExecuComp (1992-2007), BoardEx
* Compustat + CRSP
* NBER, US BLS, Fed
* Full sample + subsamples; CS

» Selection issues

Public CEO

Source: Adexchanger.com



I
Empirical methodology

First placement success (firm size) - current
placement success (CEO compensation)

 Fixed effects estimation

* Instrumental variables estimation / Two-stage
east squares

- Cross-section (first CEO pay)

« Robustness checks



Emplrlcal Mkt. cap, total assets, ...
methodology
TDC1, TDC2
Controls: o
i CEO tale@@pipeline
Firm-level
° Size
* inv. opportunity
« firm Instruments:
perfo.r‘mance' e Related to macroeconomic
. V0|?ctl|lty of firm conditions: recession indicator,
pelr or/mance U.S. unemployment rate,
CEO-leve investment-grade bond yield
L tenure Spread
« duality | e Related to financial markets:
- external hire 1-yr volume chng., 1-yr return,
- education 2-yr std. dev. of S&P 500 index
- gender



I
Results (1)

» FEs (firm fixed effects): <4% / no effects or lack
of support in the data?

(firm rank 6-12% TDC1, top ten firm 12-14.5%
TDC1)

* [V: 30%-50% countercyclical cohort effects
(single instrument, reduced-form regressions)

» Cross-section: first CEO pay up to 30% higher if
top-ten firm



.
Results (2)

» Robustness:
* IV with employment growth rate: no cohort effects
« Cross-section: stable coefficients

- Weak-instrument robust estimation with CLR
confidence sets: first firm size elasticity relat. to
current CEO compensation <-1%



Conclusions / Contributions

- another test of CEO pay efficiency

- existence and persistence of cohort
effects seems to depend on the segment
of labor market

- efficient pay for CEOs:
initial luck not reflected in CEO pay



Thank you.



Figure 1: The evolution of in-sample average firm size throughout CEOs' careers (full ?.mzq:nleij
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Table 2: Pooled OLS, least square dummy variable and fixed effects regressions with Firse Marker Capitalization
as the main regressor

Panel A: Full sample regression 5
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Female indicator
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Table 2: Pooled OLS, least square dummy variable and fixed effects regressions with Firsr Marker Capiralizacion

as the main regressor

Panel A: Full sample regreggic-ns#-

Log(T'otal compensation 1),

Log({Total compensation 2),

(13 £ (3 £y = 7= T (3
0.0275==  (0182== (00179 00152 0.0199== 0.00287 0.00340 0000224

Log(Market capimlization], ,
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Table 3: Instrumental variables regressions with First Marker Capitalization as the instrumented

variable ({ull S:I[]’]Ellt"i_:l

Panel A: Regressions using a set of financial-markets-related excluded instmments
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Table & Cross-section regressions on First CE Compensarion
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Table 11: Weak-instmment robust estimation for 1V regressions with Firse Marke: Capitalization as the instumented variable

(Full samp le®)
Panel A: Rzgn:ssicms uscing a set of finandal-markets-related excduded instruments
Log{ Total compensation 1), Log{Total compensation 2),
L] (2 ] ] )] )]
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