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Relationships among Uncertainty, Top
Management Pay Gap and Firm
Performance: A Tale of Tournament
Theory

L ee Chia-ling
National Chung Cheng University

Abstract

Tournament theory asserts that top management pay gaps reduce the need of
costly supervision and provides the incentive alignment of CEO and shareholders as
monitoring become tougher. Monitoring is particularly difficult in uncertain
environments. Based on the tournament theory, this paper predicts that top
management pay gaps will be greater in firms with higher uncertainty. That is, the
phenomenon that the larger pay gap exists between firm' s CEO and its other top
executive is more. Furthermore, the combination of higher uncertainty and greater
top management pay gaps will enhance firm performance. Such uncertainty is also
known as firm risk and noise in earnings. This paper considered these two different
types of uncertainty. Using the research samples of firmslisted inthe Taiwan Stock
Exchange and OTC stock exchange, this paper used the tournament theory to test
whether top management pay gaps are greater in higher uncertain environments.
Does the combination of higher uncertainty and greater top management pay gaps
enhance firm performance? Most of the predictions of tournament theories can be
supported by empirical resultsin this study.
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CEO

31

2920

(Henderson and Fredrickson 2001; Eriksson

1999)
2.
187
33
174 130
4.
5%
41.6% 157 5% 27.6%
4
selection bias
962 /
1
2 CEO
CEO 218
377 /
175
(%) (%) (%)
5 1.33 5 1.33 2 5.84
8 7.00 3 0.80 0 0.00
13 3.45 10 2.65 6 1.59
37 9.81 9 2.39 16 4.24
15 3.98 2 0.53 377 100%
7 1.86 175  46.42
9 2.39 35 9.28

3 (2004)
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2,920 (TEJ)
377 218 377 (1)
1,581
C 1) 962
1.46%
26.30%
2.
(TEJ)
(TEJ)
(TEJ)
7 500 7 417 7 354 6 283 5 205 32 3.33
12 857 12 714 12 6.06 14 660 12 700 62 7.00
9 643 7 417 7 354 7 330 7 287 37 3.85
26 1857 25 1488 26 1313 27 1274 30 1230 134 1393
6 429 7 417 7 354 12 566 17 697 49 5.09
6 429 10 595 10 505 8 377 11 451 45 4.68
9 643 12 714 14 707 11 519 12 492 58 6.03
3 214 3 179 4 202 3 142 2 082 15 1.56
4 286 4 238 4 202 4 189 3 123 19 1.98
8 571 14 833 14 707 19 896 17 697 72 7.48
4 286 5 298 5 253 6 283 6 246 26 2.70
2 143 2 119 3 152 4 189 3 123 14 1.46
21 1500 31 1845 51 25.76 63 2972 87 35.66 253  26.30
10 714 11 655 16 808 12 566 14 574 63 6.55
5 357 8 476 9 455 8 377 8 328 38 3.95
2 143 3 179 2 101 2 094 4 164 13 1.35
6 429 7 417 7 354 6 283 6 246 32 3.33
140 100% 168  100% 198  100% 212  100% 244  100% 962  100%
1.
(1). (GAP)
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(Henderson and Fredrickson 2001; Eriksson 1999)
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(3.
1 (Lambert and

Larcker 1987; Bushman et al. 1996; Engel et al. 2003)
Engel et al. (2003)

8 (VARROA) 3
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VARROA /VARRET
5 (Eriksson, 1999) Henderson and Fredrickson(2001)

(Lambert and Larcker, 1987; Baber et
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VARROA 3 VARRET
3
Lambert and Larcker (1987) Engel et a.
(2003)
(4).

(Antle and Smith 1986; Gray and Cannella 1997; Bloom and
Milkovich 1998; Miller et al., 2002)

(CAPM, Capital Asset Pricing Model)
(Sharp 1964; Henley et al. 2003) (K]

VARRES (firm-specific uncertainty)
(Kren and Kerr, 1993)

Ri=a i+ Ry +ej
Ri i t
36 t t-36 Rt t
B (BETA)

84 90 VARRES
36

(Bushee 1998; Jacobs 1991, Porter 1992)

(RDI) = /
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2.
(O Rellly et al. 1988; Henderson and Fredrickson 2001 )
(SIZE) Dyl (1988) Gomez-Megjiaet al. (1987)
(HOLD) (CEOCH)
CEO (NCEOCH)
CEOCH 1
0 NCEOCH 1
09
(1)CEO (TENURE)
(2) CEO (EDU) 10
(PROFIT)
(YEAR)
3.
(1) 1 2
(1)

GAPji=a a3 X NOISE;; & x39ZE; & xHoldi a xCEOCH;i; a5 xNCEOCH;

90
as x TENURE; a;xEDU; agxProfity Jh. x YEAR, & (1)

t=87

GAPji=a a1 x RIK;; a»x39ZE; azxHold; a4 xCEOCH;: a5 x NCEOCH;

90
as x TENURE; a;xEDU; agxProfity Jh. x YEAR, & (2

t=87

GAPR, n 3 n=1,23
NOISE VARRATIO VARROA VARRATIO VARROA

RISK BETA VARRES BETA
VARRES RDI

SIZE

HOLD

CEOCH

NCEOCH

TENURE

EDU

10 6 9
12 14 16 18 22



PROFIT
YEARt t 1 0 t=87~90
€
i i
t t 86~90
1 a,
(2) =Y
(2) 3

PER =R [ xGAP; [, xNOISE: B;GAPy xHoise: B, x3ZE; as*HOLD;

2006

3

90
x CEOCH;; R;x NCEOCH;; [&x TENURE; [%x EDU; é gt X YEAR: €

t=87

PER=1% BixGAPy B x RIS 5 GAPy x RISK R xSZE; asxHOLD; [

90
x CEOCH;; 3;x NCEOCH;; (§x TENURE; [%x EDU; éqt x YEAR; €

t=87

PER, i t (ROA;)
(SRET;) D2

White test
White (1980)

4,595.3 123,141
3,028.08 32,615

(GAPL) 0 (GAP2)

(GAP3) 0

11

11

©)

4

1
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( 2330) (1449
(ROA) 1.9% 57.4%
(SRET) -3.0% 511.5%
(VARROA)
28.122 (VARRATIO) 0.105
(BETA)
(VARRES)
(RDI) 1.7% 54.6% 0
0 1
0.546
186.414 3,409.573
4.255 (PROFIT)
2.3% 25.9% -20% CEO
(HOLD) 4.9% (TENURE)  8.359
(EDU) 15.995 CEO
(N=962)
Variable
4,595.300 6,358.010 123,141.000 320.000 3,363.50
3,028.080 2,349.450 32,615.000 293.000 2,557.00
( ) 18641.436 34474.423 340957.305 425,598 7670.084
GAP; 6.504 1.438 11.615 0 6.696
GAP, 1.429 0.538 9.909 1.000 1.307
GAP; 0.325 0.259 2.230 0 0.277
ROA 0.019 0.077 0.574 -0.707 0.024
SRET -0.030 0.614 5.115 -0.945 -0.163
VARRATIO 0.105 0.272 5.458 2.382E-5 0.037
VARROA 28.122 99.145 1915.73 0.002 6.599
BETA 0.837 0.424 2.752 -0.179 0.791
VARRES 180.898 142.888 1052.58 17.132 143.656
RDI 0.017 0.035 0.546 0 0.005
SIZE 6.941 0.501 8.533 5.629 6.885
PROFIT 0.023 0.050 0.259 -0.200 0.020
HOLD 0.049 0.079 0.716 0 0.021
TENURE 8.359 7.767 40.080 0.050 5.800
EDU 15.995 2.483 22.000 6.000 14.000
CEOCH 0.847 0.360 1.000 0 1.000
NCEOCH 0.502 0.500 1.000 0 1.000

(VARROA) (VARRATIO)
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(GAP,) (GAP,)
(GAP5) VARROA 0.001 (p<0.01),
0.004 (p<0.05), 0.003 (p<0.01) VARRATIO 0.487

(p<0.01), 0.152 (p<0.05), 0.107 (p<0.01)

1
Henderson and Fredrickson (2001)
(freerider)
CEO CEO
CEO
1% CEO
1% CEO
CEO CEO
CEO
2.
2 Panel B
2 GAPL 0.05
b=0.129 2-1
Panel B
7.582 p<0.01) 1.536 p<0.01)
0.628 p<0.01
2-2
(Eriksson, 1999)
Panel B Panel A CEO

CEO
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Panel A
GAP1 GAP2 GAP3
0.398 0.406 -0.246 -0.249 0.197 0.196
INTERCEPT (0.59) (0.60) (-0.97) (-0.98) (1.60) (1.46)
0.001*** 0.0004** 0.0003***
VARROA (3.24) i (2.10) i (3.81) i
0.487*** 0.152** 0.107**
VARRATIO i (2.95) i (2.41) i (2.89)
SizE 0.840%** 0.838*** 0.227** 0.227** 0.032* 0.032*
(9.10) (9.06) (6.54) (6.56) (1.92) (1.79)
HOLD -0.112 -0.088 -0.088 -0.082 0.044 0.049
(-0.20) (-0.16) (-0.42) (-0.38) (0.42) (0.51)
CEOCH 0.667*** 0.670*** 0.240%** 0.240%** 0.110*** 0.110***
(4.93) (4.95) (4.82) (4.81) (4.53) (4.23)
-0.336*** -0.333***  .0.200***  -0,199*** -0.115%** -0.114%**
NCEOCH (-3.62) (-358) (-5.7) (-5.66) (-6.74) (-6.26)
0.011* 0.011* 0.001 0.001 0.001 0.001
TENURE (1.84) (1.83) (0.40) (0.43) (0.52) (0.54)
EDU -0.021 -0.021 0.001 0.001 -0.009* ** -0.009* **
(-1.12) (-113) (0.14) (0.09) (-2.68) (-2.99)
PROFIT 34417+ 3.315%** 0.669* 0.656* 0.072 0.038
(3.76) (3.63) (1.94) (1.92) (0.43) (0.22)
Adj R? 0.124 0.122 0.082 0.084 0.066 0.064
F 11.98*** 11.81%** 8.19*** 8.32%x* 6.63*** 6.44%**
Panel B
GAP1 GAP2 GAP3
| ntercent 0.313 0.674 -0.195 -0.151 0.197 0.239*
P (0.45) (1.01) (-0.74) (-0.59) (1.55) (1.92)
0.020 - 0.058 - 0.010 -
BETA (0.16) (1.25) (0.42)
0.129%* - 0.017 - 0.015 -
VARRES (2.43) (0.85) (1.50)
RO - 7.582% %% - 1.536%** - 0.628+*
(4.83) (3.09) (2.59)
SI7E 0.864%** 0.827%** 0.215%** 0.218%** 0.032* 0.027
(8.52) (9.02) (5.65) (6.32) (1.73) (1.63)
HOLD -0.045 0.055 -0.051 -0.048 0.057 0.062
(-0.08) (0.10) (-0.23) (-0.22) (0.54) (0.59)
CEOCH 0.634%** 0.649%** 0.233%** 0.236%** 0.108%** 0.111%**
(4.63) (4.83) (4.62) (4.75) (4.37) (4.55)
NCEOCH -0.318%** -0.388%** -0.195%** -0.213%** -0.112%** -0.120%**
(-3.40) (-4.18) (-5.52) (-6.03) (-6.52) (-6.96)
0.010* 0.010* 0.001 0.001 0.0003 0.0003
TENURE (1.68) (1.69) (0.24) (0.28) (0.28) (0.28)
EDU -0.020 -0.034* 0.001 -0.002 -0.009%* -0.010%**
(-1.09) (-1.79) (0.17) (-0.24) (-2.54) (-2.84)
PROFIT 3.026%** 2.840%** 0.568* 0.612* -0.038 -0.019
(3.34) (3.17) (1.68) (1.81) (-0.23) (-0.12)
Adj R? 0.120 0.136 0.081 0.087 0.054 0.058
F 10.78%** 13.20%** 7.49% %+ 8.66%** 5.21x** 5.94%%*
962 a t t White 1980 b*** 1% *x 5%
* 10% c VIF(variance inflation factor) VIF 23
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2-2

(lag)

(herding) (momentum) (Graham
1999; L ee and Swaminathan 2000; Paulo 2002)

Eisenhardt (1985)

Miller and Shamsie (1996) CEO
(ROA SRET)
Panel A VARROA*GAP1 VARROA*GAP2
VARROA*GAP3 ROA 0.01 SRET
VARROA*GAP1 VARROA*GAP2 VARROA*GAP3
0.0002(p<0. 1) 0.001(p<0.01) 0.001(p<0.05) 3-1
ROA  SRET
SRET
(VARRATIO)
Panel B

VARRATIO*GAPL 0.03 (p<0.01)
0.088 (p<0.05) VARRATIO*GAP2 0.11 (p<0.01) 0.463
(p<0.01) VARRATIO*GAP3 0.133 (p<0.01) 0.365 (p<0. 1)

31 GAP1
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Panel A
ROA SRET
INTERCEPT 0130 0117 ** 0123 -0.46T" 20421 -0.429
(-3.50) (-3.25) (-3.39) (-1,66) (-1.56) (-1,58)
VARROA -0.0002F**  -0.0002***  -0.0002***  -0.001* -0.001*** -0.001***
(-5.85) (-6.82) (-5.86) (-1.94) (-4.11) (-3.25)
0.005+** : ) -0.003 ) )
GAPL (2.93) (-0.20)
VARROA*GAPL 0.0001** - ] 0.0002* . )
(5.69) (1.81)
GAP2 - 0.008* . . 0.029 i
(1.83) (0.83)
VARROA*GAP2 - 0.001** - - 0.001 -
(6.61) (3.07)
GAP3 . : 0.007 . . -0.051
(0.75) (-0.72)
. . . 0.001%** . . 0.001%*
VARROA*GAP3 10 o)
SI7E 0016***  0018***  0020%** 0.044 0.026 0.036
(3.10) (352) (3.95) (1.07) (0.70) (0.96)
HOLD 0.043 0.043 0.041 -0.224 -0.253 -0.255
(1.40) (1.41) (1.33) (-1.29) (-1.11) (-1.11)
CEOCH -0.006 -0.006 -0.004 0.087 0.079 0.091*
(-0.77) (-0.77) (-0.59) (157) (1.46) (1.69)
0.006 0.006 0.005 0.014 0.026 0.012
NCEOCH
(1.16) (1.25) (1.00) (0.39) (0.67) (0.32)
TENURE 0.001%**  0.001***  0001*** 0.003 0.002 0.003
(2.89) (2.96) (3.05) (1.24) (0.96) (1.06)
EDU 0.001 0.001 0.001 0.020%** 0.021%** 0.021%**
(1.24) (1.03) (1.22) (3.15) (2.83) (2.82)
Ad| R? 0.100 0.107 0.087 0.198 0.201 0.196
F 8.92%** 9.83++* 8.02+** 18724 % 10,55+ ** 18.99%**
Panel B:
013 AR 012 0.462 5306 0.419
013 0113 0.1217 0462 0. -041
INTERCEPT
c (-3.61) (-312) (-3.32) (-1.75) (-1.47) (-1.50)
-0.059%**  -0.057%* “0.062%**  -0.201%** 20,355+ +* 20.302+*
VARRATIO (-5.10) (-5.13) (-5.14) (345  (-428) (-240)
0.005%** - : -0.004 - -
GAPL (2.60) (-0.35)
" 0.030%** - - 0.088** - -
VARRATIO*GAPL 579 2
- 0.006 - - 0.019 -
GAP2 (1.33) (0.55)
. - 0.110%** - - 0.463+** -
VARRATIO*GAP2 550 g
- - 0.005 - - -0.054
GAPS (052) (-0.67)
- - 0.133+** - - 0.365*
VARRATIO*GA
OTGAPS (5.60) (1.88)
Si7E 0.017+%*  0.018*** 0019***  0.046 0.025 0.034
(3.25) (353 (3.93) (1.21) (0.67) (0.89)
HOLD 0.042 0.043 0.041 -0.232 -0.257 -0.258
(1.37) (1.42) (1.34) (-1.05) (-1.13) (-1.47)
CEOCH -0.006 -0.006 -0.005 0.086 0.077 0.090*
(-0.81) (-0.87) (-0.66) (1.61) (1.44) (1.76)
0.005 0.006 0.004 0.012 0.023 0.009
NCEOCH (1.05) (1.11) (0.85) (0.32) (0.61) (0.23)
TENURE 0.001%**  0.001%** 0.001***  0.003 0.002 0.003
(3.04) (3.17) (3.20) (1.13) (1.00) (1.26)
EDU 0.001 0.001 0.001 0.020%** 0.022+** 0.022+**
(1.30) (1.02) (1.29) (2.75) (2.89) (3.34)
Al R? 0.098 0.095 0.086 0.199 0.203 0.196
F 8.81%** B.72+ > 7.98+** 18.82+** 10.78+** 10,01+ **
962 a t t White 1980 px** 1% *x 5%
* 10% c VIF(variance inflation factor) VIF
26 d (YEAR)
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Panel A GAP1
GAP2  GAP3

(GAP; GAP,)

Gray and Cannella
(1997) Bloom and Milkovich (1998)

Pandl A
ROA SRET
0.129°%  -0.106**  -0115**  -0.280 -0.230 0232
INTERCEPT (-3.39) (-2.80) (-3.04) (-1.04) (-0.83) (-0.84)
BETA 0.007 0.008 0.008 0.219%** 0.213%%* 0.216%**
(107) (114) (1.24) (4.55) (4.31) (4.38)
VARRES -0.003 -0.004 -0.003 0.015 0.011 0.014
(-1.10) (-1.26) (-1.17) (0.70) (051) (0.67)
0.004%* : : -0.009 - -
GAP1 2.18) (-0.69)
0.010%* . - 0.014 . -
BETA*GAP1 256) 050)
VARRES*GAP1 ('%05%1) - - (%01(233; - -
- 0.003 - - 0.005 -
GAP2 (0.63) (0.14)
; 0.036%** - . 0112 ;
BETA*GAP2 o6n s
3
VARRES*GAP2 - (j(l)'%a - - ('_01'%%"5 -
- : 0.001 - - -0.008
GAP3 (0.11) (-1.36)
- . 0.081%** - . 0271
BETA*GAP3 a5 e
. . -0.024** . . -0.104
VARRES*GAP3 29 T4y
Qe 0.017%**  0.017+** 0.019%** 0.011 -0.010 -0.002
(2.89) (2.99) (3.41) (0.26) (-0.25) (-0.06)
HOLD 0.049 0.050 0.048 -0.101 -0.130 -0.129
(157) (161) (153) (-0.46) (-0.57) (-0.56)
CEOCH -0.006 -0.006 -0.005 0.050 0.045 0.060
(-0.81) (-0.85) (-0.64) (0.92) (0.82) (1.11)
NCEOCH 0.005 0.004 0.003 0.023 0.028 0.014
(0.93) (0.75) (0.50) (0.63) (0.73) (0.36)
TENURE 0.001%**  0,001*** 0.001%** 0.003 0.003 0.003
(351) (3.70) (371) (1.43) (1.39) (1.39)
EDU 0.001 0.001 0.001 0.017** 0.019** 0.018**
(0.90) (0.80) 0.77) (2.27) (2.48) (2.34)
Ad R 0.068 0.064 0.148 0212 0.207 0.208

F 5.54*** 5.38*** 5.53*** 17.67*** 17.69*** 17.85+**
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Panel B
ROA SRET
-0.131%** -0.123***  .0,129*** -0.401 -0.346 -0.337
INTERCEPT (-3.54) (:331) (-3.50) (-1.54) (-1.27) (-1.24)
RDI 0.277*** -0.004 0.031 3.631*** 1.975*** 2.107*%*
(2.95) (-0.06) (0.43) (5.47) (3.70) (3.94)
0.004** -0.012
GAP1 (2.32) - - (-0.94) - -
0.003 -0.439
RDI*GAP1 ©0.07) - - (-1.41) - -
0.005 -0.002
GAP2 - (0.99) - - (-0.05) )
0.295** 1.287
RDI*GAP2 - (2.21) - - (1.32) )
0.000 -0.105
GAP3 - - (0.02) - - (-1.46)
0.869*** 2.242
RDI*GAP3 - ) (4.05) ) i (142
SIZE 0.019*** 0.020%**  0,022%** 0.063* 0.036 0.041
(3.61) (3.87) (4.42) (1.68) (0.94) (1.10)
HOLD 0.050 0.045 0.043 -0.154 -0.194 -0.192
(1.61) (1.44) (1.38) (-0.70) (-0.85) (-0.84)
CEOCH -0.009 -0.006 -0.005 0.061 0.064 0.077
(-1.16) (-0.88) (-0.65) (1.14) (1.19) (1.44)
NCEOCH 0.003 0.005 0.003 -0.012 0.0001 -0.015
(0.62) (0.90) (0.55) (-0.33) (0.00) (-0.39)
TENURE 0.001*** 0.001***  0.001*** 0.004 0.004 0.004
(3.55) (3.63) (3.73) (1.56) (1.47) (1.50)
EDU 0.0005 0.001 0.001 0.011 0.015** 0.014*
(0.45) (0.76) (0.67) (151) (1.99) (1.86)
Adj R? 0.073 0.062 0.069 0.215 0.199 0.200
F 6.60%** 5.89*** 6.47+** 20.58*** 19.37+** 19.52%**
%2 a t ot White 1980 bx** 1% *%
5% * 10% c VIF(variance inflation factor)
VIF 2.3 d (YEAR)
Panel B
RDI*GAP2 0.329 (p<.05) RDI*GAP3 0.631 (p<.01)
(Clinch, 1991)
Panel B
1.
DeFond and Park (1999)
ROA SRET 2 ROA SRET



ROA Ind
Panel A

ROA-Ind

VARROA*GAP2  VARROA*GAP3
(p<0.01) 0.0003 (p<0.01)

(SRET _Ind)
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2006 1

VARROA*GAPL
0.001 (p<0.01) 0.0003

SRET-Ind VARROA*GAP2 0.01
PanelB
ROA-Ind SRET _Ind
VARRATIO*GAP2 0.01
0.104 0.397 PanelB
Panel A
ROA_Ind SRET_Ind
INTERCEPT -0.153*** -0.138*** -0.140%**  -0.486** -0.439* -0.410*
(-4.24) (-3.87) (-3.88) (-2.10) (-1.88) (-1.73)
_ k %k _ %k % _ % * % _ _ * Kk _
VARROA 0.0002 0.0002 0.0002 0.001 0.001 0.001
(-5.35) (-6.37) (-5.29) (-1.53) (-3.85) (-1.55)
GAPL 0.003 - - -0.022 - -
(1.60) (-1.58)
VARROA*GAP1 0.0001* i i 0.0001 ) i
(5.11) (1.05)
GAP2 - 0.0004 - - -0.041 -
(0.10) (-1.36)
VARROA*GAP2 i 0.0003* i i 0.001* i
(6.11) (2.78)
GAP3 - - -0.007 - - -0.132*
(-0.72) (-1.92)
VARROA*GAP3 i i 0.00057* i ) 0.001
(4.62) (1.16)
SIZE 0.020%** 0.021*** 0.021*** 0.060* 0.038 0.034
(3.76) (4.12) (4.28) (1.74) (1.17) (1.04)
HOLD 0.066** 0.068** 0.067** -0.081 -0.099 -0.091
(2.20) (2.26) (2.22) (-0.53) (-0.5) (-0.60)
CEOCH -0.006 -0.006 -0.005 0.059 0.056 0.060
(-0.83) (-0.88) (-0.76) (1.26) (1.20) (1.35)
NCEOCH 0.006 0.005 0.004 0.017 0.020 0.011
(1.11) (0.98) (0.72) (0.52) (0.60) (0.32)
TENURE 0.0004 0.0005 0.0005 0.0005 0.000 0.0001
(1.41) (1.45) (1.56) (0.26) (-0.08) (0.03)
EDU -0.001 -0.001 -0.001 0.010* 0.012* 0.011*
(-0.64) (-0.94) (-0.88) (1.91) (1.83) (1.96)
Adj R? 0.054 0.062 0.046 0.010 0.015 0.012
F 5.12%** 5.86*** 4.57%** 1.71* 2.12%* 1.93+*
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Panel B:
ROA_Ind SRET_Ind
INTERCEPT -0.154%**  -0.135***  .0137*** -0.483¢* -0.419* -0.403¢
(-4.26) (-3.75) (-3.81) (-2.14) (-1.79) (-1.72)
_ * kK _ x % %k | ik ok k _ kK _ % kK _ * kK
VARRATIO 0.059 0.055 0.059 0.226 0.297 0.234
(-5.08) (-5.03) (-4.94) (-3.13) (-4.15) (-3.00)
GAPL 0.002 ) ) -0.023%* ) )
(1.29) (-2.11)
VARRATIO*GAP1 0.029 - 0.064** - -
(5.61) (2.01)
GAP2 ) -0.002 ) ) -0.050 )
(-0.36) (-1.64)
VARRATIO*GAP2 - 0.104*** ) ] 0.397+* ]
(5.68) (3.33)
GAP3 - . -0.009 i ) -0.135**
(-0.93) (-2.18)
VARRATIO* GAP3 - - 0.124 - - 0.261*
(5.26) (1.70)
SIZE 0.020%** 0.021%** 0.021%** 0.061* 0.037 0.033
(3.89) (4.12) (4.25) (1.87) (1.15) (1.04)
HOLD 0.065** 0.069** 0.068** -0.087 -0.103 -0.095
(2.17) (2.27) (2.22) (-0.46) (-0.52) (-0.48)
CEOCH -0.006 -0.007 -0.006 0.060 0.055 0.060
(-0.84) (-0.97) (-0.82) (1.31) (1.18) (1.29)
NCEOCH 0.005 0.004 0.003 0.015 0.018 0.009
(1.01) (0.85) (0.60) (0.48) (0.54) (0.26)
TENURE 0.0005 0.001 0.001* 0.0004 -0.0001 0.0001
(1.51) (1.64) (1.67) (0.21) (-0.05) (0.04)
EDU -0.001 -0.001 -0.001 0.011* 0.012* 0.011*
(-0.57) (-0.93) (-0.80) (1.69) (1.88) (1.75)
Adi R? 0.058 0.053 0.049 0.013 0.018 0.013
F 5.42%%* 5,15%** 4.78%** 1.93** 2.39%** 2.00**
962 a t ot White 1980 b *x* 1% L
5% * 10% c VIF(variance inflation factor)
VIF 26 d (YEAR)
Panel A GAP1 GAP2 GAP3
ROA _Ind 0.01 0.05 0.01
SRET Ind PanelB
ROA Ind RDI*GAP2 RDI*GAP3 0.222 (p<0.1)
0.646 (p<0.01) SRET Ind
2.
(selection bias)
377 151
1113
151
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3-1
2-2
Panel A
ROA_Ind SRET Ind
-0.183*** -0.158*** -0.162*** -0.556* * -0.481** -0.451*
INTERCEPT (-4.92) (-4.26) (-4.39) (-2.38) (-1.98) (-1.87)
BETA -0.025%** -0.024% % -0.024% % -0.039 -0.034 -0.034
(-3.80) (-3.68) (-3.64) (-0.93) (-0.79) (-0.79)
-0.006** -0.007%** -0.007%* -0.002 -0.014 -0.010
VARRES (-2.22) (-2.61) (-2.54) (-0.14) (-0.74) (-0.52)
0.002 - - -0.024* * - -
GAPL (1.31) (-2.10)
0.007** - - 0.001 - -
*
BETA*GAPL (2.06) 0.05)
-0.002 - - -0.014 - -
VARRE AP1
S'G (-0.79) (-1.11)
- -0.002 - - -0.045 -
GAP2 (-0.36) (-1.30)
- 0.030** - - 0.079 -
*
BETA*GAP2 (2.28) (0.93)
- -0.008 - - -0.057* -
VARRES*GAP2 (161) (175)
- - -0.010 - - -0.150%*
AP:
GAP3 (-1.06) (-2.39)
- - 0.072%** - - 0.175
*
BETA*GAP3 (3.26) (1.20)
- - -0.018* - - -0.096
VARRES*GAP3 (183) (-1.49)
SIZE 0.026*** 0.026*** 0.027*** 0.078** 0.050 0.047
(4.62) (4.71) (4.98) (2.18) (1.40) (1.33)
HOLD 0.055* 0.058* 0.056* -0.105 0112 -0.103
(1.80) (1.90) (1.86) (-0.55) (-0.56) (-0.52)
CEOCH -0.002 -0.003 -0.001 0.058 0.054 0.063
(-0.23) (-0.37) (-0.17) (1.23) (1.15) (1.33)
0.003 0.001 -0.0004 0.013 0.011 0.003
NCEOCH (0.58) (0.21) (-0.07) (0.40) (0.34) (0.08)
0.001** 0.001** 0.001** 0.001 0.001 0.001
TENURE (2.12) (2.31) (2.31) (0.57) (0.44) (0.40)
EDU -0.001 -0.001 -0.001 0.010 0.011* 0.010
(-0.63) (-0.88) (-1.01) (1.56) (1.71) (1.49)
Adj R? 0.059 0.055 0.060 0.003 0.003 0.006
F 4.86%** 4.69*** 5.05%** 1.18 1.17 1.41




a7

Panel B
ROA._Ind SRET Ind
0168** -0.163** -0165"** -0517**  -0493* -0458"
INTERCEPT (-4.60)  (-452)  (-459)  (-228)  (-209)  (-1.94)
. -0.260%%* -0.370%** -0.343*** -0026  -0553  -0.507
(-279) (522  (-488)  (-005)  (-119)  (-1.09)
0.003* -0.023+*
GAPL (1.72) i i (-2.02) i i
0.051 -0.062
* - - - -
RDI*GAPL (1.16) (-0.23)
0.001 -0.055
GAP2 - (0.12) - - (-1.62) -
0.202* 1.144
* - - - -
RDI*GAP2 (1.70) (1.34)
-0.008 -0.148+*
GAP3 - - (-0.87) - - (-2.37)
0.646%** 1.103
* - - - -
RDI*GAP3 (3.08) (0.80)
S7E 0.021%**  0.023***  0024*** 0067**  0.050 0.043
(4.00) (4.57) (4.93) (2.08) (L51) (1.34)
oD 0.064**  0061**  0060**  -0078  -0107  -0.098
(2.08) (2.00) (197)  (-041)  (-054)  (-0.50)
CEOCH 0007  -0006  -0.004 0.053 0.055 0.059
(-088)  (-0.78) (059  (L14) (1.16) (1.27)
0.007 0.007 0.005 0.016 0.020 0.011
NCEOCH (1.32) (1.37) (1.04) (0.52) (0.58) (0.32)
TENURE 0.001**  0001**  0001**  0.001 0.001 0.001
(1.98) (2.07) (2.14) (0.53) (0.35) (0.35)
oL 0000  -00003 -0.0004  0.010 0.012* 0.011
(-028)  (-027) (042 (149 (1.79) (1.62)
Adi R 0.030 0.048 0.054 0.002 0.003 0.006
F 305Kk A73%k  5o1Rkx 117 122 1.44
962 a t t White 1980 p *** 1%
** 5% * 10% c
VIF(variance inflation factor) VIF 23

d (YEAR)
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