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Study on Managerial Incentive System in Corporate
Control Contests

Kyung Suh Park*
Abstract

The paper compares two typical incentive schemes for managers in corporate control
contests, and shows that stock based incentive schemes are prefered to fixed severance
fees (golden parachutes) under asymmetric information on the size of the manager’s
private benefit of control. It characterizes the type of firms that are more likely to adopt
golden parachutes rather than stock based incentive schemes, and explains why an
increasing number of firms have adopted golden parachutes. It also shows that the change
in managers’ incentive scheme can work as a signal of the synergy value of a takeover.
These theoretical results are consistent with existing empirical researches.
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