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ARARGAN A2EFH0] AA|ste HFo] Eob
ALE 7147 7F ok Al Eoh{Mehran 1995).

BAAREAAN 25FH] AR HFo| &
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EEFA] 71471 vAe E3o thd Y
& B3, 25FAe] 7147 vlAE 9
Hdgolgke A5 7heddd. &, 43
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el A7t dEed & Af 2 AuTE
E4 stMe dARAE A2 AT s
A 2E5FA B3] ZIA7KAE ST A%
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F4& B4 A9 ddM e JQAER 23S
Bl F5Y oJsE YAAALME FoAo] Wolr
Ox #2997t F4E 3ol 2f8FE
A3 oldle HAE FFY oY A2 A
o2, ~2EHT Ze QAEH Higo "eyn
Y7t 295 4 YH(Yermack 1995: Mehran
1995). & AdFFIF B AL, AdFFE
At AMART 7|G7Ae] o B2 A
7] Wil A2EGAE =T Al =k
A4 2004).

Z1gA e 2o w2 QAEE Fdo FHY:E
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tlo rf

o
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Fot AR Atele] o dAA A & FKAA
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FHHo2 HAH e AF FF A ol
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FAE A2 AT LR A5FH B
7197 E F7 71 &7 AR Rejg.
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o] &3l T W Alole] FAZ FHYT. B A7 BE7IRI0] the) McConnell# Servaes(1990)9) 28-g 243 A 94
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Effect of Executives’ Stock Option on Firm Value:
Linear and Non-linear Analysis

Kyung Tae Lee* - Sang Cheol Lee** - Aeyoung Park***

Abstract

The stock option has become a popular compensation scheme to the executives. This paper
aims to empirically analyze the effect of the executives stock option on the firm value.
First, it tries to identify whether the relationship between the executives stock option and
the firm value is linear or nonlinear. Second, it further investigates what factors exercise
their influence over the effect of the executives stock option on the firm's value. This paper
focuses on two factors, ownership structure and governance structure.

The 186 data have been collected from 66 firms which have been listed in Korean Stock Market
Exchange during the period of 1999 thru 2002. The sample selection criteria are as follows:

1. The firms which show negative net assets value have been excluded.
2. The firms which have changed the fiscal year during the period have been excluded.
3. During the period, 97 firms have given stock options to their executives.

31 firms that fail to disclose proper information for measuring the value of stock options
based on the Fair-Value approach have been excluded.
Based on the 186 data from 66 firms, the empirical results are summarized as follows:

1. The paper documents that the firm value increases as a portion of stock option in total
compensation, hereafter the mix, becomes larger. As the mix increases, it works to

align management incentive and reduce an agency problem.
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2. The paper also documents that the relationship between the mix and the firm value is
non linear and N shaped. A non linear regression model explains the firm value better
than a linear regression model. The N shaped relationship is documented by showing
that the mix is positively associated with the firm value whereas the square term of the
mix is negatively associated with the firm value. This implies that there exists an
optimal mix which maximize the firm value.

3. In the regression model, the interaction term between the mix and ownership dispersion
is positively associated with the firm value whereas the square term of the interaction
term does not show any significant relation. This might imply that there exists a linear
relation for the interaction effect of the ownership dispersion. The interaction effect of
the management type, owner management versus professional management, shows a
non linear relationship. This is consistent with the conjecture that stock option
provides more efficient incentive for the firm managed by the professional management,

not by the owner management.

It is a limitation of the paper that it focuses only on the firms which disclose proper
information for measuring the fair-value of the stock option plans. Nevertheless, it is
interesting to document the N shaped relationship between the mix and the firm value. And
the incentive effect of the stock option depends on the ownership structure and governance
structure.

Key words: executive stock option, firm value, non-linear relationship, ownership structure,

governance structure.
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