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Can Incentive Compensation Prevent the CEOs to

Exploit the Benefit of Debt Holders?
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ABSTRACT

This paper finds that, when CEOs have greater power because of their expert ability,
their decision would be more dominative and fail to offer the diversification benefit of group
decision. Therefore, CEOs can manipulate the payment system easily. Furthermore, CEOs
power would increase the possibility of suffering wrong decisions and hurt the persistence of
firm performance. It could deteriorate a firm’s credit rating and bond holders would require
more premiums for taking higher risk. The decision of bond duration is associated with the
tendency to reducing bankruptcy crisis.
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