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Management Interests and Incentive Effects of the Performance—vested Stock
Options
LIU Zhi-yuan, LIU Qian-ru
(Business School of Nankai University, Tianjin 300071, China)

Abstract: Using the data of stock option incentive plans of the Chinese listed companies during 2006 to
2013, the study investigates the management interests and its impact on the incentive effects in the performance—
vested stock options. The study finds that many management who achieve the performance targets in the exercise
conditions do not get interests or get limited interests from the stock options. Further study reveals that the less the
stock option value that the management expects is, the smaller the probability that the management achieves the
performance targets of the current exercise period is. In addition, the smaller the stock option interests that the
management expects by using the actual interests in the last exercise period is, the smaller the probability that the
management achieves the performance targets of the current exercise period is. At last, the smaller the total
interests that the management obtains from the stock options is, the worse the performance of the companies after
the completion of the stock options plan is. These findings all show that the low interests of the management could
make the performance —vested stock options unable to achieve the desired incentive effects, and thus the
performance targets in the exercise conditions could not be completed and the long—term performance of the
companies could not be effectively improved. Existing literature generally considers the main cause of poor incentive
effects of the performance —vested stock options implemented by the Chinese listed companies to be the welfare
effects in the incentive contracts under the management power, but the above findings provide a new explanation
for this problem.

Key Words: performance—vested stock options; management interests; incentive effects; performance targets
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