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Table 1 Description of main variables in different financial contracts

L EE L RERY ERRE
T REARE — ~ ~
TEE | R | FE | WREE | PHE | fREE
HESEAE (M) 0.52 0.15 0.39 0.17 0.49 0.14
B HAE(E) 0.71 0.07 0.68 0.11 0.73 0. 12
v 35 (P) 66 364 20 357 32 384 35
EZY= 0\ & 105 40 157 13 132 8.5
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Fig.2 Change of monitoring intensity in different financial contracts
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Table 2 ANNOVA analysis of invastor’ s monitoring intensity in different financial contracts

FE B ¥rE F Prob > F
£ 18] 25 7 0. 338 964 675 2 0. 169 482 338
HNER 1. 575 920 84 63 0. 025 014 617 6.78 0.002 2
et 1.914 885 52 65 0. 029 459 777
& e 2 %Ry
RFRY -0.131 061(p = 0.023)
R -0.166 667(p = 0.467) -0.035606(p = 0.003)
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Table 3 ANNOVA analysis of manager’s effort in different financial contracts

i & My % F Prob > F |
HllH 3 H 0. 338 964 675 2 0. 169 482 338
HANTR 1.575 920 84 63 0.025 014 617 6.78 0.002 2
BAER 1.914 885 52 65 0.029 459 777
W ax H e it 57 224y
8y -0.131 061(p = 0.023)
[AEiieds -0.166 667(p = 0.467) -0.035 606(p = 0.003)
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Table 4 Regression analysis of investor’s income
- s e R(1) 55 324 R (2) AR ARRI(3)
A RE t P>l EX t P>ltl %5 t P>ltl
WEIBE | -65.97761 | -21.67 | 0.000 | -52.46806 | -8.83 | 0.000 | -79.91133 | -1.85 | 0.080
B IR 148.376 9 21.85 | 0.000 186.370 7 0.02 | 0.985 81. 966 98 1.55 | 0.138
_cons 92.094 37 18.07 | 0.000 143,091 1 20.29 | 0.000 123.349 3 2.68 | 0.015
Prob > F 0. 000 0 0. 000 0 0.0150
R 0. 869 2 0.804 1 0.357 2
AdjR* 0.864 3 0.783 5 0.289 6

6 BRELRAMEERELE
i

A EMB LR &, FEEEE R
YRR bz FSKIORT S 5 AR T 3 AR R
ERBANBMARA EHER, LKBRLEREK
B AR 3220 N AL BB B AT s iR B B
BRI RN B TR T 05 R4 R, 55 R4y
TSRS BT BRI 5 BUBD ™ AR 1) Rt 3
Jh 2SRRI W B 2 v T AR 4 R4 ; T A] B AR 44
NEREBIIR A M THESREE RS WBBRE,
Rl 2 B SRCEAETE T B A 155 34 L ARE ™
A AR SR B R P Sl 2 SR

X — B RSV X HE 24 R IA B O R —
EHISHE. — 7, 2R RIS~ R E RS
Lfs BT S B REEIRERAEE, THFK
TGN TE & B A AR BT B AT 3 i
ZEBE AN BRI AR, Nt 4T ol
ZBEET R E R =, ER
ERHEHEME. F, ZRUAEERMBAN B
LAY, B Se e AU R S i {5 B
FESHEFERERHERRNPN, EEFERHE
5B, v B R A

A—HE, ZESHEAEE T EHAUER
BUBMEL B X B B 7 AR A R B v R 29 R
HAT TG R BN, X TALZ AR, 5155 R4
AT AR S 24 B B e BB 9 SR N B 3R X — &5
REY, MR BRENZEE L BIRE, 157
RYREEE VR ANBREHEERE

AHUHR , 2B SHCEACEE T “ BUF LA (15
AL X 2278 3 B R RIF I N = . H
X TR BRAR” , AR 28 F R R
HORE LR AE . (ELR , AU 4 3 (1 U 20 R A
MAEZEL FRB=PLHER S, stk 2B
AENEREEHI, BEARRAXEEE RNIT
BNIES, iR VR, T H 5| AB PLE
RLJPHAT A WAR = F7 0 R L RT3 E b i3
WA KL, AL FSHMEREEERETS
EA Y BA R — A& S EARILRT, Xh
R KRB BUA BE L. U, A R 18
R 35 TR L% 8 B B B MR SR LSRR, B S
it — AR A RAT BT B VRS R, BT T BR
BUF xR A Bl 55 58 R AT BT B R B E K
KEREGETG, AR E VBT S, T '
fRHEE,2007 4 1 HAENeESBaR EE
ZHBRELER N KREEGRF NG, MR E
Al Fh BE 454

5 ERRAIRE 2 B R A AR, AR M
323 BE HE 0538 1 IR AR O 42 Sl AU 7% B X 22
BT AR R A BE 29 PR, P R 0 B AL
NeEREEE LR REMLZE SR, W EH
FLEA B E . B, ASCA NI E SRR A
SR FERRTE 2y R4 Al B i e R SR 4 0
F BN RBLNL, %ot 48 1= 3 [ 4 RA B R
HAMREEE X F 3l 2 L& ERE N 52 1R
A5eE A4 K H B EE BRI ERA
EEMLERT B ARGFETY, 20K E
SRR A UM R e B T A B E A K
B R R E R B RL



ARG WSS . SRMRASEEE MR —KRRIER — 141 —

£ £ X #:

[ 1]Murphy K J. Explaining executive compensation: Managerial power vs. the perceived cost of stock options[ J]. University of
Chicago Law Review, 2002, 69(3): 847—870.
[2]Hall B J, Murphy K J. Stock options for undiversified executives[J]. Journal of Accounting and Economics, 2002, 33(1) .
3—42.
[3]Hall B J , Murphy K J. The trouble with stock options[ J]. Journal of Economic Perspectives, 2003, 17(3) . 49—70.
[4]Lambert R A, Larcker D F. Stock options, restricted stock and incentives| OL]. Workingpaper, http://www. ssm. com
[2004 -08 -26].
[5]Duan Jin-Chuan, Wei Jaosn. Executive stock options and incentives effects due to systematic risk[ J]. Journal of Banking &
Finance, 2005, 29(5); 1185 - 1211
[6]]Jensen M, Murphy J. Remuneration: Where we’ ve been, how we got to here, what are the problems and how to fix them
[OL]. Workingpaper, http://www. ssrn. com[ 2004 —11 - 06].
[7]Hart O. Financial contracting[ J]. Journal of Economic Literature, 2001, 39(4) ;. 1079—1101.
[8]Grossman S, Hart O. The costs and benefits of ownership: A theory of vertical and lateral integration[ J]. Journal of Political
Economy, 1986, 94(4) . 691—719.
[ 9] Dewatripont, Tirole. A theory of debt and equity: Diversity of securities and manager-shareholder congruence[ J]. The Quar-
terly Journal of Economics. 1994, 109(4) . 1027—1054.
[10]Wu Xueping, Wang Zheng. Equity financing in a Myers-Majluf framework with private benefits of control[ J]. Journal of
Corporate Finance, 2005, 11(5): 915—945.
[11 ]1sagawa N. Convertible debt: An effective financial instrument to control managerial opportunism[J]. Review of Financial
Economics, 2000, 9(1); 15—26.
[12]Isagawa N. Managerial opportunism and capital structure adjustments; Equity-for-debt swap and convertible debt[ J]. Inter-
national Review of Finance, 2002, 3(1) : 53—69.
[13]Harvey C R, Lins K V, Roper A H. The effect of capital structure when expected agency costs are extreme[ J]. Journal of
Financial Economics, 2004, 74(1) : 3—30.
[ 14]Aghion P, Bolton P. An ‘incomplete contracts’ approach to financial contracting[ J]. Review of Economic Studies, 1992,
59(200) ; 473—494.
(15 ]REIE®, MREdE. T E b 7 BA mh BE R 7 AR AT — I S RO R BT IR TR ARG [ J]. £ BFBT5T, 2004,
10(4) ; 50—60.
Lu Zheng-fei, Ye Kang-tao. The preference to equity financing of Chinese Listings—is it derived from low cost[ J]. Journal
of Economy Study, 2004, 10(4) : 50—=60. (in Chinese)
[16]Jensen M, Meckling W. Theory of the firm: Managerial behavior, agency costs, and ownership structure[ J]. Journal of Fi-
nancial Economics, 1976, 3(4) : 305—360.
[ 17 ] Williamson O. Corporate finance and corporate governance[ J]. Journal of Finance, 1988, 43(3) . 97—I121.
[ 18 ]Green R. Investment incentives, debt and warrants[ J ]. Journal of Financial Economics, 1984, 13(1): 115— 136.
[19 ] Gompers P. Ownership and control in entrepreneurial firms; An examination of convertible securities in venture capital
[OL]. http://www. nber. com. [ 1997 —05 -28].
[20]Berglof E, Thadden E. Short-term versus long-term interests: Capital structure with multiple investors[ J]. Quarterly Jour-
nal of Economic, 1994, 109(4) . 1055—1084.
[21]Cornelli, Yosha. Stage financing and the role of convertible debt[ J]. Review of Economic Studies, 2003, 70 (242) .
1—32.
[22]D’ Souza. Callable convertible debt under managerial entrenchment[ J]. Journal of Corporate Finance, 2001, 8(3) : 255—
270.
[23 ]Hart O. Firm, Contract and Financial Structure[ M]. Oxford; Oxford University Press, 1995. 256—290.



— 142 — R T 2008 4F 12 A

[24 ] Aghion P, Tirole J. Formal and real authority in organizations[)]. Journal of Political Economy, 1997, 105(1): 1—29.

(25 %1 &, Tl PR OCERR S —ReEmR )], RETLER, 2004, (2): 68—76.
Liu Lei, Wan Di-fang. Crucial and general control rights in firms[ J]. China Industrial Economy, 2004, (2): 68—76. (in
Chinese )

[26] Anish S, Sunder S. Directors’ incentives and corporate performance, NanKai Management Review, 2004, (7). 1—I3.

[27]Gillette B, Thomas H, Michael J. Board board composition, protocols and voling behavior; Experimental evidence[ ] ].
Journal of Finance, 2003, 58(5) . 1997—2032.

[28]David B, Michael M, Rudy S. Equity-based compensation and managerial fraud: An experimental investigation| OL].
Workingpaper, http://www. ssrn. com. 2005 -03 -21.

[29]Fehr. Why social preferences matter—the impact of non-selfish motives on competition, cooperation and incentives[ J]. E-

conomic Journal, 2002, 112(478) . 68—92.

Financial contract and managerial incentive: An experimental study

XU Xi-xiong' , WAN Di-fang® , ZHANG Ya-hui’

1. School of Economics and Business Administration, Chongqing University, Chongqing 400044, China;
2. School of Management, Xi’an Jiaotong University, Xi’an 710049, China

Abstract: We analyze the managerial incentive effect of three financial contracts through an experiment. We
think that financial contracts can exert two categories of incentive effects including extrinsic effect, which is
embodied through cash flow property, and intrinsic effect which origins from their control rights property.
Based on this, we analyze empirically the differences in managerial incentive effects among three kinds of typi-
cal financial contracts and show that, the extrinsic effect of equity contracts is significantly higher than that of
debt contracts, on the contrary, debt contracts provide much more intrinsic effect than equity contracts; and
convertible debt contracts can provide both high extrinsic effect and high intrinsic effect.

Key words: financial contract; managerial incentive; extrinsic incentive effect; intrinsic incentive effect; ex-

perimental study



