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Abstracts of Selected Papers

Mutual Monitoring within Top Management Teams: A Structural Modeling Investigation (Job
Market Paper)

Mutual monitoring as a solution to moral hazard has been extensively studied by theorists. However,
do shareholders actually take advantage of mutual monitoring among executives to design individual
compensation? This paper non-parametrically identifies and tests three structural models of
principal-multiagent moral hazard using the data of S&P1500 firms from 1993 to 2005. The Mutual
Monitoring with Individual Utility Maximization Model provides the most plausible answer. The No
Mutual Monitoring Model is also plausible but relies on the assumption that managers have
heterogeneous risk preferences across firm characteristics. The Mutual Monitoring with Total Utility
Maximization Model is rejected by the data. This paper indicates that shareholders seem to recognize
and exploit complementary incentive mechanisms, such as mutual monitoring among self-interested
top executives, to design compensation.

The Consequences of the Sarbanes-Oxley Act on CEOs' Compensation (with George-Levi Gayle
and Robert A. Miller)

The Sarbanes-Oxley Act of 2002 (SOX) aims to improve the corporate governance of U.S. firms, for
example, by mitigating the agency problems between shareholders and CEOs. We adopt a generalized
moral hazard framework and estimate the agency cost of moral hazard and that of hidden
information. We compare these two costs in the Pre-SOX period with those in the Post-SOX period.
We seek to provide a more comprehensive quantitative evaluation on the potential costs and benefits
of SOX. We find that SOX seems to alleviate the hidden information problem universally in the
economy, but it may mitigate the moral hazard problem in some firms only.
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