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This report was generated autonomously by an AI replication pipeline for the “Does Empirical Finance Repli-
cate?” project. It documents one attempt to reproduce the paper’s main analysis from the data and methods
described below. Individual replications may contain mistakes. Treat the numbers as estimates to be checked, not
as a verdict on the original paper. Original article: doi:10.1016/j.jfineco.2010.08.010.

1 Summary

1.1 The Paper

Fahlenbrach and Stulz ask whether bank CEO incentives measured at fiscal year end 2006 predict bank
performance during the credit crisis. Stronger dollar equity incentives predict worse crisis returns. Cash
bonuses and option risk do not robustly predict worse performance. The evidence comes from nine cross
sectional OLS regressions that relate July 2007 through December 2008 buy and hold returns to cash
bonuses, equity incentives, option risk, and bank controls. The sample covers 95 banks and combines
ExecuComp and proxy statement compensation records with Compustat bank characteristics and CRSP
returns.

1.2 Replication Findings

The main specification preserves the paper’s negative direction but not its statistical significance. Table
4 column 6 reports −0.062 with standard error 0.030 in the paper, and the replication estimates −0.047
with standard error 0.041, t = −1.162, p = 0.249, and N = 88. The univariate estimate remains negative
and significant. The replication builds each CEO’s option portfolio from grant level exercise prices and
expirations rather than applying an aggregate approximation to all CEOs, and it enters dollar equity risk
in levels. An analogous event test on the March 2023 banking stress has a reversed point direction, but the
estimate is imprecise.

2 Data

The paper uses fiscal 2006 ExecuComp annual compensation and outstanding equity awards, Compu-
stat annual and Bank annual records, CRSP stock returns, and manual proxy statement checks for re-
stricted shares. The replication draws on the same sources, namely ExecuComp annual compensation and
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outstanding equity awards, Compustat annual fundamentals (comp.funda) and Compustat Bank annual
fundamentals (bank.funda), CRSP daily stock and delisting returns (crsp.dsf and crsp.dsedelist), and the
CRSP/Compustat link history (crsp.ccmxpf_lnkhist). GVKEY joins ExecuComp to Compustat, and date-
valid CCM links map GVKEY to PERMNO.

The in sample frame contains the 98 banks printed in Appendix A.2. Detailed 2006 outstanding awards
provide 787 grant rows for 89 matched CEOs, and each usable grant contributes its own strike, expiration,
exercisable count, and unexercisable count. The Core and Guay aggregate approximation applies to the
five early reporting firms the paper names and to residual counts whose detailed rows lack exercise terms.
Four CEOs outside that early reporting group have no detailed records and stay missing. The column 6
regression uses 88 banks. The authors’ manual restricted share inclusion corrections remain unavailable.

The OOS sample uses fiscal 2022 portfolios for 100 listed depository and major investment banks. The
March 8 through May 1, 2023 regression uses 99 complete banks.

3 Methodology

For bank i, the in sample dependent variable is

Rcrisis
i =

31 December 2008

∏
t=1 July 2007

(1 + rit)− 1.

Delisting returns enter on their event dates, and proceeds remain in cash through the window end. Columns
1 through 5 regress this return on one CEO incentive or option risk measure. Columns 6 and 7 add cash
bonus, an equity incentive measure, an option risk measure, the 2006 stock return, book to market, and
log market value. Columns 8 and 9 add Tier 1 capital. All models use an intercept and conventional OLS
standard errors.

Grant level Black Scholes delta and vega use the fiscal year end price, three year annualized daily volatility,
dividend yield, 10 year Treasury yield, grant strike, and time to expiration. Dollar gain from a one percent
price increase equals one percent of the price times shares plus delta weighted option shares. Dollar gain,
percentage ownership, and percentage equity risk enter in logs. Dollar gain and dollar risk are winsorized
at the second and ninety eighth percentiles. Dollar risk enters in $100,000 units.

Key differences from the paper. ExecuComp does not reveal which firms already include unvested re-
stricted shares in beneficial ownership, so the replication cannot reproduce the paper’s manual firm checks.
A few option rows lack exercise terms and use a disclosed aggregate residual approximation. Current ven-
dor vintages also differ from the authors’ files.
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4 Results

4.1 Table 4 single measure regressions

Table 1: Table 4 columns 1 through 5
(1) (2) (3) (4) (5)

Paper Repl. Paper Repl. Paper Repl. Paper Repl. Paper Repl.

Cash bonus over salary −0.010∗∗ −0.008∗

(0.004) (0.004)
Log dollar gain −0.078∗∗∗ −0.077∗∗∗

(0.022) (0.028)
Log ownership −0.025 0.004

(0.027) (0.034)
Dollar risk −0.013 −0.015

(0.017) (0.013)
Log percentage risk 0.030∗ 0.059∗∗

(0.018) (0.025)

N 93 95 94 89 94 89 90 92 90 87
R2 .06 .039 .12 .081 .01 .000 .01 .014 .03 .061

Notes. Coefficients are followed by conventional OLS standard errors in parentheses. Each observation is one bank. Models
include an intercept and no fixed effects. Stars indicate significance at the 10, 5, and 1 percent levels.

Column 2 closely reproduces the paper. Its estimate is −0.077 with t = −2.769, p = 0.007, and 89 banks.
Column 3 changes sign but remains statistically indistinguishable from zero. Dollar risk in column 4
matches the paper’s sign, magnitude, and null inference. Percentage option risk remains positive and
becomes significant at five percent.

4.2 Table 4 controlled regressions

Table 2: Table 4 columns 6 through 9
(6) (7) (8) (9)

Paper Repl. Paper Repl. Paper Repl. Paper Repl.

Cash bonus over salary −0.003 −0.001 −0.003 0.000 0.014 0.008 0.015 0.020
(0.005) (0.006) (0.005) (0.005) (0.025) (0.038) (0.025) (0.030)

Log dollar gain −0.062∗ −0.047 −0.079∗∗ −0.043
(0.030) (0.041) (0.035) (0.041)

Log ownership −0.036 −0.016 −0.049 −0.023
(0.030) (0.037) (0.032) (0.038)

Dollar risk 0.025 0.020 0.030 0.029
(0.020) (0.018) (0.024) (0.030)

Log percentage risk 0.022 0.056∗∗ 0.023 0.055∗

(0.019) (0.024) (0.022) (0.031)
Stock return in 2006 −0.148 −0.339 −0.147 −0.298 −0.295 −0.464 −0.310 −0.422

(0.279) (0.305) (0.280) (0.308) (0.302) (0.330) (0.304) (0.342)
Book to market −0.607∗∗∗ −0.798∗∗∗ −0.601∗∗∗ −0.805∗∗∗ −0.583∗∗ −0.841∗∗∗ −0.577∗∗ −0.850∗∗∗

(0.234) (0.271) (0.234) (0.272) (0.240) (0.284) (0.240) (0.288)
Log market value −0.027 −0.059 −0.064∗∗ −0.078∗∗∗ 0.014 −0.028 −0.035 −0.045

(0.032) (0.039) (0.026) (0.029) (0.042) (0.049) (0.036) (0.043)
Tier 1 capital 0.038∗∗ 0.051∗∗ 0.039∗∗ 0.046∗∗

(0.018) (0.021) (0.018) (0.021)

N 88 88 88 86 77 76 77 74
R2 .20 .213 .20 .254 .23 .260 .23 .292

Notes. Coefficients are followed by conventional OLS standard errors in parentheses. Each observation is one bank. Models
include an intercept and no fixed effects. Stars indicate significance at the 10, 5, and 1 percent levels.
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The column 6 estimate remains negative at −0.047 but has t = −1.162 and p = 0.249. Its 88 banks exactly
match the paper’s N. Column 8 also remains negative and insignificant at −0.043 with t = −1.044, p =
0.305, and 76 banks. Book to market and Tier 1 capital preserve the reported directions and significance.
Percentage option risk becomes significant in columns 7 and 9. The grant level option portfolio changes
cross sectional CEO exposure and avoids filling in option terms that the underlying records do not supply.
Those data choices explain why the headline direction survives while precision weakens.

4.3 Analogous event OOS test

Table 3: March 2023 banking stress, Table 4 column 6 specification

Variable Coefficient Standard error t

Log dollar gain 0.00735 0.01073 0.685
Cash bonus over salary -0.00676 0.01163 -0.582
Dollar risk 0.00677 0.03567 0.190

N 99 banks
R2 0.2263
Inference Conventional OLS standard errors, no fixed effects

The OOS dollar incentive coefficient is positive but imprecise with p = 0.495. Its point direction is classified
as reversed, but it does not establish a statistically reliable reversal.
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