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Abstract

This paper examines the relationship between the level of political connection of the board
and chief executive officer (CEO) equity-based compensation. Using a sample of Taiwanese
firms, the paper provides evidence that politically connected boards grant a lower proportion
of equity-based compensation to CEOs. Political intervention can reduce the proportion of
equity-based compensation and, thereby, can have negative consequences for the alignment
between the interests of CEOs and shareholders in firms. The findings obtained in this
paper could be useful to policy-makers in emerging economies, where there is wide scope for
political intervention.

Keywords Corporate governance; Equity-based compensation; Politically connected boards;
Public interest; Taiwan

JEL Classification: G32, G34, J33

1. Introduction

The topic of chief executive officer (CEO) compensation has been the subject
of extensive studies, on which excellent literature reviews have been conducted
(e.g. Murphy, 1999; Core et al., 2003). The principal-agent theory, which was first
proposed by Jensen & Meckling (1976), necessitates the alignment of the CEO’s
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