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The Implication of Employee Stock Option
Compensation

Ming-Che Lu”

Abstract: This paper explores the implication of employee stock option
compensation from shareholders’ interest and infers that R&D activities, firm
size and market performance are major economic determinants when issuing
the employee stock option. Empirical results indicate that only R&D activities
and firm size are significantly related to employee stock option grants; however,
market performance is not. It means that most firms in Taiwan fail to realize
fully the nature of employee stock option compensation. Since employee stock
option is regarded as discretionary compensation, the non-economic factors
may affect the decision about employee stock option grants and result in
over-compensation or under-compensation. Such a phenomenon, specified as
compensation inefficiency, is evaluated using the stochastic frontier
methodology. The results reveal that there significantly exists compensation
inefficiency, issuing less employee stock option, in some listed firms in Taiwan.
Moreover, the relationship between compensation inefficiency and stock bonus
is significantly positive, indicating that the boards of some listed companies
misunderstand the implications of various compensation tools. An excess of
profit from stock bonus for employees causes under-compensation in employee
stock option grants, and the interests of stockholders are harmed.
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