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The structure of pay-for-performance relationship in Japan
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Summary
There are a few empirical studies that management compensation positively responds to changes in
accounting earnings in Japan. Given such sensitivities, | statistically investigate whether the structure of
pay-for-performance relationship is always symmetric. The results tead to two findings : First, management
compensation is more sensitive to decreases in earnings than increases in earnings. Second, estimated
coefficients are unexpected sign when changes in accounting earnings are unusually large. The empirical

evidences imply that the performance evaluation for management is asymmetric in Japan.
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