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Abstract

This paper uses a new dataset of 3,717 US CEO gmplt contracts to study the time
horizon of executives. Longer contracts offer pcoten against dismissals: turnover
probability increases by 20% each year that pasesrds contract expiration. This should
encourage CEOs to pursue long-term projects, ardsGith more time under their contract
indeed invest more. However, because longer cdstraake it harder to dismiss managers,
they also impose less discipline. Consistent with argument, CEOs under shorter contracts
perform better in acquisitions, and CEOs with agkmcontractual horizon receive more
perquisites. Overall, firm value does not differass contract types.
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Executives are often accused of myopia, i.e., ifitato invest in projects that only improve
long-term shareholder valdeMuch of this discussion has focused on incentigg. (This
paper seeks to draw attention to another, les®egbldimension of executive incentives: the
contract horizon. Long-term contracting differsnrdong-term incentive pay. It determines
the ease of dismissal and therefore affects diseiplA long contract term promises the
executive that he will not get fired if payoffs adot materialize quickly; however, it also
allows him to underperform for other reasons witremuimmediate threat of dismissal.
Empirical literature on executive horizon has béemted so far. Yet, many US chief
executive officers (CEOs) operate under explicitplryment contracts that are publicly
available. Based on a new, hand-collected datds8f7a7 of these documents, | find that
contract horizon is relevant for both investment discipline. On the one hand, CEOs with a
shorter remaining contract term invest less thair {peers do, both in terms of CAPEX and
R&D expenses. On the other hand, CEOs with a shodetract horizon perform better in
acquisitions and receive less perquisites. Neitherinvestment nor the discipline effect
dominates: firm value does not differ significantigtween firms with different CEO horizon.
In the US, CEOs can be employed under two contypets. Undeffixed-termemployment,
dismissal before the contractual termination dsiteostly and can lead to litigation; undey
will employment, the firm or the employee can termitiagerelationship at any time and for
any cause. From a legal perspective, this makesllatontracts the easiest to end, but also
infinitely short-term. | study the incentive effecdf both contractypesandlength Since
remaining contract length decreases over time, lahie to track the behavior of a given
CEO under different horizon. The comparison betwlesd-term and at-will contracts is
less straightforward due to endogeneity, i.e., $sirmay choose the CEO contract type based

on their investment opportunities. Therefore, | tise legal environment to instrument the

! Effects of a short executive horizon (“myopia”)vhabeen discussed by, among others, Narayanan )(1985
Stein (1988), Stein (1989), Froot et al. (1992)] 8olton et al. (2006). Laverty (1996) providescuerview of
the strategy literature on this topic.



choice of contract type. Some states have moreameifriendly court records — particularly
states that restrict the right to dismiss at-withptoyees. These states have a greater
proportion of at-will and shorter fixed-term emphognt contracts. In this sample, 30% of the
contracts governed by state laws with the so-caltedill exceptions are at-will, as opposed
to 19% in non-exception states. The exceptions hatecedents that are not correlated with
investment.

Contracts affect the actual timing of turnover.idsa hazard model, | estimate the likelihood
of turnover as a function the contract horizonuten performance and characteristics of the
CEOQO, the firm, and the industry. CEOs under at-wglhtracts on average have a 22% higher
probability of turnover than CEOs under fixed-tecontracts. Under a fixed-term contract,
one year closer to the expiration date translatiesa 20% higher probability of termination.
The focus of the theoretical debate on “economicrtsiermism” is the hypothesis that
myopic CEOs fail to make investments in projectgong-term payoffs (e.g., Dechow and
Sloan, 1991; Froot et al., 1992). Consistent witis t7iew, | find a positive impact of the
expected CEO horizon on investment. CEOs with oleenyear remaining to expiration
invest 2.1%-points more in industry-adjusted camitgenditures over sales, equivalent to $9
million per year in dollar terms. That is, a CEQdana five-year contract invests in his first
year on average 11%-points more than in his laat. yehe magnitudes are comparable in
terms of R&D expenses. Effects are more pronoundeeh | compare CEOs under fixed-
term contracts with CEOs under at-will contracts. ttrms of industry-adjusted capital
expenditures, the difference between an at-will anfixed-term contract is six times the
difference between a first- and last year CEO uradéve-year contract. This translates to
44% of one standard deviation of the industry-adgiscapital expenditures. In terms of

industry adjusted-R&D expenses, the effect amotm&65% of one standard deviation of the



dependent variable. Contract type has a similacefin acquisition activity. A CEO under a
fixed-term contract on average makes one more sitigui in every two years.

For an analysis on discipline, | follow Masulisat (2007) and use acquisitions as large,
significant and observable investment projects.Asitjons take time to implement: enough
time for a board to dismiss the CEO if it wantspievent closure. Consistent with the
argument that CEOs under at-will contracts faceighdr dismissal threat, announcement
returns are higher for acquirers with CEOs undehstontracts and do not reverse in the
subsequent 24 months. In addition, a longer horedtows CEOs to derive greater personal
benefits. CEOs with more time remaining until egpon have more “other compensation”,
which includes perquisites and unspecified, nommtive pay. One more year under the
contract is associated with $21 thousand highdrélotompensation”.

Contract design faces a trade-off between theseteff Edmans (2011) describes a similar
dilemma in a debt structuring setting (without eayphent horizon). A short contract horizon
makes it easier for the firm to dismiss non-periognCEOQOS, but also deters the executive
from long-term investments. Empirically, neitheretltosts nor the benefits of horizon
dominate. In terms of the market-to-book ratio,indf no significant effect of expected
horizon, contract type, or the remaining time undeiixed-term contract. In other words,
there is no evidence that firms systematically eveibntracts that are too myopic or too long.
Throughout the analysis, | control for other timeyng effects such as the executive’s age
and tenure, the firm’s age and year-fixed effetlss disables me to include executive-fixed
effects into the regressions, but the results abaist for including executive-fixed effects
(without the time-varying control variables). Rdsuhlso remain similar controlling for the
compensation horizon and incentive pay, which ily available for a subset of the sample.
A subsample of firms switches their contract typbe results are similar, if not of greater

magnitude, for this subsample. This suggests tmatrésults are unlikely to be driven by



unobservable firm characteristics. Finally, not @EOs sign employment contracts: CEOs
without contracts are technically at-will. The ritsware robust for including all public firms
under this assumption. To ensure that the results n@t driven by unobserved firm
characteristics, | also match CEOs with fixed-tevamtracts to at-will CEOs that work in
firms with similar characteristics and show tha¢ tomparison between them is consistent
with the baseline results.

Empirical studies of CEO employment contracts aceent and few in number. Schwab and
Thomas (2005) describe a sample of 375 contraots f legal perspective. Gillan et al.
(2009) show that many CEOs operate without an exgmployment contract, and study the
choice between explicit and implicit contractsulld on their work by showing the impact of
contract horizon on career outcomes and performavigefindings imply that employment
contracts affect decisions. In praxis, this medwas tontract design is not trivial, and | hope
that my work can give some first guidance on thater.

More generally, this paper contributes to the dtere on management horizon and
managerial turnover. The theoretical literaturehmmizon describes “myopic” as negative
effects of short managerial horizon on investméwaréyanan, 1985; Stein, 1988; Stein,
1989; Bebchuk and Stole, 1993; Noe and Rebello7;1@demmanur and Ravid, 1999, and
Bolton et al., 2006). The literature on CEO turnmoshiscusses effects of the ease of dismissal
(and determinants of it) on monitoring and perfonce (Weisbach, 1988; Hartzell, 2001,
Morck et al., 1989; Denis et al., 1997, and Mikkelsand Partch, 1997). The following
analysis, on the interface of the horizon and thenadver literature, argues that short
managerial horizon trades off “myopia”, or negateféects on the investment horizon, and
positive effects of discipline. A similar trade-afi spirit has been described by Edmans

(2011) in a debt financing setting.



Previous empirical work on horizon shows contraatigtevidence on the relation between
managerial horizon and investment, using dates aadhe actual termination or retirement
date to mark horizon (Dechow and Sloan, 1991; Gisband Murphy, 1992; Murphy and
Zimmermann, 1993; Antia et al., 2010, and Gao, 20IbBe employment contract dataset, in
contrast, provides an ex ante measure of horizogether with the instrumental variable,
this allows me to be more precise about causattsftdf CEO horizon on investment.
Finally, contract length and type are direct deteemts of CEO turnover. As a consequence,
this analysis of contract characteristics conteluto the empirical literature that measures
effects of monitoring and ownership on executivendwer? Isolating contractual turnover
explains a greater fraction of dismissals and make=sasier to identify effects of other
mechanisms.
The paper proceeds as follows. Section | sketclodsnpal effects of contract horizon.
Section Il describes the data. Section Il linksitcactual horizon to the actual turnover
probability of CEOs. Section IV identifies deterrams of the choice between contract types,
which allows me to control for any selection bi&ection V presents the results on the
potential benefits of a long horizon; Section \ thotential costs. Section VIl studies overall
effects on firm value, and Section VIII concludes.

I. Hypothesis development
A. Legal background
Fixed-term employment.In a fixed-term contract, the firm commits to payicompensation
for a certain number of years; this remains validrgpossible premature termination. That is,
the cost of termination is increasing in the numsbalr years remaining under the contract.

Upon early termination, the executive is typicadhtitled to a multiple of the base salary and

2 See Coughlan and Schmidt (1985), Warner, WattdMdnatk (1988), Weisbach (1988), Gilson (1989), Beni
Denis, and Sarin (1997), Huson, Parrino, and St@681), Jenter and Kanaan (2010) and Jenter andllen
(2010).



the minimum bonus, but this sum can be augmentettaziually. As an example, take John
Mack’s 2005 five-year contract with Morgan Stanley:

If, during the Employment Period, the Company stalininate the Executive's employment
other than for Cause, death or Disability or theeEutive shall terminate employment for
Good Reason: (i) the Company shall pay to the Brexun a lump-sum cash payment as
soon as practicable after the Date of Terminatioa &ggregate of the following amounts:
...an amount equal to the product of (1) the Exeelgiiotal Compensation for the most
recently completed fiscal year and (2) the greatiefx) a fraction, the numerator of which is
the number of days from the Date of Terminatioroulgh the fifth anniversary of the
Effective Date, and the denominator of which is 868 (y) 1.[...}

Hence, in Mr. Mack’s case, the cost of dismissairpio contract expiration is the product of
his total compensation and the number of years irengauntil the contractual termination
date. The total compensation of Mr. Mack was $48ioni in 2006, the first year of his
employment contract, and so severance pay for maton in 2006 would have exceeded
$182 million. Assuming that compensation remainghé level, severance pay in 2009
would have been $45 million, which is $137 milliess?

Morgan Stanley’s operating income in 2009 was &2ebillion. While $137 million is a non-
trivial amount, it seems less so compared withfitlne value a CEO can destroy. Also, fixed-
term contracts are renewable, typically with a 2y diotice period before the expiration
date® If renewal happens always and automatically, @mtérshould have no effect. Before
we begin the analysis, it is therefore importanéée whether CEO employment contracts are

credible.

% Morgan Stanley, Form 8K, filed September 22, 2@#&ibit 10.

* For details on severance pay, see Rusticus (28@6)and Xu (2009) or Goldman and Huang (2010).
®Very few contracts, less than 2% of our sampleymatically renew every day in a way that fixes the
remaining period at a specified number of yeals sthrcalled “evergreens”.
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Prediction 1 (fixed-term contracts and turnoverherl probability of turnover is inversely
related to the number of years remaining undercatract.

At-will employment. In the US, employment can be fixed-term or at-wilhder at-will
employment, both the employer and the employeeteaninate the relationship for “good
cause, for no cause, or even for cause morally gyrasithout being thereby guilty of legal
wrong”® In other words, at-will employment can be terméubat any time. One example is
Carleton Fiorina’s 1999 contract with Hewlett-Packa

Executive and the Company understand and acknowlddg Executive's employment with
the Company constitutes "at-will* employment. Sttbj@ the Company's obligation to
provide severance benefits as specified hereinclgxe and the Company acknowledge that
this employment relationship may be terminatedngt tame, upon written notice to the other
party, with or without Cause or Good Reason anddoy or no cause or reason, at the
option of either the Company or Executive.

These provisions do not imply that terminationasttess, but that dismissal is equally costly
at any time from a legal point of vieWn the case of Ms. Fiorina, the contract specifies
amount and composition of severance pay for ahefmentioned cases (with cause, without
cause, etc.). Compared to fixed-term contractsjilacontracts have an infinitely short term.
This should affect the probability of dismissat@ntractual terms matter.

Prediction 2 (contract type and turnover): The pabbity of turnover is higher for CEOs
under at-will employment.

B. Potential benefits of long-term contracts

It can be difficult to assess the performance ofirarestment project before its payoffs

materialize. If a CEO’s employment contract is doerenewal soon, he has an incentive to

® payne vs. Western & Atlantic Railroad Co., 81 T.ebd7, 519-520, 1884 WL 469 at *6 (September Term,
1884).

" Hewlett-Packard Co., Form 10Q, filed September1®89, Exhibit 10 (gg).

® The cost of termination is not necessarily cortfite severance. Additional cost, e.g., reputatiost,cmay
change over time, but it is not obvious that théfedacross contract types.
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forego projects that will not positively affect hissible performance (Stein, 1988; Stein
1989; Chemmanur and Ravid, 1999). A longer corieddborizon encourages the CEO to
take projects that are initially more costly if ynbecome profitable before the end of his
contract. One can consider the contractual emplayrherizon a signal of commitment: it
shows a mutual understanding between the CEO anbiatird that some investment projects
can be initially unpopular and take time to becqmnafitable. In the meantime, the CEO is
able to work without an immediate threat of dismis©f course, there must be a limit: the
additional severance pay upon early terminatiomistrivial per se but may become so in the
presence of crass value destruction.

A longer employment horizon also allows for moreentive-compatible compensation for
longer-term projects. It is easier to assign respmlity when the executive is still in charge
after the project has paid off. If the CEO perfomvedl, the board can reward him with salary
increases, boni and perquisites (Gibbons and Murpf92; Narayanan, 1985). Given that
non-vested stock and options are often forfeitednugermination (Dahiya and Yermarck,
2008), a longer contractual horizon also incredlsesxpected value and incentive effect of
long-term stock and option vesting schemes. NonmHpiecy benefits are discussed not only
in the management (Matta and Beamish, 1998), Isat ial the finance literature (Casamatta
and Guembel, 2010): some CEOs want to build legabecome recognized or even famous
for their performance. CEOs may reduce effort é@ythilo not expect to be rewarded in time.
These arguments predict a positive relation betveeizon and investment:

Prediction 3 (contract horizon and investment): GE@ith more time remaining until
contract expiration invest more than CEOs with lesge remaining or CEOs under at-will
employment.

A disincentive to invest given a shadntracthorizon is not necessarily suboptimal. On the

one hand, an executive with a short horizon h#lg lihcentive to exert the effort to start a



long-term project. On the other hand, he also itides incentive to exert effort to work on the
long-term project, even if started. In addition,eNend Rebello (1997) argue that the firm can
have difficulties changing a CEO with project-sfiecknowledge. Thereforggivena short
CEO horizon, it can be optimal for the firm to fgeepositive-NPV projects. In addition,
lower-rank executives may have to reverse decisiomder new leadership and therefore
incentives to reduce effort on long-term projedd.the same time, tournaments for a
possible succession give the upper managementtinegio focus on short-term resuits.

This phenomenon is known in the Political Scientsrdture as “lame-duck”: at the end of
election cycles, politicians refuse to implementiqges that may be reversed under new
leadership. The parallels between corporate andicpgbvernance are not restricted to the
organizational support. One argument in favour iofadlorships is that long election cycles
and discretion allow governments to implement ungexpmeasures in the early stages of the
cycle. Durham (1999), for example, documents higlmestment ratios in one-party
dictatorships.

C. Potential costs of long-term contracts

Durham (1999) also finds that one-party dictatgrshdespite their high investment ratios, do
not grow faster. This is because democracies, mrast to authoritarian regimes, “check
arbitrary rule, perhaps more effectively limit agstion, and thereby preserve established
property rights”. Taking the view of the corporajevernance literature, Gompers et al.
(2003) write that “corporations are republics. [.Ohe extreme, which tilts towards a
democracy, reserves little power for management alwdvs shareholders to quickly and
easily replace directors.” The corporate governdiesture has discussed the disciplining
effect of different aspects that allow CEO turnovaore easily, ranging from board

composition to ownership structure (e.g., Weisbd®88; Hartzell, 2001; Morck, Shleifer

® For a more qualitative discussion of organizati@mal psychological arguments, see Laverty (1996) w
provides an overview of the literature in the maragnt area on myopia.
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and Vishny, 1989; Denis et al., 1997; and Mikkelsmamd Partch, 1997). Unlike other
employees, CEOs rarely take up comparable posiaftes contract termination. Only 6.3%
of the sample becomes CEO of other firms. Thimmgarable to the Gibbons and Murphy
(1992) sample (2.2%) or the Brickley, Linck and €0(2009) sample (3.2%). Dismissal can
therefore serve as a threat: it seems unlikely th@ét CEOs would happily terminate their
contract.

Contractual employment horizon is the most diregtedninant of the ease of dismissal.
Premature termination of fixed-term contracts letm:egotiations and perhaps litigation,
and the costs of termination are proportional ® time remaining between the actual and
contractual expiration date. In contrast, at-wdhtracts can be terminated at any time and
for any cause, posing a more immediate dismissalath This should have a disciplining
effect both on the CEQO’s effort and potential safving behavior. As before, any lack of
effort or self-serving must stay within the limitf a trade-off with the costs of early
termination: crass value destruction is unlikely e tolerated even under fixed-term
contracts.

To study effects on effort, | use a sample of agitjohs which allow me to isolate
performance effects better than smaller, less obbér decisions. They are also less standard
and therefore have a greater likelihood to invalve CEO personally. If shorter horizons
induce more effort, we should observe better adipnsperformance under CEOs with at-
will contracts.

Prediction 4 (contract horizon and effort): Firmgnborm better after acquisitions made by
CEOs under shorter contract terms and at-will cawts.

A lack of effort is harder to distinguish from thtial underperformance of longer-term
projects than self-serving behavior. Yet, executiveay use the protection of long-term

contracts for more obvious treats to their persoaatount, for example in form of
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perquisites. Note that perquisites can serve t@mrd profitability (Rajan and Wulf, 2006),

although their ability to do so should not varytwihe CEO’s contract horizon. This makes
them a reasonable candidate for a proxy of rerkisgdor our purposes. For this analysis, |
use the 402 (c)(2)(ix) “other compensation” itemtbé proxy statement, as reported by

Execucomp
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terms; 192 (1%) of them are, instead, explicitmeten agreements or renewal amendments
that contain the terms of the original agreemerdddition to the terms of the amendment. |
recover the terms of both agreements for these @fBgloyment relationships after verifying
in BoardExthat the CEO was employed in the previous ternsn#aller proportion of the
sample (less than 1% of the documents) are agrdstiet have been negotiated following a
change in control, compensation agreements thaaicothe original contract terms and offer
letters that have been confirmed by the CEO. lwelagreements that have not yet been
valid (e.g., applicable following a change in cofjtrand offers that have been rejected. |
obtain separation dates frofxecucompRisk Metrics or BoardEx | also exclude contracts
for which | can find no real expiration date orif)ethat the CEO is still in office.
Not all CEOs sign explicit employment contractslliai et al. (2009) report that fewer than
half of the CEOs of S&P 500 firms do. These CE@darfactounder at-will employment. |
address sample selection issues in Section V. Blylteeremain similar when | include CEOs
that are not in the contracts sample, assuminghlegtare indeed employed at-will.
B. Descriptive Statistics
Panel A of Table | reports a breakdown of the sanigyl year. The sample contains 3,717
contracts starting during the period 1989-2008wbich most are dated between 1996 and
2008. The contracts involve 2,371 firms (Panel jBorées a breakdown of the contract number
per firm). 1,299 of the sample firms are represgntéh one, 705 firms with two, and 367
firms with more than two contracts.

TABLE | HERE
This procedure yields a sample similar to the COMPHAT population in the sample period.
The average firm size in terms of book assets &82Lmillion, compared to the average non-
sample firm size of $1,268 million (Panel C). Raton assets (ROA) averages 0.9% for the

sample, compared to -2.3% for the non-sample firifise proportion of the sample
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represented by each state (Panel D) is almost iadénto the distribution of the
COMPUSTAT populatiort?

The governance characteristics (reported in Paphar&comparable to those in the samples
used by Gillan et al. (2009) and Schwab and Tho@@85)** The age of an average CEO is
52 years, and he already been in office for foargeHe holds 3% of voting shares and earns
a total compensation of $2.6 million per y8ab1% of his total benefits are in the form of
incentive pay. About half of the CEOs also hold pasition of chairman of the board.
Although CEOs starting fixed-term contracts havsignificantly higher tenure than those
who start at-will contracts, there are no significdifferences in the other governance or
compensation characteristics between contract types

| provide a breakdown of the sample by year ané ippPanel A. About 22% of the sample
contracts are at-will, compared with 15% of the\&ah and Thomas (2005) sample. Gillan et
al. (2009) collect a sample of contracts that weked in 2000. The distribution of contract
types in my sample is comparable, with a 14% foactof at-will contracts among the
contracts that started in 199&.(13% of the Gillan et al. (2009) sample). | defowntract
length as the number of years between the start and agiquir year; Panel F shows the
breakdown of the sample by contract length. Folimathe approach of Gillan et al. (2009), |
consider the length of at-will contracts to be zévimst contracts with specified expiration
dates have a length of between one and five y&arse-year contracts are the most common
(33%).

| track the performance of the sample CEOs up faration, as long as they do not leave

office. Thus, the 3,717 contracts result in an Uler@ed panel of 12,202 firm-year

1% The results are similar when | exclude any offthe states that are most frequently representediin

sample.

1 Gillan, Hartzell, and Parrino (2009) describe mjsie of 184 explicit contracts for S&P 500 compartieat
were in place in 2000. Schwab and Thomas (2005)ausample of 375 contracts starting between 1984 an
2003.

12 Note that compensation data is only availableS®P 1500 firms, which are larger than the averagepse

firm. | report compensation numbers adjusted féation, in 2000 $.
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combinations for which there are data on employntenins. Table Il shows summary
statistics for firm-year combinations. Of the 123@ars, 30% are under at-will contracts.
TABLE Il HERE

Over the course of their employment, CEOs with diterm contracts are more likely to
become chairman of the boatd=(3.1) than CEOs under at-will contracts, theim§ have a
less shareholder-oriented governance index R.8) and their total as well as “other
compensation”, which includes perquisites, are éigh= 2.0 and 3.3). This suggests that
CEOs have more bargaining power under fixed-terntracts. CEOs under at-will contracts,
on the other hand, earn more incentive gay £3.1). Note, however, that the fraction of
unexercisable options is not significantly differdretween CEOs with and without at-will
contracts. Compensation sets incentives in addiiothe contract horizon. | will discuss
their effects explicitly in Section V.

lll. Contractual Horizon and Realized Turnover
Figure 1 plots the distribution of realized tenumg contract type. Notice the difference
between contractual arek posthorizon: some executives leave prior to expiratiothers
renew their contract. Yet, realized tenure diffeetween executives with long and short
contracts. Of the CEOs with five or more years ri@ing under their contracts (Panel D),
around 10% terminate within the current or follogiipear. In contrast, 25% of CEOs with
less than one year (Panel C) terminate within tlneeat, and a further 24% within the
following year. In the near future, at-will conttac(Panel A) are similar to fixed-term
contracts in the last year, with 22% of the sanlpsring in the current and 23% in the
following year. After ten years, however, CEOs undewill contracts are more likely to
survive than CEOs under short fixed-term contraati$h a tail more comparable to the
average CEO under a fixed-term contract (Panel B).

FIGURE | HERE
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To account for the effect of tenure on the turnopesbability, | use a hazard model to
measure the link between contract horizon andilikeld of turnover (for another application
of hazard models in the turnover literature, segeteand Kanaan, 2010). The hazard model
allows me to treat the probability of turnover asiaction of tenure rather than treating every
firm-year as an independent observation in a poalaglession. | use a Cox (1972)
proportional hazard model as my main specificatiwhich specifies the hazard ratg), or
the rate of departure, as

r(t) = h(t)exp(aX), Q)
where t is tenure and X a set of independent viesall he specification allows to separate
time effects from the effects of covariates. Th@aential form serves to avoid negative
hazard rates. The specification requires no digiobal assumption: the estimation is
computed by maximizing the partial likelihood fuiect. This way, the terms that include the
underlying hazard rates remain separate and dentet the estimation.
To test for robustness, | use a Weibull specifrabf the model which makes assumptions
on the distribution: it assumes that the conditigprabability of departure is monotonically
increasing or decreasing in tenure. More specifictiie hazard rate is estimated as:

r(t) = ptP~lexp(aX), (2)
where p is greater (smaller) than one when the gimtity of turnover is increasing
(decreasing) in time. When p = 1, the hazard rateanstant, implying an exponential
distribution.
Data availability restricts the sample to 5,82infiyears. Of these, 3,495, or 60% are right-
censored observations of CEOs who have not lafteolfy the end of 2008. This composition
is comparable to the previous literature (e.g., dhample of Hartzell, 2001 consists to 58%
(200 out of 346 observations) of right-censoreceoletions).

TABLE Ill HERE
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| report the results in Table Ill. Columns 1 (Caqd 2 (Weibull) present the results on the
whole sample and Columns 3 (Cox) and 4 (Weibull) tba subsample of fixed-term
contracts. At-will contracts are significantly mdileely to be terminated (z = 2.34). All other
variables equal, a CEO with an at-will contract ha&2% higher probability to leave office
under the Cox specification. The term of fixed-tezomtracts is also relevant. One more year
remaining before the contract expiration date tedas into a 20% lower probability of
turnover under the Cox specification (z = -6.10)eTesults remain almost exactly the same
under a Weibull distribution.

| control for executive and firm age as alternatilserminants of horizon. Older CEOs are
more likely to leave under the Weibull distributjoconsistent with Hartzell (2001) who
documents a positive relationship between execuaijgeand voluntary turnover.

The previous evidence on the effects of firm peniamnce on CEO turnover is mixed,
depending on the sample and the performance meased® | use year-on-year stock
returns to measure market performance, growth tarmeon assets to measure operating
performance, and control for annual (equally wesdh industry returns (see Jenter and
Kanaan, 2010). CEOs are less likely to leave afteeriod of higher returns, albeit only on a
10% significance level.

| follow Jenter and Lewellen (2010) in their choigkother control variables. Larger firms
are more likely to separate from CEOs, and firmshwa higher market-to-book ratio
(controlling for returns) have a higher CEO turnowabeit only in the sample of fixed-term
contracts. This indicates that these firms are nwilkhg to pay the additional cost of
dismissing a CEO under a fixed-term contract. Tledation between turnover and

institutional ownership is significantly negativ&his suggests that institutional investors

13 See Benston (1985), Coughlan and Schmidt (1988jne, Watts and Wruck (1988), Weisbach (1988),
Gilson (1989), Morck, Shleifer and Vishny (198%n8den and Murphy (1990), Murphy and Zimmermann
(1993), Denis, Denis, and Sarin (1997), Murphy @9®uson, Parrino, and Starks (2001), Jenter santhEn
(2010) and Jenter and Lewellen (2010).
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solve differences with the CEO in other ways th&amissal (see Denis, Denis and Sarin,
1997, for a discussion). CEOs that also chair tregd are less likely to leave, consistent with
the notion that they have more influence. | conftima negative relationship between stock
rewards and turnover that Mikkelson and Partch T1@®cument. CEOs with more voting
rights, which make it harder to dismiss them, facdower turnover risk, albeit not
significantly for the fixed-term subsample. Overdlle Weibull estimation does not give
significantly different estimations from the Cox do.
To summarize, contract horizon has a significargaot on actual careers. At-will contracts
are associated with a significantly higher probgbdf turnover, and fixed-term contracts are
less likely to end when there is more time leftobefexpiration.

IV. Determinants of Contract Type and Length
A. Approach
Before proceeding to the main results, it is im@ortto model the choice of contracts to
control for selection and endogeneity.
Firms that choose fixed-term and at-will contract®ay have different investment
opportunities. While | can track CEOs under différéixed-term contracts over time and
observe them under changes in their remaining aonkength, | cannot conclude that CEOs
under at-will contracts would react the same way.control for the selection bias arising
from this non-random exclusion, | follow the apprbaof Heckman (1979) and use the
choice regression described below to compute tHes Vitio. A similar selection problem
exists for the choice between fixed-term contractdifferent length, which | approach with
the same correction, using the contract lengtleadsof the type as the choice variable.
It is less straightforward to estimate the relatimiween contract type and CEO behavior
because the contractual horizon does not vary usieill contracts. For example, a firm A

with little investment opportunities may want tocearage their CEOs more and therefore
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issue fixed-term contracts, while another firm Bhwabundant investment opportunities may
care less and therefore issue at-will contractenBf/firm A’s fixed-term contract increases
investment, the level we observe may be just ds &sgin firm B. | address this problem with
an instrumental variable (1) approach. With thisthod, the exogenous variation (for the
contract type decision) provided by the instrumenised to limit exposure to endogeneity
bias.

B. The instrumental variable

Before we get to the determinants of contract ahdet me briefly describe the peculiarities
in the legal environment across states that | gs@strument. The listing of these so-called
at-will exceptions is reported in the Appendix asWalsh and Schwarz (1996) and Muhl
(2001). These are rules that were mainly adoptégdan 1960 and 1980, following debates
that were driven by political sentiments of thatei as well as the particularities of isolated
precedent cases. | focus on #ception ogood faith and fair dealingThis requires that
dismissal decisions be subject to a “just clausaiidard: terminations made in bad faith or
motivated by malice are prohibitéliThis rule protects employees from dismissals faide
range of reasons.

The at-will exception affects the choice of contreype. The more employee-friendly court
treatment of at-will contracts lowers the perceiveost of an at-will contract for the
employee, making it a more attractive option. Asoasequence, at-will contracts became
more common in “exception” states. Such obtainegufaoity reinforces itself: not only do
lawyers and boards become more familiar with theot, executives also must justify a
differing treatment for themselves. Kedia and Rpgdd2009) document a similar dynamic

with compensation practices that firms adapt toptaetise of neighboring firms. Consistent

4 Under the public policy exception, dismissal is attowed if it violates the state’s public polioy a statute.
Under the implied contract exception, an employaa dispute his/her dismissal if he/she can prowee th
existence of an implicit (i.e., not written) cordtaCompared with thgood faith and fair dealinglause, these
two exceptions are much more limited in scope.
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with this argument, firms with headquartérin states that adopt thgood faith and fair
dealing exception are significantly more likely to offet-will (t= 6.63) contracts. On
average, in states withgood faith and fair dealingxception, 30% of all contracts are at-
will, as opposed to 19% in non-exception states.

A valid instrument should be associated with thpethelent variables only because it affects
the contract type (exclusion). While the at-willception affects the choice of contract type
and legal consequences for rank-and-file employeesunlikely to affect court treatment of
executives. This is because unlike other employ€dsOs are protected by elaborate
severance agreements that define good and badscBursdismissal. Given the contractual
terms, differences in state law enforcement aré&elyl to result into different treatment at
court. Consistent with this argument, the expededire of at-will CEOs is not different
between exception and non-exception states {.47). Nor is the exception significantly
related to investment levels: its correlation wetdpital expenditure (normalized by sales) is
only 1.1%; the correlation betwegnowthin capital expenditure and the exception is 3.8%,
and the correlation between the number of patsstsed (between 1977 and 2064)nd the
exception is 8%. For example, California, the steith the highest number of patents, is an
exception state, while New York and Texas, the etive states, are not. Some industries
are concentrated in exception states, albeit rafltiag in a pattern related to investment.
Mining (SIC 10 and 14, metal and non-metal miniogfFama-French 27 and 28, gold and
mining), the industry with the highest capital emgiure per sales, is more prevalent in
exception-states, while oil (SIC 13, Fama-French, 30e industry with the next-highest
capital expenditures, is not. Within the least stugnt-intense industries, there are more
apparel manufacturers (SIC 23, Fama-French 10)dbasexception states but more textile

firms (SIC 22, Fama-French 16) based in non-excaptistates. The exception treatment

!> The contracts explicitly declare the governindestaw. It coincides with the state of the headtgrdocation
in most cases. In contrast, the choice of contyget and the state of incorporation are not sigaiftly related.
18| obtain the number of patents issued by state tfee United States Patent and Trademark Office.
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developed over time, but development ended for sirath states about two decades before
the sample starts.

B. The choice of contract type

Panel C of Table | reports a univariate comparisetmveen contract types. There are no clear
patterns of performance before the choice, withntfagket-to-book ratio significantly higher
(t= 2.34) and the ROA significantly lowetr £ 2.51) in firms that employ at-will CEOs.
Furthermore, sales volatility is higher in firmstlenter into fixed-term contracts with CEOs
(t = 3.67). The other main performance variablesntdrest — stock returns, ratios of capital
and R&D expenditures to sales — are not signifigatitferent between firms offering at-will
versus fixed-term contracts on a 5% level.

Panel E shows the CEO and governance characterssiited by contract type. States with
at-will exceptions have a higher fraction of athwibntracts. This encourages the use of legal
aspects as instrumental variables. CEOs with fbeeoh contracts have a longer existing
tenure (= 2.54). Because CEOs with higher tenures teritv® more bargaining power, this
finding indicates that the CEOs themselves predagér term contracts. Finally, | track the
real date of separation (for those CEOs who Idit®fbefore the end of 2008) and refer to
the time until then asek posthorizon”. As conjectured, at-will CEOs remain iffiee for a
shorter period of timet € 2.73). Other variables are not significantlyf@iént across contract
types.

Panel G of Table | reports the industry breakdown ihdustries with more than 100
observations. Of these industries, the one witthtgkest concentration of at-will contracts is
the software industry (122 out of 396 contractd)isTseems consistent with Gillan et al.
(2009), who argue that firms with high operatingks prefer to limit their contract risk by
offering shorter contracts. The industry with thghtest concentration of fixed-term contracts

is the banking industry (485 out of 548 contracts).
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TABLE IV HERE
Table IV reports the multivariate results. | staith a probit specification in which | predict
the choice of contract type based on the stateasdiColumn 1). First, states with an at-will
exception forgood faith and fair dealingre 25% more likely to issue at-will contracts (
4.22). This is consistent with my previous argumamd with the findings of Miles (2000).
Other at-will exceptions are not significantly rteld to the proportion of at-will contracts. To
ensure that geographical effects are due to theillaexceptions and not to other legal
differences across states, | control for other gaagcal indices such as the anti-takeover
index of Bertrand and Mullainathan (1999) and th8-eompetition enforceability index of
Garmaise (2009). | do not find a significant redatbetween at-will contract prevalence and
either index. The results remain similar when |lede any of the largest five states,
California, New York, Texas, New Jersey and Florida
Executive and governance characteristics can affeet bargaining for the contract.
Consistent with this argument, CEOs with a longesteng tenure are more likely to choose
fixed-term contractst (= 2.34, Column 2). This suggests that CEOs aramdsd with a more
stable contract after they have worked in the msin a previous term. The Gompers et al.
(2003) governance index is also significantly redato the choice of contract type=2.60),
albeit not in all specifications. Firms with morkaseholder-oriented governance are more
likely to choose a fixed-term contract. The indarator former CEOs is not significantly
related to contract type, and neither is the CEQs.
Gillan et al. (2009) argue that companies operaitngn uncertain environment prefer to
limit the potential costs of breaking a contract dffering only short-term contracts. This
reasoning reflects not only the company’s but #i®CEQ'’s perspective. It is costly for both
parties to modify or break a contract because éashmade an up-front investment in the

relationship. | confirm the finding of Gillan et. §2009) that operating risk is relevant for the
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choice of contract type (Column 3). Firms in indigst with higher sales volatility are more
likely to offer an at-will CEO contract € 1.94), albeit only at a 10% significance levetla
not across all specifications. There is no sigaificrelationship between the choice of at-will
contracts and any of the other risk measures.
To compute Lambda for the Heckman (1979) selectiodel between contract types, | use a
model with the relevant variables identified abotlee exception, tenure, the governance
index, and industry sales volatility. The results eeported in the Column 4 of Table IV. For
the analysis of contract types, | use a least-gguapproach in the first stage because probit
estimates could introduce inconsistency (Angrist &nueger, 2001). | report the ordinary
least squares (OLS) regression results for the dtege in Columns 5-7. The coefficient on
the instrumental variable remains significant wktes second stage variables are included to
ensure consistency. The coefficients for the sebagle control variables are omitted except
for the ones that have been mentioned in the tadfiare.

V. The Benefits: CEO Horizon and Investment
Figure 2 shows as initial evidence the averagesimvent by number of remaining years for
three-, four- and five-year contracts. Panels A Bnshow capital and R&D expenditures,
respectively. Overall, investment declines withiham, an effect that is most pronounced for
contracts with an initial length of four years. Fyear contracts exhibit comparatively high
investment in the first year.

FIGURE Il HERE

For a multivariate analysis, | regress investmepénsling on the horizon variables,
controlling for variables that previous literaturas shown to be relevant for investment. The
dependent variable is normalized by sales and &djudsr the industry averagé! start with

an analysis of CAPEX.

Y This variable differs from the non-adjusted nunst&hrown in Figure 2.
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A. Capital expenditures
As a first indication, | regress investment on theected horizon, where | calculate the
expectation by regressing the actual remaining timeffice on contract terms. Expected
horizon matters for investment (Table V, Panel Ajuthn 1). One further expected year
corresponds to CAPEX exceeding the industry ave@agdimes {= 2.52). This represents
25% of one standard deviation or 1.1 times the niaustry-adjusted) capital expenditures
over sales.

TABLE V HERE
Next, | study the investment behavior of CEOs urfdead-term contracts (Panels A and B,
Columns 2 and 3). | exclude firms with at-will CE@sd control for the selection of at-will
contracting as described in Section IV. To elimenpotential bias from a higher number of
observations of longer contracts, | repeat theyasmalvith only five-year contracts (Column
3).
For fixed-term CEOs, investment decreases ovecdliese of a contract. Firms invest more
when the CEO contract has a higher number of ranmiyears {= 2.13). One more year
remaining translates into 2% higher CAPEX over itidustry average. The effect is more
pronounced when | restrict the sample to five-ymmantracts. One more year remaining, given
an originally five-year contract, translates int 4igher CAPEX over the industry average
(t = 2.45). In other words, CEOs spend 20% more oRENAn the first year than in the last
year of a five-year contract.
Is the horizon effect on investment rooted at tbgifining or at the end of the contract? Panel
B of Table V reports the results of a regressionctvhincludes indicator variables for the
number of years remaining. Other than that, thecipation remains as previously
described. The horizon effect on investment is nposhounced in the last two years before

contract termination. Investment is lower by 9%ha last year and 8% in the second-to-last
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year ending before the contract. This indicate$ @EOs rather invest less at the end than
more at the beginning of their contract.

For the analysis of the effect of contract typeslu@in 4 of Table V, Panel A, reports the
results of an OLS regression of investment on theilaindicator. At-will CEOs invest less
than their peers. Given that endogeneity is a roantern in this setting, | repeat the analysis
in Column 5 with an instrumented at-will indicat@@onsistent with the underinvestment
hypothesis, the instrumented at-will indicator igndicantly negatively associated with
investment. On average, an at-will CEO spends leé$5on (industry-adjusted) CAPEX over
sales. The investment measures are not significdifferent between firms in the year prior
to the employment agreement. The sample firms etdrith a similar investment policy,
but firms with at-will CEOs subsequently decredseirtinvestments. In the first stage, the
instrument is significantp(< 0.01) with arf-statistic of 79.04. The instrumented approach is
relevant because according to a Hausman #ést 69.61,p < 0.00001), the instrumented
coefficients are significantly different from thelL® estimates. The coefficients estimated
with the instrumented variable are higher than ehestimated with an OLS regression. This
indicates endogeneity between investment and tbeelof contract type: firms with fewer
investment opportunities perhaps sign more fixediteontracts to stimulate investment.

B. R&D and acquisitions activity

Panel C reports the results of an analysis of ttheromeasures of investment: R&D and the
number of acquisitions. Some studies of myopic ungestment argue that CEOs with
career concerns underinvest in order boost themregs (Dechow and Sloan, 1991; Ghosh,
Moon and Tandon, 2007). Because R&D expenses haglieeaet impact on profitability
whereas CAPEX do not, | expect the effect on R&Ppenses to be stronger if this is the
case. The horizon effects on R&D are similar toghes on CAPEX: each remaining year is

associated with 2% more R&D expenses @.20). The coefficient on at-will contracts,31.
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(t = -7.08), exceeds the one for CAPEX. The congpariholds accounting for the higher
standard deviation of R&D expenses. The effect tifvih contracts in terms standard
deviation of the dependent variable is 0.9 for R&penses and 0.4 for CAPEX.

Acquisition activity is significantly different beten at-will and fixed-term contracts < -
2.81), but does not differ significantly across teeure of a CEO with a fixed-term contract.
This is likely because acquisitions are large mtgjghat can take more than one year to
implement. Overall, CEOs with fixed-term contraoteke one more acquisition every two
years.

C. Control variables

| control for other variables related to time: tweecutive’s tenure and age as well as the
(logarithm of) firm’s age. In most specificatiorthe coefficients are not significant. The
CEO's tenure is negative and significant in only @apecification (the IV on CAPEX), his
age significantly positive in one of the R&D spemtions. The firm’s age is significantly
negatively associated with investment in severat not all specifications.

| follow Polk and Sapienza (2009) in the choiceotifer control variables. Firms invest more
when they are smaller, when their market-to-boaio ria higher, when they are less levered,
have less idiosyncratic risk, and when their fiactof tangible assets is higher. This is
consistent with the existing literature: smallem and firms with a high market-to-book
ratio have greater growth opportunities. Firms \ats leverage, a higher fraction of tangible
assets and less idiosyncratic risk can finance theestment more easily. An exception is
acquisition activity: larger firms make more acdioss, and firms that make more
acquisitions have more intangible assets. Moreitutiginal ownership translates into
significantly higher CAPEX, consistent with WahaldaMcConnell (2000). Firms with more
shareholder-oriented governance, measured withntlex of Gompers et al. (2003), invest

more. The coefficients on accruals are negative sagificant for some specifications but
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economically small, and the coefficients on prdiility are negative and significant but not
for the CAPEX regressions. Other coefficients arals and insignificant or change their
signs.

D. Non-contracted CEOs

Many US CEOs do not sign employment contracts tfseeliscussion by Gillan et al., 2009).
From a legal perspective, this implies that themp®yment is at-will. While few firms may
not report their CEO employment contracts, the waajority of the “missing” contracts are
in fact non-existent and therefore the CEOs areleyefd at-will. Fixed-term CEO contracts
are only missing if not or not fully reported.

| assume for this robustness check that all CE@sdrithe contract sample are employed at-
will. | repeat the baseline specification, the esgion analysis of capital expenditure. | keep
all control variables that are available in COMPWST but do not collect governance data.
Column 1 of Panel D reports the results. The coeffit on the at-will indicator is
significantly negative (t = -3.24). At-will employent is associated with 16% lower
investment compared to the industry mean. Thisgker than the original OLS coefficient,
but lower than the IV coefficient. Thus, the resuéire robust with the COMPUSTAT
population. With the large sample, all other cohtrariables gain significance with their
expected sign.

E. Propensity score matching

The extended sample allows me to use another wohno test the robustness of the results:
propensity score matching. The results of the b@sekgression could be driven by non-
linear effects of the control variables. | addréss concern by creating two subsamples that
are comparable for all covariates and differ omytarms of contract type (Rosenbaum and
Rubin, 1983, Hirano, Imbens and Ridder, 2003). fleai@ similar subsamples, | estimate the

propensity score, the probability of treatmentwat-employment) conditional on the control

26



variables of the baseline specification. | thenahadt-will and fixed-term contracts that are
similar in terms of their propensity score. Becaubave many more observations under at-
will employment, | can include ten similar firms der at-will employment for each firm
under a fixed-term contract. | add industry efféotshe matching procedure and therefore do
not adjust the dependent variables for the induatrgrage. This also makes it easier to
compare the means.

TABLE VI HERE
| report the results in Table VI. In Panel A, | ogpsummary statistics on the un-matched
sample for comparison, and in Panels B and C, taparisons between the matched
samples. The matched samples differ for the depgndariables because of the limited
availability of R&D expenses. In the un-matched pkn firms with at-will CEO
employment are significantly smaller and have lowearket-to-book ratios. These
differences become insignificant after the matchonacedure.
The matched samples are significantly differentemrms of investment. CEOs with at-will
contracts invest significantly less, both in terwhgapital expenditure € -3.63) and in terms
of R&D expensest(= -6.39). This affirms that the results are naveln by distributional
differences in observed covariates between firnts at-will and fixed-term contracts.
F. Switching firms
The contract sample contains 148 firms that switoch fixed-term to at-will contracts, 236
that switch from at-will to fixed-term contract$)ch46 that switch in both directions. In total,
| obtain a “switcher” subsample with 1,451 firm-yedbservations, of which 739 are under
fixed-term contracts. These allow me to calculabevlthe same set of firms reacts to a
change of contract type: | compare the averagestment after the switch to the average
investment before the switch. This does not coreplatemove the potential selection bias,

but it does reduce the effect of unobservable @iharacteristics.
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| report results in Columns 2 and 3 of Panel D,l&ah First, | regress CAPEX over sales
(adjusted for industry) on the at-will indicatorcannot use the instrument because it is time
invariant. The coefficient of the at-will indicata significantly negative. Next, | repeat the
regression using fixed-term contracts only anduditlg the number of remaining years
under the contract as an independent variable.cbeéicient on the number of remaining
years is significantly positive. That is, the undeestment effect is not entirely accounted for
by unobserved firm characteristics.

G. Fixed effects

Performance may be affected by unobservable marmchgeacteristics (Bertrand and Schoar,
2003). However, it is not possible to control foreld effects at the same time as other time-
varying variables such as tenure and age thatiaearly related to contract horizon. |
therefore use CEO fixed effects in a separate aisalgxcluding tenure and age. | use
BoardEx to identify CEOs who share the same name. As befat-will contracts are
negatively associated with investment, and the raxmdf remaining years is positively
associated with investment, although only at a $@gnificance level.

H. Compensation

Compensation and ownership incentives may allevibe negative effects of contract
horizon (Dechow and Sloan, 1991). | use data frocEcomp, RiskMetrics, and Capital 1Q
to control for effects of compensation and owngrsklompensation data are not available
for a large fraction of my observations (see P&nhef Table I). To control for this, | include
variables that indicate when such data are availalite results, which are in line with the
previous findings, are reported in Columns 6 andAf-will CEO contracts have a
significantly negative effect on investment, and ttumber of remaining years in fixed-term
contracts has a positive effect. Incentive payjngostock ownership, or the fraction of

unexercisable options are not able to alleviatautigerinvestment problem: only one relation
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between compensation features and investment msfisant. In the sample of fixed-term
contracts, the coefficient of incentive pay is rnegaand significant t(= -2.74). It is,
however, economically small, at -0.06. What doeghan alleviating effect is the level of
compensation. The coefficient of the logarithm otat compensation is positive and
significant in both specifications.
|. Discussion
My evidence supports the prediction on investmemi &orizon. CEOs with a longer
expected horizon invest more than their peerqjdirfg that applies both to at-will CEOs and
to CEOs whose fixed-term contracts are close toratkpn, as well as for both CAPEX and
R&D expenditures. At-will employed CEOs also makgngicantly fewer acquisitions
although the differences among fixed-term contih@&Os are small. | find little evidence
of an effect of tenure, age, or the compensatiaiztw. The results remain similar when |
control for sample selection, using a propensityas@nalysis or a subsample of firms that
change their contracts.

VI. The Cost: CEO Horizon and Discipline
A. Effort
Does contract horizon affect discipline? CEOs uralshorter contract horizon face a more
immediate dismissal threat. This should encour&gentto work harder and make better
decisions. To test this prediction, | follow Masudt al. (2007) and Bebchuk et al. (2011) and
examine stock returns after the announcement afisitigns. | obtain 585 acquisitions made
by contracts sample CEOs from SDC’s Mergers anduisaipns database. Table VII reports
descriptive statistics.

TABLE VII HERE

As common in the M&A literature, the sample of acipg firms is larger, with $2.5 billion

(vs. $1.2 billion) and has a higher average maitddtook ratio of 2.74 (vs. 2.52) than the
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firms in the baseline sample. The average acquifimg is also more profitable, with an
average ROA of 4% (vs. 1%), and invests more im$enf CAPEX/sales, with an average of
14% (vs. 11%). | obtain firm characteristics onty publicly listed target firms, 255 out of
the 585. These firms are larger than the averaggttawith book assets of average $2.9
billion. The average transaction value includingthbgublic and private targets, in
comparison, is $0.3 billion.

In total, 32% of the transactions are made by CH@der at-will contracts, similar to the
fraction of at-will CEOs in the baseline sampleeTdcquirers with CEOs at-will are smaller
than the ones with fixed-term contracts=(3.22), but their target firms are comparable in
terms of their size relative to the acquirex 0.12). Contrary to the baseline sample, acquirer
CEOs under at-will contracts are older and morerexhthan their fixed-termed counterparts
(t = 2.39 and 3.99, respectively), perhaps becalwesetEOs face less termination risk for
undertaking an acquisition in the first place. htol for tenure and age in the subsequent
analysis.

In terms of the transaction itself, CEOs under git@@ntracts act more conservatively. The
sample at-will CEOs make not a single transactioat tSDC classifies as hostile. The
difference is not statistically significant becal®BC assigns hostility flags conservatively,
resulting in only 1% hostility for the fixed-termmployed CEOs. At-will employed CEOs
also make more acquisitions in the same industry2.27) and more stock-paid acquisitions
(t=2.20).

| begin with a regression of three-day announcemetatns on contract terms, controlling for
other variables that usually affect announcemettms. In Panel A of Table VIII, Column 1
reports the regression results. At-will acquirer GCEontracts are associated with 1.7
percentage higher announcement returnsZ.02). For fixed-term CEOSs, the remaining time

horizon is not significantly related to announcemegturns, similar to the results on
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acquisition activity. This is likely because acdingis take a long time to implement, which
implies that the number of years remaining at thee tof announcement is perhaps not the
correct measure of their horizon. The effect owiditCEOSs is robust for controlling for the
compensation horizon and incentive pay (Column 3).

TABLE VIl HERE
Next, | divide the sample between firms that haweash/assets ratio above and those below
median. Column 4 reports the regression resultérfos that are less cash-rich than the ones
reported in Column 5. The results are particulastyong for cash-rich firms, but not
significant for firms with cash below median. Fasb-rich acquirers, at-will CEO contracts
translate to an average 5.0 percentage of annowmterturnst(= 3.68). This indicates that
the positive announcement returns for at-will CEE@sindeed associated with discipline.
None of the alternative measures of horizon isit@mtly associated with returns. The
results on the other control variables resembleptiegious literature but are only significant
in some of the specifications. Acquiring a pubbeget is associated with smaller returns,
consistent with the findings of Fuller et al. (2Q0BRostile transactions are met with negative
stock reaction, consistent with Schwert (2000) Mieation agreements, which allow for less
flexibility, are associated with lower returns. lag with a higher market-to-book ratio (and
lower leverage) tend to have lower announcementrnget This indicates that firms with
higher valuation (less leverage) may have moreilflity to overpay for acquisitions
(Shleifer and Vishny, 2003). None of the compewsatand governance variables is
significantly related to returns.
Perhaps CEOs under at-will contracts only make iattaqpns look better at announcement.
To examine potential reversals, | implement the &and French (1993) calendar-time
portfolio approach as advocated by Fama (1998)Nitchell and Stafford (2000). For each

month of the sample period, | form portfolios ahis that announced an acquisition: one that
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is long acquirers with CEOs under at-will contraetsecond that is long acquirers with CEO
under fixed-term contracts, and a third that iggltme former and short the latter. Portfolios
are rebalanced monthly, dropping firms that havenbie the portfolio for 12 (24) months;
also, | exclude multiple observations of the samm that occur within the same period. This
approach has two advantages: it takes cross-sattiependence into account, and it is less
sensitive to model misspecification (Mitchell anthf®rd, 2000). Once the portfolios are
constructed, | use the Carhart (1997) four-factodeh to perform a time-series regression on
the excess returns of the portfolio of interest.

The results are shown in Panel B (using equallyghted portfolios) and Panel C (using
value weighted portfolios) of Table VIIl. None dhet abnormal returns are significantly
different from zero. Direction-wise, the results wat imply a reversal. Portfolio alphas for
acquirers with CEOs at-will are higher than the of@ CEOs with fixed-term contracts
across all specifications and even positive for vhkie weighted portfolios. There is no
evidence that acquirers with CEOs under at-willtaets boost announcement returns over
and above the fundamental value of acquisitions.

B. Personal benefits

This subsection considers the relation betweenracinhorizon and perquisites. Perquisites
directly benefit the CEO, although they can sergeptovide incentives (Gibbons and
Murphy, 1992) or profitability gains from easingetlexecutive’s lifestyle (Rajan and Wulf,
2006). However, potential profitability gains shdulot vary over the CEQ’s horizon, unlike
other compensation components that may changegdar@EQ’s tenure to provide different
incentives or reflect learning about his abilitids a measure for perquisites, | use the “all
other compensation” item (204 (c)(2)(ix) of the yystatement), which | call “perks” supra.
This item encompasses perquisites, personal bereefil property exceeding $10,000, tax

gross-ups, discounts, insurance premiums, regtstrantributions to defined contribution
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plans, dividends paid on options awards, and sagerpay. To separate effects of severance
pay, | repeat the analysis excluding the year rofitgation.

TABLE IX HERE
The results are displayed in Table IX. In all speations, the coefficient of the years
remaining under the contract is significantly pesit indicating that a longer remaining
horizon under a fixed-term contract is positivelyrrelated with perks. One more year is
associated with $21 thousand higher petks @.34). For an executive under a five-year
contract, this translates into $103 thousand higiezks. These equal 39% of the average
perks in the sample. The effect is even strongeluding the termination year (Column 3).
The coefficient of at-will contracts is not sigwe#éint. That is, CEOs under fixed-term
contracts do not get more perks in general. Theyedeive more of those, however, when
they have more time left under the contracts.

VIII. Contract Horizon and Firm Value

How do the effects on investment, effort, and peasobenefits affect the overall
performance? To establish a relationship betweetract horizon and firm value, | regress
the market-to-book ratio on contract charactessid construct the market-to-book ratio
according to the method of Kaplan and Zingales 712&d Gompers et al. (2003).

TABLE X HERE
Results are reported in Table X, Panel A. Therislear evidence of a significant effect of
horizon on the market-to-book ratio. Neither thgested horizon, nor the time remaining
under a fixed-term contract, nor the contract tigsignificantly related to the market-to-
book ratio. Panel B reports robustness checkstamduced in Section V. The coefficients of
the contract terms are insignificant in all but tegecifications. First, in the expanded sample

of the total COMPUSTAT population, at-will contracire associated with a lower market-

18 Using the market-to-book ratio as a measure of finlue follows the tradition of Demsetz and Leh@g5),
Morck et al. (1988), Lang and Stulz (1994), Yerm#&tR96), Loderer and Peyer (2002), and Gompers. et a
(2003).
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to-book ratio (Column 1). This result is robust gmpensity score matching (Table VI).
Second, with executive fixed-effects, the coeffitien the number of remaining years under
fixed-term contracts is positive and significant an10% level { = 1.92). Overall, the
evidence points towards a positive effect of harjzaut only weakly.

The control variables are related to the markdigok ratio in the manner previously
documented in the literature. | find a negativatieh between the market-to-book ratio and
for tenure as well as the executive’'s age. Thisoissistent with Murphy and Zimmermann
(1992) who document that performance worsens tasvtre end of tenures and retirement.
The firm’s age is also negatively related to therkegto-book ratio, consistent with the
argument that young firms have more growth poténtiigher investment levels are
positively associated with market-to-book ratio.véeed firms are associated with lower
market-to-book ratios, consistent with the arguntbat growth firms need more flexibility
and therefore refrain from debt financing. | comfithe Delaware premium found by Daines
(2001). Industry concentration is positively rethte® market-to-book. More shareholder-
oriented governance is associated with a higherket&o-book ratio, consistent with
Gompers et al. (2003).

The evidence on contract type suggests that neatheill nor fixed-term contracts dominate
in their performance effects. Empirically, myopicderinvestment and discipline effects of
horizon offset each other. This also implies thatn$ do not systematically choose
suboptimal contracts. | find no evidence that CE@stroy firm value because they are too
myopic or their contracts are too long. The wedatien between the market-to-book ratio
and CEO horizon applies also as the number of m@ntaiyears changes under fixed-term
contracts. In this respect, the result is less losne: consistent with the rational
expectations models of Stein (1988) and Stein (L9B@ market perhaps anticipates and

accounts for horizon effects before they materaliz
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VIII. Conclusion
Using a dataset of 3,717 CEO employment contrdcdpocument heterogeneity in the
employment horizon of US CEOs. The data includé ladtwill and fixed-term contracts of
different lengths. Employment contracts are not tymgomises. The contractual horizon
predicts the likelihood that an executive actubdgves office. CEOs with a longer remaining
contract (CEOs with at-will contracts) have a lo\{fl@gher) probability of termination.
These factors have consequences on decision makimgsistent with the predictions of
myopic underinvestment models, CEOs with a shdrtizon invest less. This applies to
both CAPEX and R&D expenditures as well as acqaisiaictivity. Given that they become
acquirers, however, stock price responses to thaisiion announcements are greater for
CEOs under at-will contracts. This effect does reterse in the subsequent 24 months.
Finally, CEOs under fixed-term contracts receiveater perks when they have more time left
under their contract.
Ultimately, firms have to trade-off the effects@EO horizon on discipline and investment.
Firms that are more concerned about investmenpent@aps better off with a longer horizon
CEO contract, while firms with concerns about goe and entrenchment should prefer
shorter contracts. On average, neither the costhebenefits of CEO horizon dominate.
Contract horizon does not exhibit any significalations to firm value. In other words, firms
do not systematically write CEO contracts that mgstvalue because they are too myopic or
too long.
This is a first effort to document the effects ohtract horizon. | hope that the results can
give some practical orientation to both the govecealiterature and the contract design
praxis. Given the availability of new data, | ammfident that future research will illuminate
various other effects, interactions, and remediegte phenomena described in the current

paper. For example, executive horizon may affegitabstructure policies and decisions.
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Horizon may also explain time-varying risk-takinghavior, and investor horizon and
executive horizon may affect each other. The figdion the time variation of investment
may have implications for the cyclicality of investnt and, ultimately, of stock prices.
Understanding the interaction between compensadimh horizon is crucial for contract
design. This analysis shows that contractual harim not a substitute for long-term
compensation: in addition of setting a long-ternrizam, it also provides the threat of
abandoning all compensation. Whether and how lengrtcompensation and severance pay

can dampen or accentuate some of the effects an@iging questions for future research.
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VARIABLE DEFINITIONS

Residual of a regression of the year-to-year changen-cash

Accrual working capital minus depreciation on the averaggryo-year
sales growth in the 49 Fama-French industries
Age Executive’s age in years

Acquisition expenses

Ratio of acquisition expenditures to total assets

All other compensation

Value of tem 402 (c)(2)(ix), all other compensatiof the proxy
statement in thousands of US $ , adjusted to 2000 $

Anti-takeover

State with “business combination laws” accordingéstrand and
Mullainathan (1999)

Assets Book assets (in $ milions)

At-will 1 when the contract is at-will and O otherwise

Board size Number of board members

CAPEX/sales Capital expenditures divided by sales

Cash Flow Earnings before extraordinary items plus depreciativided by
lagged assets

CEO voting Voting rights held by the CEO as a fraction of all

Chairman & CEO

1 ifthe CEO is also the chairman

Compensation

CEO'’s total annual compensation (TDC2) in thousarfid$S$,
adjusted to 2000 $

Delaware

1 if the firm is incorporated in Delaware

Directors voting

Fraction of voting rights held by directors

Ex post horizon

Year in which the executive left office minus therent year

ExecuComp data available

1 if ExecuComp data (e.g., compensation, inceptie
unexercised option value) are available

Exception (good faith & fair dealing)

1 if the contract is governed by the law of a stetle a good faith
& fair dealing at-will exception

Exception (implied contract)

1 if the contract is governed by the law of a statie an implied
contract at-wil exception

Exception (public policy)

1 if the contract is governed by the law of a stetle a public
policy at-wil exception

Firm age

Current year minus year of incorporation. If yeincorporation i
not available, current year minus year of firstegmance in
COMPUSTAT

Dividend payer

1 if the firm pays dividends in the previous year

Former CEO

Indicator variable for CEOs who were in office s time of the
contract start
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Garmaise

Index of Garmaise (2006)

Governance index

The index developed by Gompers, Ishii and Met&30@)

Herfindahl

Industry Herfindahl index

High R&D industry

Hostility

1 if the Fama-French 49 industry average R&D expense
above median
1 if the board officially rejects the offer accaiglio SDC

Idiosyncratic risk

Standard deviation of the residuals from a regrassiacquirer
excess returns on the Fama and French factors SR8, HML)
and the matched 49-industry portfolio return.

Incentive to total compensation

Value of bonus, stock, and option grants to toEDGay

Industry homogeneity

Median (across all frms of one of the 49 Fama-Emamdustries)
of the percentage variation in monthly stock restunat is
explained by an equally weighted industry indexkegadjusted
returns are annual stock returns adjusted by the-veeighted
CRSP index.

Industry returns

Equally-weighted annual stock returns of the 49 &&mench
industry

Industry sales volatility

49 Fama-French industry average of variance is safer the pa:
seven years

Industry survival rate

Industry rate of year-to-year survival within th©@IPUSTAT
database

Insider board

1 if the board is dominated by insiders

Institutional ownership

Fraction of institutional ownership listed in thef flings compiled
by Thomson

KZ Index of Kaplan and Zingales (1997)
Leverage Ratio of net debt divided by assets
Lockup 1 if an acquisition involves an acquirer lockupesgnent

Market-to-book

Ratio of the market value of assets to the boaleval assets: the
market value is calculated as the sum of the bable\of assets
and the market value of common stock less the balok of
common stock, cash, and deferred taxes. Markets/ake
measured at the end of the fiscal year.

Multiple bidder

1 if there are contesting bids for an acquisition

Over 60

1 ifthe CEO is more than 60 years old

Percent unexercisable

Value of unexercisable options divided by the valenexercised
options

Percent voting power

Percentage of voting shares held by the CEO

Public target

1 if the target firm in an acquisttion is publidgted

R&D/sales Research and development expenditures dividedldsy sa
Remaining years Expiration year minus current year
Relative size Ratio between target and acquirer assets in arstioqu

RiskMetrics data available

1 if RiskMetrics data (e.g., voting power) are kavde

ROA

Earnings before interest and taxes divided by sisset
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Returns

Annual stock returns

Salary

CEO’s base salary (in $ thousands)

Same industry

1 ifacquirer SIC code = target SIC code

Speed

1 over the number of days between annoucementaamnpletion
of an acquisttion

Stock payment

1 if an acquisition is completely paid in stock

Stock award

Value of stock awarded in the current year asdidraof total
pay

Success 1 if an acquisition is completed
Tangibility 1 minus the ratio of intangible assets to totad&ss
Tenure Number of years the CEO has been in office

Tender offer

1 when a tender offer is launched in an acquisiflotrender offer
a formal offer of determined duration to acquirgualic company'
shares made to equity holders

Termination fees

1 if the target or acquirer has agreed to a tetimnfee agreeme
whereby a failure to consummate the transactiartses a
payment of one party to another

Toehold

1 if the acquirer owns more than 0.5% of the tgpget to an
acquisition

Transaction value

The total value of consideration paid by an acqueecluding fees
and expenses, in milion US$. The dollar valueudhes the amount
paid for all common stock, common stock equivajgmtsferred
stock, debt, options, assets, warrants, and stakbgses made
within six months of the announcement date ofriuestction.
Liabiities assumed are included in the valueeifitare publicly
disclosed. Preferred stock is only included € beéing acquired as
part of a 100% acquisttion. If a portion of the sidaration paid kb
the acquirer is common stock, the stock is valstaythe closing
price on the last full trading day prior to the amncement of the
terms of the stock swap. If the exchange ratidhafes offered
changes, the stock is valued based on its clogtg @n the last
full trading date prior to the date of the excharadi® change
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FIGURE 1: EX POST HORIZON

This graph shows the distribution @t posthorizon by contract type and the number of rennginjiearsPanel
A shows the distribution of at-will contrac®anels B, CandD fixed-term contractsPanel Bshows all fixed-

term contractsC all fixed-term contracts with one year or less agrng, and PandD all fixed-term contracts
with five or more years remaining under the coritrac

T T T © T

T T T T
10 10 15 20
horizonreal horizonreal

Panel A: At-will contracts. Panel C: Less than ongear remaining

(Fixed-term contracts).

T T
10 10 15 20
horizonreal horizonreal

Panel B: Fixed-term contracts. Panel D: Five or mag years remaining

(Fixed-term contracts).
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FIGURE 2: INVESTMENT BY CONTRACT HORIZON

This graph shows the mean investment per remaip@ay and contract typd?anel Ashows the average
CAPEX/sales, anianel Bshows the average R&D/sales.

13%
12%
11% -
10%

3-yet
9% v 4-ye:

8% =
7%

Capital expenditure/sales

6%IIIIII
543 210

Years remaining to expiration
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TABLE I: SUMMARY STATISTICS AT THE START OF THE CON TRACT

This table presents summary statistics of the samphtractsPanel Ashows the number of contracts and their
average length sorted by their start ydeanel B shows the number of contracts per firfanel Cshows
average firm and industry characteristifanel D reports a breakdown of the contracts by stateluditg
states with fewer than 100 contrad®anel Eshows average CEO and governance characteriBticwel F
shows the number of contracts sorted by lengtmel Greports a breakdown of the contracts by Fama-renc
49 industry (excluding industries with fewer thadDlcontracts). It reports the total number of cacts and the
number of at-will and fixed-term contracts per istiy. All numbers are measured in the last fisearyending
before the start date of the contract. All non+dise numbers are winsorized at the 1% level, extepR&D
expenses and market-to-book, which are winsorizéiteab% level.

Panel A: Number and length of contracts per year

Number of contracts Average length
Year Total Fixed-term At-will Total Fixed-
sample sample term

1989 3 0 3

1990 4 1 3 2.00 8.00
1991 7 1 6 0.43 3.00
1992 10 6 4 2.70 4.50
1993 18 13 5 2.78 3.85
1994 65 45 20 2.57 3.71
1995 111 77 34 2.32 3.34
1996 181 153 28 291 3.44
1997 199 159 40 2.61 3.26
1998 239 179 60 2.54 3.40
1999 252 216 36 2.80 3.26
2000 303 242 61 2.57 3.22
2001 291 221 70 2.31 3.05
2002 289 241 48 2.48 2.97
2003 338 262 76 2.48 3.20
2004 367 293 74 243 3.04
2005 340 255 85 211 2.81
2006 303 233 70 2.15 2.79
2007 345 258 87 2.15 2.88
2008 52 36 16 1.88 2.72

Total 3,717 2,891 826

Panel B: Number of contracts per firm

# Contracts  Frequency Percent Cumulated

1 1,299 54.79 54.79
2 705 29.73 84.52
3 241 10.16 94.69
4 80 3.37 98.06
5 25 1.05 99.11
6 12 0.51 99.62
7 5 0.21 99.83
8 1 0.04 99.87
9 2 0.08 99.96
10 1 0.04 100
Total 2,371
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Panel C: Average firm and industry characteristicsby contract

Sample Fixed-term At-will t-Statistic Non-sample
Mean Mean Mean of differences Mean
Assets ($ milions) 1,181.62 1,200.33 1,116.19 0.97 1,268.18
ROA 0.9% 1.2% -0.1% 2.5%* -2.3%
Market-to-book 2.52 2.47 2.73 -2.34¢% 2.26
Leverage 21.9% 23.5% 16.1% 5.34** 24.4%
Industry sales volatiity 44% 43% 47% -3.6F* 48%
CAPEX/sales 11.3% 11.1% 11.9% 0.86 14.9%
R&D/sales 39.3% 38.3% 42.1% -0.87 39.7%
Panel D: Breakdown by state
COMPUSTAT
State N At-will Fixed-term distribution
CA 604 14% 212 35% 392 65% 14%
NY 373 8% 64 17% 309 83% 10%
X 265 6% 52 20% 213 80% 7%
NJ 191 4% 28 15% 163 85% 4%
FL 190 4% 35 18% 155 82% 5%
PA 183 4% 30 16% 153 84% 3%
IL 178 4% 53 30% 125 70% 5%
MA 157 4% 45 29% 112 71% 4%
OH 147 3% 20 14% 127 86% 2%
Panel E: Average CEO and govemance characteristidsy contract
Sample Fixed-term At-will t-Statistic
Mean Mean Mean of differences
Age 51.87 51.98 51.47 1.62
Former CEO 25% 25% 26% 0.98
Tenure 3.76 3.89 3.31 2.54*
Over 60 14% 14% 13% 1.05
Percent CEO voting power 3.34 3.64 2.26 1.61
Compensation (2000 $, thousands) 2,607.262,685.22  2,329.08 1.26
Incentive to total compensation 50.7% 50.6% 51.2% -0.37
Percent unexercisable 26.4% 26.0% 27.6% -0.65
Governance index 9.11 9.18 8.90 1.38
Stock award 0.41 0.41 0.42 -0.38
CEO voting 3.15 3.38 2.34 1.28
Directors voting 9.08 9.28 8.42 0.61
Board size 7.02 7.07 6.88 0.53
Insider board 0.06 0.07 0.04 1.80¢
Chairman and CEO 52.3% 53.0% 49.9% 1.58
Ex post horizon 3.87 3.99 3.67 2.73*x
Exception (public policy) 72.8% 71.4% 77.7% -3.61*
Exception (implied contract) 66.6% 65.5% 70.7% -2:8%
Exception (good faith and fair dealing) 25.8% 23.2% .6%4 -6.63***
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Panel F: Number of contracts sorted by length

Length
(years) Frequency Percent Cumulated
0 842 22.65 22.65
1 329 8.85 31.50
2 508 13.67 45.17
3 1,252 33.68 78.85
4 267 7.18 86.04
5 416 11.19 97.23
6 60 1.61 98.84
7 21 0.56 99.41
8 6 0.16 99.57
9 4 0.11 99.68
10 8 0.22 99.89
>10 4 0.12 100.00
Panel G: Breakdown by industry
Industry At-will Fixed-term Total
Software 122 31% 311 79% 396
Medical equipment 43 25% 139 82% 169
Chips 48 21% 191 84% 228
Drugs 69 20% 272 80% 339
Wholesale 27 18% 130 89% 146
Business services 51 18% 236 83% 286
Trading 27 14% 171 86% 199
Insurance 18 13% 106 7% 137
Communication 21 13% 131 82% 160
Qil 16 13% 101 80% 127
Retail 34 13% 225 83% 272
Banking 55 10% 485 89% 548
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TABLE Il: SUMMARY STATISTICS BY FIRM AND YEAR

This table presents summary statistics of the sums# performance in the contract period. The sampl
contains an observation for each sample firm fahegear in which the contract is not terminatBdnel A
shows average contract horizon characterisi@el B shows average firm characteristiéganel Cshows
average firm characteristics for all firm-yearstted COMPUSTAT population outside the contract samnpll
non-discrete numbers are winsorized at the 1% |exalept for R&D expenses and market-to-book, wiaih
winsorized at the 5% level.

Panel A: Average governance characteristics by firnand year

N Total Fixed-term At-will t-Statistic

sample of differences
Chairman and CEO 12,202 53% 54% 50% 3.08**
Tenure 12,202 5.59 5.48 5.82 -2.69**
Age 12,202 52.76 52.97 52.28 4.34+x*
Over 60 12,202 20% 21% 18% 3.00%*
Governance index 5,559 9.34 9.40 9.16 2.81F**
Compensation (2000 $, thousands) 7,509 2,414 2,482 2,252 1.99+*
Incentive to total 6,638 31% 31% 33% -3.06+*
Percent unexercisable 2,474 7% 7% 7% -0.79
Change in base salary 2,751 27% 27% 26% 0.44
All other compensation (2000 $, thousands) 2,958 231 257 173 3.28**
Ex post horizon 5,933 2.88 2.88 2.87 0.07

Panel B: Average firm characteristics by firm and yar

N Total Fixed-term At-will t-Statistic
sample of differences
Assets ($ milions) 12,202 1257.47 1287.20 1186.76 2224
ROA 11,963 -1.69% -1.55% -2.01% 0.87
CAPEX/sales 11,130 8.90% 8.64% 9.50% -3.083*
R&D/sales 5,466 31.23% 29.82% 33.96% -2.44
# of acquisitions 12,202 53.13% 53.59% 52.02% 0.64
Market-to-book 11,366 2.48 2.37 2.75 -6.66*
Returns 12,196 1.75% 1.52% 2.24% -2.14
Leverage 12,202 21.74% 24.03% 16.28% 8.98*
Tangibility 11,284 87% 88% 86% 4.95+*

Panel C: Average firm-year characteristics of samm@ without contracts

N Mean
Assets 87,494 1,268.18
ROA 85,165 -2.28%
CAPEX/sales 81,067 14.91%
R&D/sales 39,417 39.72%
Market-to-book 75,987 2.26
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TABLE [Il: CONTRACT HORIZON AND TURNOVER PROBABILIT Y
This table presents the results of hazard modéehasons, reporting hazard ratios for CEO turnosad z-
statistics underneath. Columns 1 and 3 report tefof the Cox proportional hazard model, Columrang 4
for the Weibull hazard model. Columns 1 and 2 repesults for the whole sample, Columns 3 and A4tlier
subsample of fixed-term contracts.

1) 2 3) 4
all observations fixed-term
Cox Weibull Cox Weibull
Horizon At-wil 1.224** 1.235**
(2.34) (2.43)
Remaining years 0.805*** 0.804***
(-6.1)  (-6.15)
Age 0.994 0.988** 0.993 0.986**
(-1.16) (-2.19) (-1.06) (-2.06)
Log firm age 0.778** 0.754**  (0.824*** 0.797***
(-4.79) (-5.29) (-3.12) (-3.59)
Control variables  Returns 0.575* 0.563* 0.461* 0.463*
(Performance) (-1.74) (-1.8) 0B3) (-1.91)
Industry returns 1.007 1.026 0.855 0.855
(0.02) (0.08) (-0.41) (-0.41)
ROA growth 0.986 0.986 0.992 0.993
(-0.69) (-0.71) 0@32) (-0.28)
Control variables Divdend payer 1.022 1.034 0.946 0.949
(Firm 0.24) (0.37) (-0.5) (-0.47)
Characteristics) Market-to-book 1.012 1.016 1.059** 1.062**
(0.56)  (0.76) (2.24) (2.34)
Log sales 1.053** 1.053** 1.072** 1.067**
(2.17) (2.12) @3 (2.16)
Acquisition expenses 1.511 1.605 0.302 0.299
(0.24)  (0.27) 68) (-0.53)
Industry homogeneity 0.848* 0.856 0.849 0.861
(-1.74) (-1.63) 1@7) (-1.25)
Institutional ownership 0.447** 0.443***  0.487*** 0.48***
(-5.17) (-5.23) 3@85) (-3.86)
Control variables  Chairman and CEO 0.386*** 0.355*** 400*** 0.373***
(Govemance) (-10.96) (-11.91) (-8.62) (-9.27)
Stock award 0.555** 0.550***  0.562** (0.553**
(-2.88) (-2.93) 2@34) (-2.41)
CEO voting 0.960* 0.957* 0.984 0.981
(-1.8)  (-1.96) @80) (-0.92)
Insider board 0.998 0.997 1.001 1.001
(-0.36) (-0.45) .X0) (0.18)
Board size 1.013 1.013 1.013 1.017
(0.79)  (0.74) (0.64)  (0.85)
Directors voting 1.393 1.362 1.78 1.802
(0.69) (0.64) (1.07) (1.12)
Risk metrics data available 0.948 0.946 0.872 0.852
(-0.29) (-0.3) (-0.59) (-0.68)
Time Year fixed Yes Yes Yes Yes
N 5,821 5,821 3,986 3,986
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TABLE IV: CHOICE OF CONTRACT TYPE

This table presents the marginal effects from Rn@gressions and coefficients of OLS regressionghich the
dependent variable is the at-will indicator. Allriadbles are measured in the last fiscal year enlefgre the
start date of the contract. Standard errors arerdsitedasticity robust and clustered by year. Alliables
(except for discrete variables) are winsorizedhat 1% level. This table shows coefficients alonghvtt

statistics in parentheses.

Dependent variable = Contract type (1 = at-will, O= fixed-term)

@

@ ®

()]

®)

(6) ()]

Probit Probit Probit Probit oLs oLS oLS
Geography Exception (good faith & fair dealing) 0.248%+ 0.328*  0.353** 0.337*+* 0.355*** 0.252%+* 0.265*+*
(4.22) (7.09) @1 (6.59) (4.72) (2.95) (4.4)
Exception (implied contract) 0.076
(1.42)
Exception (public policy) 0.027
(0.51)
Anti-takeover -0.015
(-1.22)
Garmaise -0.045
(-0.86)
Governance Tenure -0.010** -0.012*%*  -0.011* -0.012* -0.006 -0.008
(-2.34) (-2.69) 2.46) (-1.9) (-0.83) (-1.52)
Governance index 0.014%* 0.007 0.008 0.002 0.009 0.013*
(2.6) (1.39) (1.55) (0.24) (0.81) (1.8)
Former CEO -0.052
(-0.43)
Age -0.005*
(-1.94)
Risk Industry sales volatility 0.641* 0.505 0.717
(1.94) (1.44) (1.078)
Industry survival rate -0.237
(-0.96)
Industry homogeneity 0.017
(0.33)
Second stage Investment regressions Yes
variables Compensation regressions Yes
Firm value regressions Yes
Data availability  RiskMetrics data avaiable Yes Yes Yes Yes Yes Yes
Constant -0.844**  -0.606™*  -0.647**  -0.865***  0.346 -0.584 1.64
(-11.11) (-4.73)  -2.63) (-19.53) (0.41) (-0.87) (1.45)
N 3,717 3,717 3,717 3,717 3,717 1,636 2,846
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TABLE V: CONTRACT HORIZON AND INVESTMENT

The dependent variable is CAPEX/sales minus theaHaranch industry average Panels A, Band D,
R&D/sales minus the industry average in Columnsid 2 of Panel Cand the number of acquisition made by
the firm in the year according to the SDC in ColgnZnand 4 oPanel C Panel A,Column 1 is a three-stage
least-squares regression in which expected hoiz@stimated as a function of contract type, thmlmer of
remaining years if the contract has a fixed term,iradicator for incumbent CEQOs, firm size, tenuagd
executive age, and the at-will indicator is insteurted with the regression reported in Column 6 aifl& 1V.
The sample used in Column 2 Bénel A,Columns 1 and 3 dPanelC, andColumns 3, 5, and 7 ¢tanel D
include all firms with fixed-term contracts; and @olumn 3 ofPanels Ainclude only firms with five-year
contracts. Column 5 d?anel A,Columns 2 and 4 iPanelC andPanel D,Column 6 are regressions in which
the at-will indicator is instrumented with the regsion reported in Column 6 of Table IV. In Colughof Panel

A, Panel B Columns 1 and 3 d?anelC, Columns 3, 5, and 7 &fanel D,the Heckman’s lambda is computed
with the regression reported in Table IV, ColumnrbColumn 3 ofPanel A with a regression using the same
regressors where the dependent variable is anaitwdidor five-year contracts. Column 1 Bfinel Badds
indicator variables for the number of remainingrgea the independent variables described aboven@o2 of
Panel Bincludes only the indicator variables for the nembf remaining years and the Heckman’s lambda as
independent variableRanel D,Column 1 reports a regression including all COMPWSE firms between 1992
and 2008, where all CEOs without a fixed-term cactttare labeled at-wilPanel D,Columns 2 and 3 report
regressions that include only contracts of firmet thffer at least one at-will and one fixed-ternmtract.Panel

D, Columns 4 and 5 report regressions that includ® @ked effects. All non-discrete variables are sdrized

at the 1% level, except for R&D expenses and Qgclvlaire winsorized at the 5% level. Standard eraoes
heteroskedasticity robust and clustered by yeaalfapecifications but the one reported in Colutnof Panels

A. This table shows coefficients, thestatistics (in parentheses), and thestatistic for the instrumented
regressions.
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Panel A: Dependent variable = CAPEX/Sales (indusyradi.)

Horizon Expected horizon

Remaining years

At-wil
Tenure

Age

Log firm age

Control variables Q (lag 1)

(Investment)

Q (ag2)

Accrual

ROA

Size

Control variables Leverage

(Finance)

Cash fow
Tangibility

Cash flow x tangibility

KZ

Control variables Idiosyncratic risk

(Risk)

Industry sales volatility

Control variables Governance index

(Govemance)

Chairman and CEO
Institutional ownership

Heckman Lambda

Constant

Year fixed

Data availability RiskMetrics data avaiable

R2
E
N

1) &) 3) G) &)
Termminated Fixed-term All
Expected All 5-year
horizon fixed-term contracts oLS v
0.374**
(2.518)
0.021**  0.039**
(2.125) (2.446)
-0.033 -0.647*
(-1.414) (-1.974)
0.009 -0.002 -0.001 -0.004** -0.003
(1.385) (-0.708) -0.23) (-2.449) (-1.71)
-0.004 -0.001 -0.001 0.001 0.000
(-0.634) (-0.741)(-0.339) (0.63) (0.208)
-0.021 -0.029 -0.073 -0.037*** -0.038**
(-0.469) (-1.597) (-1.396) (-2.984) (-2.596)
0.032** 0.043*** 0.061** 0.019*** 0.020**
(1.992) (3.875) .711) (3.076) (2.693)
0.002 -0.011 0.026 0.003 0.01
(0.148) (-0.707) 1.453) (0.514) (0.914)
-0.001%** -0.001*** -0.001* -0.001*** -0.001***
(-3.705) (-3.981) (-1.926) (-4.867) (-4.734)
-0.415* 0.159 0.748** 0.385 0.127
(-1.799) (0.568) 2.201) (1.563) (0.632)
-0.131%** -0.133*** -0.122** -0.140%** -0.119***
(-3.458) (-6.58) -2.701) (-9.395) (-7.992)
0.009 -0.080* -0.045 0.005 086***
(0.102) (-2.075) -0.4) (0.156) (-2.976)
0.456 0.051 -0.072 0.327* 0.287
(1.076) (0.22) (-0.131) (2.758) (1.376)
0.960*** 0.622*** (0.881*** 0.591*** (0.506***
(5.238) (11.829)6.323) (11.4) (8.319)
-0.721 -0.131 -0.235 -0.642**0.375
(-1.585) (-0.348) (-0.405) (-3.762) (-1.215)
0.007 0.001 -0.004 -0.002 0.001
(1.339) (0.172) 0.809) (-0.47) (0.156)
-1.121 -3.632%*%4,792** -3.553*** -3.346***
(-0.701) (-6.307) (-2.809) (-4.321) (-6.104)
-0.29 -0.641** -0.414 -0.726*-0.529**
(-0.554) (-2.397) (-0.93) (-4.509) (-2.429)
-0.001 0.012 0.019 .00 -0.002
(-0.025) (1.39) .085) (0.064) (-0.262)
0.128 0.045 -0.001 0.03 0.039
(1.415) (0.93) .009) 1.477) (1.309)
0.101 0.178** 0.023 0.217** 1BO***
(0.829) (4.363) (0.237) (9.196) (5.548)
-0.054**  0.068***
(-2.709) (5.266)
-0.751*** -0.492 -0.241* -0.102
(-5.592) (-1.355) (-1.802) (-0.95)
Yes Yes Yes Yes Yes
Yes Yes Yes Yes Yes
10% 10% 10%
20.95 79.04
3,374 4,460 934 7,749 6,885
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Panel B: Dependent variable = Capex/Sales (industgdjusted)

# Remaining years

With control variables

1)

)

Without contol variables

0

10

>10
Heckman's Lambda
Control variables

R2
N

-0.092*
(-2.28)
-0.075*
(-1.97)
-0.063
(-1.5)
-0.012
(-0.28)
0.03
(0.46)
-0.016
(-0.29)
-0.098
(-1.11)
-0.106
(-0.33)
-0.134
(-1.11)
0.11
(0.39)
0.121
(0.51)
Yes

-0.629***
(-4.91)
Yes
10.8%
4,460

-0.269%+
(-11.11)
-0.221 %%
(-11.49)
-0.199%+
(-7.27)
-0.177*+
(-4.72)
-0.196%*
(-3.63)
-0.255%**
(-5.89)
-0.390%+
(-6.9)
-0.294
(-1.05)
-0.550%+
(-3.89)
-0.385
(-1.48)
-0.469**
(-2.55)
Yes

-0.006
(-0.04)
No
0.1%
7,749
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Dependent variable

Horizon Remaining years
At-wil

Tenure

Age

Log firm age

Control variables Q (lag 1)
(Investment)
Q (ag2)

Accrual
ROA
Size

Control variables
(Finance)

Leverage
Cash fow
Tangibility
Cash flow x tangibility
KZ

Control variables
(Risk)

Idiosyncratic risk
Industry sales volatiity

Control variables  Governance index
(Govemance)

Chairman and CEO

@) @ ®) 4)

Fixed- Fixed-
term All (IV) term All (IV)
0.017** -0.001
(2.2) (-0.074)
-1.929%** -0.464**
(-7.079) (-2.807)
-0.004 -0.002 -0.001 -0.002
(-1.187) (-0.607) (-0.319) (-0.893)
-0.002 -0.004 0.002 0.005*
(-0.887) (-1.587) (0.606)  (1.815)
-0.059*** -0.080***  0.004 -0.015
(-4.407) (-4.952) (0.18) (-0.544)
0.014 0.013 0.019**  0.019**
(1.194)  (0.894) .7@6)  (2.555)
-0.004 0.013 0.005 0.012**
(-0.353) (0.985) 0.757) (2.729)
0.000 0.000 0.001*** 0.001***
(1.196)  (0.094) (5.515)  (5.399)
-0.213 -0.528** -0.042 -0.076
(-0.777) (-2.492) (-0.614) (-1.156)
-0.168*** -0.137***  0.077** (.092***
(-6.899) (-6.42) 4.996) (6.004)
-0.063 -0.236** -0.093* -Q113
(-0.845) (-2.542) (-2.081) (-3.372)
0.361 0.561** 0.983***  1.049***
(1.317) (2.14) (4.504) (5.295)
0.029 -0.072 -0.919%+* -1.002***
(0.238) (-0.654) -7.003) (-9.473)
-0.515 -0.518** -1.096%** -1.13¢**
(-1.734) (-2.116) (-4.863)  (-5.985)
0.003 0.005 -0.001 0.000
(0.703)  (1.211) 0.609) (-0.085)
-2.048 -0.938 B8+ -2.874**
(-1.456) (-0.658) (-6.029) (-5.343)
-0.142 0.089 0.456 0.427
(-0.601) (0.249) (1.237)  (1.158)
0.004 0.002 0.001 003.
(0.87) (0.268) 0B1)  (0.306)
0.039 0.008 0.016 0.023
(1.312)  (0.206) .388) (0.535)

59



Panel D: Robustness. Dependent variable = CAPEX/Sal (industry-adjusted)

1) (2) 3 4 (®) (6) (1)
All firms Sample Fixed Sample Fixed Sample Fixed
COMPU- . . Executive Executive Compen-  Compen-
STAT Switchers  Switchers fixed effects fixed effects  sation sation
Horizon Remaining years 0.034** 0.017* 0TB**
(2.8) 1.74) 239
At-wil -0.160**  -0.647* -0.108* -0.676**
(-3.24) (-1.97) 1@83) (-2.14)
Tenure -0.003 -0.001 -0.004* -0.004**
(-1.71) (-0.13) 2)- (-2.21)
Age 0.000 0.005 -0.001 -0.001
(0.21) 1.74) 39) (-0.99)
Log firm age -0.038** -0.009 0.152** 0.226***  -0.046** 0.029*
(-2.6) (-0.33) (2.29) (2.96) (-3.33) (-1.77)
Compensation  Incentive to total compensation -0.059 -0.082**
(-1.69) (-2.74)
CEO voting 0.001 -0.001
(0.6) (-0.87)
Log compensation 0.140%*** 0.175%**
(5.83) (8.07)
Percent unexercisable -0.031 0.013
(-0.51) (0.23)
ExecuComp data available -0.896***  -1.110%**
(-6.01) (-7.48)
RiskMetrics data available 0.001 -0.004
(0.03) (-0.1)
Control variables Q (lag 1) 0.024**  0.020** 0.014 0.026***  0.025***  0.017** 0.023***
(Investment) (10.86) (2.69) 46) (4.57) (3.93) (2.42) (3.36)
Q (lag 2) 0.008***  0.01 -0.01 0.013** 0.016***  0.009 -0.003
(3.29) (0.92) 39) (2.44) (2.65) (0.81) (-0.26)
Accrual -0.000***  -0.001*** -0.001*** 0.000 0.000 -0.001*  -0.001***
(-3.65) (-4.73) (-3.7) (0.59) (0.22) (-5.3) (-5.61)
ROA -0.307**  0.127 0.712**  0.196** 0.277**  0.149 0.215
(-10.69) (0.63) ) (3 (2.18) (2.8) (0.76) (1.01)
Size -0.096***  -0.119***  -0.184***  -0.426** -0.460*** -0.149** -0.164***
(-32.57) (-7.99) -468) (-23.18) (-22.45) (-8.15) (-8.72)
Control variables  Leverage -0.192**  -0.086***  0.079 07 0.01 -0.055* 0.03
(Finance) (-12.06) (-2.98) 0.147) (-0.56) (0.19) (-1.73) (1.07)
Cash fow 0.381**+*  0.287 0.796** -0.115 -0.278 0.31 0.255
(7.77) (1.38) (2.29) (-0.74) (-1.59) (1.47) (1.24)
Tangibility 0.460***  0.506*** 1.324**  0.097 0.107 0.489**  0.513***
(10.36) (8.32) 1®) (0.88) (0.86) (8.55) (11.88)
Cash flow x tangibility -0.289**  -0.375 -0.896 0.078 Ja8* -0.36 -0.348
(-5.52) (-1.22) (-1.7) (0.45) (1.76) (-1.16) (-1.01)
Kz -0.004***  0.001 0.001 -0.001 0.003 0.001 0.000
(-4.4) (0.16) @1 (-0.3) (1.14) 0.2) 0)
Control variables  Idiosyncratic risk -1.009***  -3.346* 0.933 0.625 1.419 -2.939%*  -3.496***
(Risk) (-3.39) (-6.1) (0.44) (0.69) (1.43) (-5.35) (-6.71)
Industry sales volatiity -0.315***  -0.529** -1.118** -0.052 -0.041 -0.567** -0.605%**
(-3) (-2.43) (-4.81) (-0.26) (-0.19) (-2.84) (-3.6)
Control variables ~ Governance index -0.002 -0.054**  0IB** -0.033* -0.002 -0.004
(Governance) (-0.26) (-3.52) 2(B3) (-2.2) (-0.2) (-0.61)
Chairman and CEO 0.039 0.026 -0.094 -0.115 0.029 0.022
(1.31) (0.29) (t6) (-1.28) 1) (0.71)
Institutional ownership 0.113* 0.180*** 0.303*** 0.043 0.033 0.153*** 0.126***
(2.01) (5.55) (2.95) (0.73) (0.51) (5.17) (4.51)
Heckman Lambda 0.025 0.579 -0.060**
(0.38) (1.21) 62)
Constant -0.180***  -1.602***  -0.787** 1.907 0.054 0.107 -0.430%**
(-2.61) (-3.76) (-2.91) (1.43) (0.07) (0.87) (-2.94)
Year fixed Yes Yes Yes Yes Yes Yes Yes
Executive fixed Yes Yes
R? 7% 5% 11% 63% 61% 9%
F 78.79
N 55,908 N:E,451 739 7,749 4,460 7,749 4,460
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industry indicator variables.

TABLE VI: PROPENSITY SCORE RESULTS

This table presents the covariate means for thdlbénd fixed-term samples, where the at-will sdenipcludes
all firms of the COMPUSTAT population between 198% 2008 without contract datanel Ais un-matched
(the original sample)Panels Bto D include all firm-years under fixed-term contraatsd the 10 at-will firm-
years with the closest propensity scores. Propessitres are computed as fitted values of regnessiath
CAPEX/sales Panel B, R&D/sales Panel Q, and market-to-book as the dependent variaBl@n¢l D.
Independent variables are the firm and industrgteel control variables listed in Tables V and Xwadl as

Panel A: Un-matched sample

Panel B: Sample matchedtwCAPEX controls

At-will Fixed-term Difference t-stat At-will Fixed-term D ifference t-stat
Capex/sales 16% % 9% 9.37 **x 16% 29% -13% -7.47 ***
Assets 1,133 2,536 (1,402) -22.59 *** 1,133 1,080 53 0.14
Market-to-book 1.92 2.43 (0.51) -4.08 *** 1.92 1.38 0.54 1.53
N 53,803 1,436 14,360 1,436
Panel C: Sample matched with R&D controls

R&D/sales 24% % 17% 10.92 *** 24% 35% -10% -3.65 ***
Assets 1,039 830 209 0.57
Market-to-book 2.22 2.84 (0.62) -1.65
N 27,987 761 7,610 761

Panel D: Sample matched with Market-to-book contrad
Market-to-book 2.28 2.59 (0.31) -2.37 **
N 78,767 1,830 18,300 1,830
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TABLE VII: SUMMARY STATISTICS - ACQUISITIONS

This table presents summary statistics for the iattpn sample. Panel A presents acquirer firm &0
characteristics, Panel B target firm charactesgstand Panel C transaction characteristics. All-disorete
variables variables are winsorized at the 1% leertept for market-to-book, which is winsorizedttzd 5%
level.

Variable N Mean t-statistic of
All Fixed-term At-will differences
Panel A: Acquirer characteristics
Assets ($ milions) 585 2,517 2,797 1,920 3.22%*x
Market-to-book 586 2.74 2.65 294  (1.74¥
ROA 586 4% 4% 4%  (0.75)
CAPEX/Sales 542 14% 12% 17%  (1.94)
At-will 586 32% 0 1
Chairman & CEO 507 56% 58% 53% 1.02
Tenure 586 5.93 5.15 7.59  (3.99)**
Age 586 52.78 52.21 53.99  (2.39)*
Panel B: Target characteristics
Assets ($ milions) 255 2,868.17 3,229.42 2,119.57 2.15 **
Market-to-book 169 4.54 477 4.05 0.91
ROA 249 7% 7% 6% 1.04
Panel C: Transaction characteristics
Transaction value ($ milions) 586 322 360 240 2.13%**
Public target 586 36% 35% 39% (0.80)
Tender offer 586 4% 5% 4% 0.43
Relative size 585 33% 33% 32% 0.12
Hostilty 586 1% 1% 0% 1.19
Same industry 586 61% 57% 68% (2.2%)
Success 586 87% 85% 89%  (1.09)
Stock payment 586 16% 13% 20% (2.20)
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TABLE VIII: ANNOUNCEMENT RETURNS

Panel A reports results of regressions of the catiue abnormal returns (CAR) for acquirers thregsdaround
the announcement day and Panel B (C) monthly retafrequally (value) weighted calendar-time poitiel
Acquirers that announced an acquisition in the A2s{24) calendar months form the basis of thenckle
month portfolio. The regression reported is rurhwviite excess return of the portfolio as the depeindariable.
Standard errors are heteroskedasticity robust hrstieced by year. All non-discrete variables aresorized at
the 1% level. This table shows coefficients &sthtistics (in parentheses).

Panel A: Dependent variable = Acquirer announce meneturns

1) 2 3 4 ®)
All Fixed-term  Compensation Low cash High cash
Horizon At-will 0.017* 0.018* 0.001 0.050***
(2.02) (2.06) ®1 (3.68)
Remaining years 0.000
(-0.21)
Tenure 0.000 0.000 0.000 0.000 0.002
(0.26) (-0.13) 9.4 (-0.23) 1.3)
Age 0.000 0.000 0.000 0.000 0.000
(-0.61) (-0.22) (-0.74) (-0.18) (-0.24)
Log frmage 0.001 -0.001 0.002 0.000 0.004
(0.37) (-0.25) (0.69) (-0.11) (0.41)
Control variables Public target -0.024** -0.019 -0.026* -0.01 -0.04 1%+
(Transaction ) (-2.16) (-1.7) 28) (-1.1) (-3.47)
Stock payment -0.006 -0.018 -0.003 0.025 -0.029
(-0.44) (-0.87) 0@2) (1.35) (-1.22)
Cash payment 0.002 0.008 0.000 0.016 0.001
(0.24) (0.61) (¢]) (1.69) (0.04)
Relative size 0.01 0.014 0.01 0.026*** 0.002
(0.91) 1.2) 0)88 (9.63) (0.18)
Hostiity -0.054* -0.072%+* -0.044 -0.067
(-1.99) (-2.92) 167) (-1.53)
Multtiple bidder -0.023 -0.016 -0.015 -0.057 0.039
(-1.47) (-0.65) 0(8) (-1.48) (1.33)
Tender offer 0.011 -0.009 0.014 -0.003 0.002
(0.49) (-0.3) )6 (-0.13) (0.04)
Toehold -0.015 -0.013 -0.015 -0.012 -0.001
(-0.88) (-0.56) 0@®) (-0.67) (-0.04)
Lockup -0.019 -0.018 -0.017 -0.017 0.005
(-0.83) (-0.59) 0@5) (-0.82) (0.05)
Termination fees -0.026** -0.031** -0.029%** -0.029%* -0.017
(-2.92) (-2.72) 3(6) (-3.45) (-0.78)
Control variables Market-to-book -0.005* -0.008*** -@5* -0.009** -0.004
(Fimvindustry (-1.88) (-3.33) 18) (-2.78) (-1.53)
characteristics) Leverage 0.051* 0.049* 0.047** 0.06 0.021
(2.19) (2.06) .1 (1.48) (0.74)
ROA -0.065 -0.035 -0.055 -0.255 -0.075
(-1.51) (-0.6) e1) (-1.62) -1.7)
Cash/Assets 0.038 -0.023 0.034 -0.002 0.045
(0.8) (-0.41) o7 (-0.01) (0.78)
Control variables  Incentive to total compensation -0.017
(Govemance) (-0.58)
CEO voting -0.002
(-1.01)
Log compensation 0.008
(1.27)
Percent unexercisable 0.014
0.77)
Constant 0.024 -0.003 0.032 -0.094** -0.068
(0.39) (-0.05) (0.5) (-2.23) (-1.34)
Year fixed Yes Yes Yes Yes Yes
Industry fixed Yes Yes Yes Yes Yes
Data availability Yes
R? % 19% 8% 30% 7%
N 585 398 585 312 273
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Panel B: Equally weighted long-term returns

(1,12) (1,24
Portfolio Alpha RMRF SMB HML UMD Alpha RMRF SMB HML UMD
At-wil -0.002 0.952%* 0.285** 0.02 -0.058 -0.001 0.9217* 0.255* 0.096 -0.056
(-0.63) (10.746) (2.631) (0.171) (-0.823) (-0.133) (18)11(2.2) (0.771)  (-0.74)
Fixed-term -0.005 0.912%* 0.549** 0.117 -0.061 -0.003 0.9327* 0.8 0.126 -0.117*
(-1.486) (11.227) (5.547) (1.086) (-0.952) (-1.064) (B2Y (6.124) (1.419) (-2.171)
At-will minus fixed-term 0.003 0.042 -0.135 -0.012 0.028 0.002 -0.022 -0.24 -0.024 0570.
(0.683) (0.463) (-1.209) (-0.103) (0.385) (0.427)  (-0)201-1.748) (-0.159) (0.631)
Panel C: Value-weighted long-term retums
At-wil 0.005 0.934** -0.035 -0.221 -0.127 0.005 0.956*** -0.067 0.151 -0.078
(1.254) (9.041) (-0.276) (-1.607) (-1.533) (1.074)  (9)307(-0.515) (-1.072) (-0.911)
Fixed-term -0.001 1.004** 0.094 0.094 0.027 -0.001 1.032=* -0.014 .0B6 -0.068
(-0.257) (11.506) (0.884) (0.813) (0.4) (-0.363) (15.261)0.167) (-0.285) (-1.199)
At-will minus fixed-term 0.006 -0.057 -0.007 -0.247 -0.128 0.005 -0.086 -0.046 90.11-0.014
(1.231) (-0.457) (-0.045) (-1.5)  (-1.304) (0.965)  (-0.559-0.276) (-0.672) (-0.13)
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TABLE IX: CONTRACT HORIZON AND COMPENSATION

The dependent variable is other compensation. Qollrand 3 are regressions on the subsample of-feceal
contracts. Column 2 and 4 are results of two-stagst-squares regressions in which the at-willaattir is
instrumented with the regression reported in Colusnaf Table IV. Standard errors are heteroskedgstic
robust and clustered by year. All non-discrete aldlds are winsorized at the 1% level. This tablewsh
coefficients, the-statistics (in parentheses), and Eastatistic for the instrumented regressions.

@ (@) (©) @)
. Other compensation .Other compe rls ation
Dependent variable (without termination year)
Fixed-term All (IV) Fixed-term All (IV)
Horizon Remaining years 20.656** 22.672*
(2.398) (2.565)
At-wil 519.571 150.885
(0.486) (0.112)
Tenure 4.239* 3.006 4.248 3.63
(1.857) (1.133) (1.686) (0.977)
Age -0.162 -2.633 0.437 -0.054
(-0.068) (-0.604) (0.157) (-0.016)
Log frm age 18.667 12.575 17.857 13.033
(1.192) (0.712) (1.263) (0.796)
Compensation Log compensation 132.690*** 144.494*** 132.869*** 143.555***
(6.349) (5.844) (5.665) (5.125)
Incentive to total compensation -192.995%*  -219.969** -192.391***  -211.565**
(-3.858) (-2.207) (-3.23) (-2.278)
Firm Log sales 23.245 42.505 20.045 24.95
(1.417) (0.911) (1.372) (0.42)
Returns -171.588***  -209.821* -117.922** -150.108
(-3.466) (-1.764) (-2.23) (-1.459)
Govemance Governance index 1.667 -0.065 1.298 0.348
(0.503) (-0.012) (0.396) (0.054)
Chairman and CEO -62.599** -52.412 -58.993** -57.070*
(-2.714) (-1.564) (-2.685) (-1.773)
Stock award 259.397*** 250.024*** 208.370** 202.222**
(3.052) (3.349) (2.666) (2.496)
CEO voting 4.06 3.386 4.782 3.851*
(0.725) (1.348) (0.867) (1.779)
Directors voting 0.167 2.639 -0.816 1.461
(0.114) (1.366) (-0.673) (0.616)
Board size -0.109 -2.903 0.771 -0.658
(-0.03) (-0.54) (0.253) (-0.13)
Insider board -107.045 -84.266 -132.472 -133.044
(-0.982) (-0.743) (-1.353) (-0.91)
Institutional ownership -40.638 -66.741 -63.193** -63.446
(-1.471) (-0.869) (-2.235) (-0.717)
Heckman Lambda 187.898 85.252
(1.012) (0.585)
Constant -334.815 -529.668 88.894 2.687
(-1.165) (-0.458) (0.097) (0.004)
Year fixed Yes Yes Yes Yes
Industry fixed Yes Yes Yes Yes
Data availability Yes Yes Yes Yes
R 13% 14%
F 79.40 64.41
N 1,431 2,281 1,329 2,120
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TABLE X: CONTRACT HORIZON AND FIRM VALUE

The dependent variable is the market-to-book r&mumn descriptions are as in Table V, Panel A Fanel
A, and as in Table V, Panel D for Panel B. All ntieerete variables are winsorized at the 1% lematept for
market-to-book, which is winsorized at the 5% lex&thndard errors are heteroskedasticity robusthrstered
by year. This table shows coefficients, thetatistics (in parentheses), and fhstatistic for the instrumented

regressions.

Panel A: Dependent variable = Market-to-book

@)

2 ®3)

4) ®)

Terminated Fixed-term All contracts
All
Expected fixed- 5-year
horizon term  contracts OLS [\
Horizon Expected horizon 0.129
(1.015)
Remaining years 0.012 -0.046
(0.591) (-1.161)
At-wil 0.053 0.246
(0.971)  (0.478)
Tenure -0.010* -0.010* -0.006 -0.006*  -0.006**
(-1.957) (-2.537)(-0.751) (-2.064) (-2.053)
Age 0.001 -0.009*** -0.049** -0.004*  -0.006
(0.1207) (-2.914) -2.853) (-1.816) (-1.456)
Log firm age -0.107* -0.04 -0.130* -0.057*  -0.062**
(-2.564) (-1.125)  (-1.983) (-1.987) (-2.343)
Investment CAPEX/sales 0.199%+* 0.201** 0.190*™* 0.161%* 0.167**
(7.505) (5.744) .8 (7.388)  (8.338)
Control variables  Leverage -0.618** -0.915%+* -1.388%* -0.831** -0.796**
(Firm/industry) (-5.946) (-7.621)(-8.612) (-7.589) (-10.968)
Delaware 0.121* 0.170*  0.148 0.143**  0.165**
(1.747) (2.609) .64) (5.007)  (3.173)
Herfindahl 0.885** 0.659*  1.314* 1.264%* 1.092%*
(2.499) (2.452) .9@7) (4.531) (4.424)
Control variables ~ Governance index -0.047** -0.040*  -0.026 -0.043** -(BBS
(Governance) (-2.098) (-2.05) -1.@3) (-2.844) (-2.235)
Chairman and CEO 0.047 0.143* 0.29 0.090*  0.087*
(0.566) (2.481) .74) (2.296)  (1.746)
Heckman Lambda 0.17 0.986
(0.589)  (0.304)
Constant 3.190** 0.434 7.341%*  8.334%*
(3.192) (0.02) (13.07)  (3.863)
Year fixed effects Yes Yes Yes Yes Yes
Industry fixed effects Yes Yes Yes Yes Yes
Data availability RiskMetrics data available Yes Yes Yes Yes Yes
R 17% 23% 20%
F 22.04 77.95
N 4,420 5,316 1,079 10,109 8,327
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Panel B: Robustness. Dependent variable = Market-tbook

() 2 (3) @ (5) (6) )
All firms Sample Fixed Sample Fixed Sample Fixed
COMPU- . ) Exgcutlve EX? cutive Compen- Compen-
Switchers  Switchers fixed fixed . .
STAT sation sation
effects effects
Horizon Remaining years -0.003 0.039* 02a.
(-0.108) (1.92) 1.83)
At-will -0.334* -0.016 -0.051 0.261
(-3.203) (-0.111) (-0.446) (0.403)
Tenure -0.002 0.005 -0.009**  -0.010***
(-0.154) (0.478) -3.272) (-3.08)
Age -0.017 -0.002 -0.007**  -0.003
(-1.201) (-0.323) (-2.888) (-1.546)
Log firm age 0.068 0.031 -0.276*  -0.141 -0.092** -0.064
(0.646) (0.535) (-2.662) (-0.92) (-2.758) (-2.02)
Investment CAPEX/sales 0.034** 0.082 0.117 0.038 0.065** 0.170*+* o7
(2.536) (1.593)  .5@6) (1.637) (2.351) (6.342) (5.326)
Incentive to total pay -0.127 -0.117
(-0.737) (-0.641)
CEO voting 0.008** 0.009
(2.131) (1.453)
Log compensation 0.152** 0.111*
(2.51) (1.94)
Percent unexercisable 0.103 0.093
(1.079) (0.701)
ExecuComp data available -0.728* -0.542
(-1.887) (-1.543)
RiskMetrics data available 0.200** 0.247*
(2.349) (2.614)
Control variables  Leverage -2.987*  -0.208 -0.201 -1.159%*  -1.104**  -066**  -0.830™*
(Firm/industry) (-19.418)  (-0.62) (-1.045) (-12.781)  (-10.731)  (-6.014) (-8.59)
Delaware 0.236** 0.458*+* 0.357%+* 0.046 -0.95 0.111 0.092
(2.805) (2.707) T67) (0.129) (-1.332) (1.709) (1.44)
Herfindahl 8.478* 1.381 1.137 0.814 -0.245 1.121%* 10%
(2.832) (1.339) .5a7) (1.582) (-0.405) (3.843) (3.568)
Control variables  Governance index -0.053 -0.024 -0.073**  -0.043 -0.042* -0.042**
(Governance) (-0.886) (-0.602) (-2.643) (-1.356) (-2.597) (-2.761)
Chairman and CEO -0.707*  -0.864***  -0.052 -0.106 0.688 0.087*
(-3.821) (-5.074) (-0.362) (-0.614) 2.772) (1.81)
Heckman Lambda -0.32
(-0.169)
Constant 3.810%+* 1.624 21.945%*  2.895* 6.412** 8.070*+* 1.441%*
(4.444) (1.489) (4.905) 1.7 (2.241) (29.925) (3.557)
Year fixed effects Yes Yes Yes Yes Yes Yes Yes
Industry fixed effects Yes Yes Yes Yes Yes Yes Yes
Data availability ExecuComp data available Yes Yes
R? 16% 20% 20% 54% 54% 16% 16%
F 106.11
N 75,916 1,406 1,288 10,109 5,316 8,327 5,316
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of patents issued between 1977 and 2004 by state.

APPENDIX: STATE INDICES

This table presents the at-will exceptions, arketaver regulations, the Garmaise (2009) index,thachumber

At-will exceptions

Good faith and

Code State Public policy  Implied contract  fair dealing Garmaise Anti-takeover Patents
AL Alabama 0 1 1 5 0 9,017
AK Alaska 1 1 1 3 0 1,075
AZ Arizona 1 1 1 3 1 27,065
AR Arkansas 1 1 0 5 0 3,867
CA California 1 1 1 0 0 303,592
Cco Colorado 1 1 0 2 0 31,339
CT Connecticut 1 1 0 3 1 45,008
DC District of Columbia 1 1 0 6 0 1,576
DE Delaware 1 0 1 7 1 10,827
FL Florida 0 0 0 9 0 55,303
GA Georgia 0 0 0 5 1 23,774
HI Hawaii 1 1 0 3 0 1,946
ID Idaho 1 1 1 6 1 14,903
IL lllinois 1 1 0 5 1 92,974
IN Indiana 1 0 0 5 1 33,766
1A lowa 1 1 0 6 0 13,330
KS Kansas 1 1 0 6 1 9,086
KY Kentucky 0 1 0 6 1 9,738
LA Louisiana 0 0 0 4 0 11,803
ME Maine 0 1 0 4 1 3,099
MD Maryland 1 1 0 5 1 29,470
MA Massachusetts 1 0 1 6 1 69,616
Mi Michigan 1 1 0 5 1 82,589
MN Minnesota 1 1 0 5 1 48,550
MS Mississippi 1 1 0 4 0 3,597
MO Missouri 1 0 0 7 1 20,864
MT Montana 1 0 1 2 0 2,623
NE Nebraska 0 1 0 4 1 4,697
NV Nevada 1 1 1 5 0 5,591
NH New Hampshire 1 1 0 2 0 10,766
NJ New Jersey 1 1 0 4 1 95,136
NM New Mexico 1 1 0 2 0 6,345
NY New York 0 1 0 3 1 139,544
NC North Carolina 1 0 0 4 0 31,587
ND North Dakota 1 1 0 0 0 1,603
OH Ohio 1 1 0 5 1 83,265
OK Oklahoma 1 1 0 1 0 16,955
OR Oregon 1 1 0 6 0 23,386
PA Pennsylvania 1 0 0 6 1 84,618
RI Rhode Island 0 0 0 3 1 6,413
SC South Carolina 1 1 0 5 1 12,229
SD South Dakota 1 1 0 5 1 1,385
TN Tennessee 1 1 0 7 1 17,301
TX Texas 0 0 0 3 0 106,463
uT Utah 1 1 1 6 0 12,413
VT Vermont 1 1 0 5 0 5,613
VA Virginia 1 0 0 3 1 23,797
WA Washington 1 1 0 5 1 32,901
WV West Virginia 1 1 0 2 0 4,321
Wi Wisconsin 1 1 0 3 1 36,818
wY Wyoming 1 1 1 4 1 1,282
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