provided by Okina

universite
¢V angers
Information asymmetry, contract design and process of

negotiation: The stock options awarding case

Submitted by Emmanuel Lemoine on Wed, 12/18/2013 - 14:15
Information asymmetry, contract design and process of negotiation: The stock

Titre . :
options awarding case

Type_ de. Article de revue

publication

Auteur De La Bruslerie, Hubert [1], Deffains-Crapsky, Catherine [2]

Type Article scientifique dans une revue a comité de lecture

Année 2008

Langue Anglais

Date 2008

Numéro 2

Pagination 73-91

Volume 14

Titre de la revue Journal of Corporate Finance

Mots-clés Asymmetry [3], Managerial [4], Negotiation [5], Optimal [6], Stock [7]
Stock option plans are used to increase managerial incentives, and business
practices usually set the exercise price equal to the stock market price. The
purpose of this paper is to underline the importance of a process of negotiation
leading to a possibleequilibrium contract satisfying both managers and
shareholders. The two key variables of the model are the percentage of equity
capital offered by the shareholders to the managers and the exercise price of the
options that may be at a discount. We explicitly

Résumé en introduce risk aversion and information asymmetries in the form of (i) an

anglais economic uncertainty in the gain of cash flow, (ii) possibly biased information
between the two parties and (iii) a noise in the valuation price of the stock in the
market. The

existence of a process of negotiation between shareholders and managers leading
to a possible disclosure of private information is highlighted. As a conclusion, we
show that “efficient” stock option plans should be granted in a context of trade-
off between the percentage of capital awarded to managers and the discount in
stock price.
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