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Can Improving Corporate Governance Help Solve over
Risk — Taking Problem in Banking Industry

Survey about Executive Incentives and Bank — Risk — Taking Behavior

LI Song' LU Yuyan® HONG Zheng'
(1. Financial Department of Southwestern University of Finance and Economics Chengdu Sichuan 610074;

2. The People’ s Bank of China Beijing 100140 China )

Abstract: This paper summarizes the theoretical and empirical research about bank executive incentives and
risk — taking behavior. Bank executive compensation through bonuses and stock options both short — term visible in—
centive and the invisible incentive emphasized on short — turn incentive and encouraged bank - risk — taking behav—
ior. This compensation structure reflected the risk preference of shareholders. The study of this paper shed light on
prudential bank regulation. It reveals that improving corporate governance of bank industry would not help stabilizing
financial system. Optimal bank regulation should focus on the conflict between the interests of shareholder and the
stability of financial system.

Key words: executive compensation; risk — taking behavior; corporate governance; financial regulation
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