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Executive Summary

Stock options are an increasingly important part of the way we pay not only top managers but
lower level employees in U.S. firms. The best way to study the costs and benefits of employee stock
options is to analyze data collected from specific firms. Unfortunately, it is extremely difficult for most
academics to have access to these data. Some, more aggregate data, are available from firm proxy
statements. However, in order to credibly answer important questions about stock options for employees
in firms, the data on specific employees are required. The Center for Human Resource Management
offers a unique opportunity to meld our interests, as researchers, and those of member firms, to study the
stock options given to employees in member firms. We intend to use simple economic and statistical
techniques to study the questions outlined below.

There are several questions we plan to investigate once we have the necessary data that can
largely be broken into two categories. The first has to do with when employees exercise their stock
options and why. Are employees drawn to exercise for reasons of risk aversion or because they are cash
constrained? Does this vary by characteristics of the employees such as job position, education, or family
situation? Do they exercise based on thresholds of past stock prices (such as the previous 52 week high
stock price)? We plan to examine economic and behavioral theories in this section. Since virtually all
empirical work on stock options has been using data from CEOs, even very basic answers to these kinds
of questions will prove quite valuable.

The second main area of our research will focus on the costs of employee stock options,
following the discussion by Kevin J. Murphy at the last CHRM roundtable. Since Murphy, Brian Hall
(his co-author) and others have suggested that employees value options at a level quite a bit lower than
the cost to firms, we intend to investigate issues around the value of options to employees and the costs to
firms. We also hope to investigate whether the relative value (costs) of options for employees (firms)
varies by job classification of the employee. For example, it is plausible that granting options to high-
level executives provides larger incentive effects to the managers than granting options to lower-level
employees since the executives are more likely to be able to influence stock prices? However, it is not
clear whether the relative costs/benefits are higher for upper-level managers relative to rank and file
employees.

Given that credible information on employee stock options is very difficult to obtain, member
firm participation is critical. We would welcome the participation of many members firms but would
hope to start with three or four. Ideally, we would have some firms that provide options to all employees
and some other firms that provide options to a smaller fraction of employees. In addition, we would be
delighted to find firms that provide a choice to employees between receiving cash and stock options.
Given the increasing importance of stock options, not just for senior executives but in many firms for all
employees, we suspect that many firms will be motivated to participate.

We feel that partner firms will benefit from the results of our work. First, our results may help
firms consider the types of employees that would benefit most from the receipt of stock options. Second,
in order to understand whether options are worth granting, firms need to concentrate on costs. Most of
the previous literature has focused on the benefits (incentives) of options and we intend to shed some light
on the important issue of costs.

We need to collect a set of information on each of the employees in the firm. However, all of
these data can be obtained from administrative records. The following is a list of the data that would help
us to most easily answer the questions in our proposal:




































