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The Private Information View on the Relation
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Inside directors are executives who can obtain private information through
operational process. They can further share the private information with other
directors on the board. We empirically examine the relation of inside directors’
current pay to firms’ past performance through the perspective of private
information sharing. First, more insiders on the board could enhance the reliability
of shared information. Hence, we find that, when more insiders on the board, past
performance are more positively related to director pay for inside directors to
incentivize private information sharing in the current period. Second, when CEO
also serves as the chairman, the powerful chairman could weaken the linkage of
shared information to past performance, which results in our finding of reduced
director pay for inside directors in the current period. Third, current executive pay
for inside directors is found negatively related to past performance, consistent with
the view that insider directors might sacrifice information rents in exchange for
past performance through the private information sharing process. Lastly, more
insiders on the board could prevent inside directors from rent seeking through their
executive role, resulting in the reduction in negative relation between current

executive pay and past performance.
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