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Market Reaction to the Disclosure of
Nonexecutive Employee Compensation

Shu-Ling Yeh
Department of Accountancy, National Taipei University
Min-Jeng Shiue
Department of Accountancy, National Taipei University
Szu-Ying Lai
Our Lady of Providence High School

Due to the persistent problem of low salaries in Taiwan, the authorities have
mandated public companies to disclose the compensation of nonexecutive employees
from 2019. The purpose of this study is to investigate the historical events of the new
regulation of nonexecutive compensation, to observe whether the stock price has a
significant abnormal reaction before and after the events, and to verify whether the
events can convey useful information to the capital market. Further, we will
investigate whether investors have different evaluations of the nonexecutive salary
range, to verify the reasonableness of the enterprise's salary structure. The results
show that the disclosure requirement of the nonexecutive employees’ compensation
conveys useful information to the capital market in several important event days.
Companies with higher compensation for nonexecutive employees have a significant
positive abnormal reaction from investors during the historical event days. In addition,
we find that companies with better performance but lower level of compensation for
nonexecutive employees in the industry show a negative abnormal stock returns.
Furthermore, we provide limit evidence that abnormal returns between higher and
lower groups of the compensation of nonexecutive employees are significantly
different only in event #5 of the five preannouncement events. Also, we did not find
evidence about the abnormal returns differences between the higher and lower groups

of nonexecutive compensation in the policy announcement day (event #6).

Key Words: employee compensation, event study, compensation structure.
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