
�������� ��	
���
��

Incentive pay and bank risk-taking: Evidence from Austrian, German, and
Swiss Banks

Matthias Efing, Harald Hau, Patrick Kampkötter, Johannes Steinbrecher

PII: S0022-1996(14)00151-2
DOI: doi: 10.1016/j.jinteco.2014.12.006
Reference: INEC 2823

To appear in: Journal of International Economics

Received date: 1 September 2014
Revised date: 8 December 2014
Accepted date: 8 December 2014

Please cite this article as: Efing, Matthias, Hau, Harald, Kampkötter, Patrick,
Steinbrecher, Johannes, Incentive pay and bank risk-taking: Evidence from Aus-
trian, German, and Swiss Banks, Journal of International Economics (2014), doi:
10.1016/j.jinteco.2014.12.006

This is a PDF file of an unedited manuscript that has been accepted for publication.
As a service to our customers we are providing this early version of the manuscript.
The manuscript will undergo copyediting, typesetting, and review of the resulting proof
before it is published in its final form. Please note that during the production process
errors may be discovered which could affect the content, and all legal disclaimers that
apply to the journal pertain.

http://dx.doi.org/10.1016/j.jinteco.2014.12.006
http://dx.doi.org/10.1016/j.jinteco.2014.12.006


AC
C

EP
TE

D
 M

AN
U

SC
R

IP
T

ACCEPTED MANUSCRIPT

Incentive Pay and Bank Risk-Taking:
Evidence from Austrian, German, and Swiss Banks

Matthias Efing∗

University of Geneva and Swiss Finance Institute

Harald Hau∗∗

University of Geneva and Swiss Finance Institute

Patrick Kampkötter∗∗∗

University of Cologne

Johannes Steinbrecher∗∗∗∗

Ifo Institute Branch Dresden

December 6, 2014

Abstract

We use payroll data in the Austrian, German, and Swiss banking sector to identify
incentive pay in the critical banking segments of treasury/capital market manage-
ment and investment banking for 67 banks. We document an economically signifi-
cant correlation of incentive pay with both the level and volatility of bank trading
income–particularly for the pre-crisis period 2003—7, in which incentive pay was
strongest. This result is robust if we instrument the bonus share in the capital
markets divisions with the strength of incentive pay in unrelated bank divisions like
retail banking. Moreover, pre-crisis incentive pay appears too strong for an optimal
trade-off between trading income and risk, which maximizes the net present value
of trading income. Further analyses indicate that the bonus moderation during the
crisis has removed excessive pre-crisis incentive pay.
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