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Abstract 

We study the value implications of clawback provisions by examining the stock market’s reaction to an 

SEC proposal to mandate clawbacks. We find that firms without a clawback provision experienced positive 

abnormal returns around the announcement, relative to firms with an existing clawback provision. The 

announcement’s impact is strongest for firms with more powerful management. Our findings suggest that 

clawbacks are value-enhancing, but may be resisted by powerful managers, which is why regulation 

mandating clawbacks may be necessary. These findings are particularly topical given the current efforts to 

roll-back the proposed clawback rules as well as governance regulation more generally. 
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1. Introduction  

Principal-agent models (e.g., Holmstrom, 1979) advocate awarding firm managers performance-

based compensation to align their interests with those of shareholders. However, as managers are also 

responsible for reporting performance, they have an incentive to misreport financial information with an 

eye to boosting their compensation (Burns and Kedia, 2006; Efendi, Srivastava and Swanson, 2007), 

which can in turn be costly for investors (Hribar and Jenkins, 2004; Palmrose, Richardson, and Scholz, 

2004). This incentive to misreport can be mitigated through a clawback policy. In brief, a clawback policy 

allows a firm to recoup previously awarded performance-based compensation from executives when a 

misstatement discovered in the firm’s financial reports implies that the compensation should not have 

been paid out.  

Clawbacks have been the focus of regulatory actions taken by SEC, beginning with Section 304 of 

the Sarbanes Oxley Act (SOX) in 2002. Although the SEC has rarely enforced SOX 304, since its 

writing, an increasing number of firms have voluntarily adopted a clawback provision in some form 

(Babenko et al., 2017), sometimes as a result of pressure from investors, according to whom clawbacks 

“will increase transparency, encourage executive pay-for-performance and discourage senior executives 

from engaging in behavior that could cause significant financial harm to the company.” (Silverman, 

2013).  

Two important yet unanswered questions arise in this context: are clawback provisions value-

enhancing — and relatedly, should they be imposed through regulatory action or should the choice be left 

to firms? In regard to the former, while the adoption of clawback provisions may be associated with 

improvements in financial reporting1 (e.g. Chan, Chen, Chen and Yu (2012)), it may also lead to 

undesirable outcomes such as an increase in compensation (e.g. Babenko, Bennett, Bizjak and Coles 

(2017)). Therefore, although clawback provisions have been advocated by some stakeholders, it remains 

unclear whether their potential benefits outweigh their costs.  Furthermore, drawing inferences about the 

impact of clawbacks by examining the voluntary adoption of clawback provisions presents significant 

challenges (Denis, 2012). For example, the voluntary adoption of clawbacks may coincide with other 

value-enhancing changes in corporate policies or is only chosen by firms for whom clawbacks are value-

enhancing. Thus, it remains unclear whether clawback provisions are value-enhancing. 

With respect to the second question, there is an active debate on whether observed governance 

practices are consistent with the optimal private ordering theory of governance or the agency based theory 

                                                           
1As clawbacks can disincentivize misreporting, their benefits are likely to be more significant than the mere value of 

the erroneously awarded compensation that might be recouped.  
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of governance. An agency view suggests that regulatory initiatives are needed to override powerful 

managers and implement optimal governance practices (Bebchuk and Fried, 2003; Schoar and 

Washington, 2011), while a private ordering view (e.g. Demsetz and Lehn, 1985; Hermalin and 

Weisbach, 1998; Larcker, Ormazabal and Taylor, 2011) suggests such choices are best-left to individual 

firms. Examining this issue is of particular importance in the context of the 2010 Dodd-Frank Act, a 

major regulatory initiative which includes clawback regulation, especially now that many of its provisions 

are being revisited and in some cases overturned. Both these questions are the subject of our paper.  

To answer these two questions, we take advantage of the SEC’s announcement of a proposed rule 

that requires firms to adopt a specific and mandatory clawback provision. Specifically, on July 1, 2015, 

the SEC announced proposed Rule 10D-1 to implement section 954 of the Dodd Frank Act. Rule 10D-1 

would require U.S. stock exchanges to create listing standards requiring listed firms to enforce policies 

which direct the board to claw back erroneously awarded incentive pay from executive officers. The 

objective of the proposal was summarized by the Chair of the SEC, Mary Jo White, who stated that 

“executive officers should not be permitted to retain incentive-based compensation that they should not 

have received in the first instance, but did receive because of material errors in their companies’ publicly 

reported financial statements.”2 

The proposed rule would require the recoupment of any incentive-based compensation paid to any 

executive officer during the preceding three fiscal years should an accounting restatement take place. The 

amount clawed back would be the amount received by the executive in excess of what they would have 

received based on the restated information. Finally, the proposed rule would leave the board with little 

discretion over whether or not to claw back erroneously awarded incentive based pay. In particular, the 

rule would require a clawback to take place regardless of whether the executive was at fault for the 

accounting restatement. Only in the event that the costs of recovering the pay exceed the amount to be 

recovered, would the board have the choice to not claw back pay from the executive. Lastly, the proposed 

rules require detailed disclosure of not only the firm’s clawback policy, but also details regarding when 

and how the policy was applied.  

We focus on 10D-1 for two reasons. Foremost, it was the first and only significant action taken by 

the SEC with regards to clawback regulation since the passage of the Dodd-Frank Act in 2010. Moreover, 

unlike Dodd-Frank in 2010 which contained a plethora of governance-related regulation that would 

confound any analysis of the value impact of clawbacks, 10D-1 allows us to isolate the impact of 

                                                           
2 Statement retrieved from https://www.sec.gov/news/statements. 
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clawbacks. In this way, 10D-1 is arguably the most informative event in regards to clarifying how 

clawback regulation passed as part of the Dodd-Frank Act was to be implemented by the SEC.3 

We argue that the announcement of proposed Rule 10D-1 provides a source of exogenous variation 

in clawback policies and can thus be used to study their impact on firm value. Although the broad strokes 

for clawback regulation were already laid out in the Dodd-Frank act, and therefore clawback regulation in 

some form was anticipated, the 10D-1 announcement can still be utilized as a setting for examining the 

value impact of clawbacks. In particular, for 10D-1 to be a valid experiment for studying if clawbacks are 

value-enhancing, there needs to have been ambiguity and uncertainty about the extent to which 

mandatory clawbacks would be imposed on firms prior to the announcement. We argue that ambiguity 

persisted following the Dodd-Frank act over two key issues. Namely, the prescriptiveness of the rule – the 

discretion that the SEC would confer to firms to define their own clawback policies – and relatedly, the 

characteristics of the mandatory clawback, to the extent that these would be fully dictated by the SEC.4 

For instance key issues yet to be fully addressed included which executive officers are covered by 

clawbacks, what compensation components are subject to clawbacks, what triggers clawbacks and 

perhaps most importantly, how much discretion directors would have to trigger a clawback. We confirm 

that uncertainty over these issues remained by showing that news releases prior to July 1st that anticipated 

the announcement but not its contents did not elicit a market reaction, as well as with anecdotal evidence. 

Moreover, it also needs to be the case that the announcement resolved uncertainty in a clear 

direction. We argue, based on our examination of existing voluntary clawback policies and anecdotal 

evidence, that 10D-1 constituted an increase in the strength of clawback provisions relative to what was 

anticipated. In particular, we find that the vast majority of firms’ existing clawback policies were weaker 

than the mandated clawbacks. To the extent that the average existing clawback policy represents an 

expectation of what the proposed rule might have been, this suggests that the proposed rule was stronger 

than expected. Moreover, the close final vote of the proposal (three in favor and two against) hand in hand 

with statements released by the two commissioners voting against the proposal indicating the underlying 

reason for their objection was that late changes to the proposal made it “too broad and too stringent and 

allowed firms too little discretion” suggest that the proposal made the clawback rules stronger. 

                                                           
3 Little material information regarding the Dodd-Frank clawback regulation was forthcoming between the passing of 

the Dodd-Frank Act in 2010 and the announcement of 10D-1 in mid-2015. This is confirmed by our analysis of 

clawback regulation-related news articles between during this period which suggests that none of these events were 

value-relevant for firms. 
4 It is also worth noting that many provisions of the Dodd-Frank act related to executive compensation (5 out of 12) 

are yet to be implemented (see e.g. https://www.sec.gov/spotlight/dodd-frank.shtml). 
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In our analysis we focus on firms that constituted the S&P 1500 index at the time of the 

announcement and identify voluntary adopters of clawback provisions by searching through SEC proxy 

filings (DEF 14A), annual reports (10-K) and current event filings (8-K) for disclosure on the existence of 

a clawback provision. 76% of firms in our sample disclose that they have a clawback provision in place 

prior to the announcement of Rule 10D-1. 

We find that existing voluntary clawbacks shared many characteristics with the proposed 10D-1 

clawback, though the vast majority of existing clawbacks were weaker than 10D-1 clawbacks. Thus to an 

extent, 10D-1 constituted a shock to all firms. However, firms with existing clawbacks which had much 

in common with the 10D-1 clawback, experienced a significantly smaller shock as a result of 10D-1 

relative to firms with no clawback provision whatsoever. Thus, relative to the voluntary adopters 

(“control firms”), firms without any clawback provision (“treatment firms”) are likely to be impacted the 

most by the SEC’s announcement of 10D-1.5 

We examine the market reaction to the SEC announcement and find the following. First, the treated 

group of firms without an existing clawback provision, on average experience positive and statistically 

significant abnormal returns of about 0.6% around the SEC announcement. Second, the control group, 

firms with an existing clawback provision, does not experience abnormal returns that are statistically 

different from zero on average.6  Third, the difference between the average CARs of the firms without a 

clawback provision and those with a clawback provision is economically and statistically significant. 

Therefore, both after controlling for systematic risk factors, as well as relative to firms with an existing 

clawback provision, the market reacted positively to the SEC announcement for firms that did not have a 

clawback provision. This suggests that on average the net impact of a clawback provision on shareholder 

value is positive. 

Our results are also confirmed by regression analysis that allows us to control for observable 

characteristics, such as size and firm performance, which may be associated with abnormal returns. We 

find that controlling for observable characteristics, firms without a clawback provision experienced 0.7% 

higher abnormal returns than those that did. 

As it is in many quasi-natural experiments, the non-random assignment of firms to treated and 

control groups is a potential concern in our setting as firms chose whether or not to adopt a clawback 

                                                           
5 In this context it is noteworthy that our main findings are robust to restricting the control group to only firms that 

had clawback polices that were effectively identical to 10D-1 in strength (i.e., firms that were completely unaffected 

by the ruling). We rely on the broader control group for our main analysis due to power issues – only 43 firms had 

existing clawbacks policies that were effectively identical to 10D-1. 
6 As all firms are subject to the same event, we compute t-statistics following Kolari and Pynnonen (2010) to correct 

for potential biases resulting from cross-sectional return correlation and event-induced variance. 
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provision prior to the announcement of Rule 10D-1. This could bias our results if the determinants of 

voluntary adoptions are correlated with the market reaction around the SEC’s announcement. However, 

there are several reasons why, despite this, our experiment is likely to have strong internal validity. 

First, the fact that 93% of control firms voluntarily adopted their clawbacks more than two years 

prior to the 10D-1 announcement makes it less likely that the endogenous choice of voluntary adoption is 

correlated with the abnormal returns around the event date. Moreover, our results are robust to excluding 

late adopters (i.e., firms that adopted clawbacks less than two years prior to 10D-1) from our sample. 

Second, our results also obtain in a standard event study setting (i.e. firms without clawbacks have 

significant positive reactions to 10D-1 after controlling for systematic risk factors). That is, we find that 

treated firms experience an abnormal return relative to their own counterfactual predicted return. Thus, 

our results are not an artifact of the choice of the control group.  

Third, we employ a simple matching approach that results in treated and control samples that are 

similar in observable characteristics. Specifically, we match every firm without a clawback, to a firm with 

a clawback in the same 2-digit SIC industry that is closest in size, and we find results that are similar to 

using the full set for control firms.7 This helps mitigate concerns that differences between treated and 

control firms – such as those that may result from non-random assignment – induce differences in returns 

around the event which are unrelated to the proposed rule. Moreover, it implies that for any confounding 

event to bias our results it would have to affect our treated and control samples differentially around the 

event window.   

Fourth, our focus on a short window around the event further helps alleviate concerns that our results 

are confounded by other contemporary events or selection. In addition, we analyze other SEC and news 

releases to rule out other events that might explain our results. Fifth, a placebo test using event dates other 

than the actual announcement date further strengthens our confidence that our results are specific to the 

10D-1 ruling, rather than a persistent difference between treated and control firms. Finally, as our analysis 

indicates that 10D-1 was a significant and informative event, it provides meaningful exogenous variation 

and makes it less likely that prior decisions to adopt clawbacks are correlated with CARs around the 10D-

1 announcement.  

Larcker, Ormazabal and Taylor (2011) point out that if existing governance practices of firms are 

chosen optimally, prescriptive regulation will destroy value. In particular, this implies that 10D-1 would 

destroy value for firms that chose not to adopt a clawback provision voluntarily. In contrast to this, the 

                                                           
7 Our results are also robust to constructing our sample using a propensity score matching approach based on 

covariates that predict voluntary adoption from Babenko et al. (2017). 
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positive average abnormal returns around the SEC announcement for firms without a clawback provision 

suggest that the choice not to have a clawback provision was not optimal for the average non-adopting 

firm. Our results thus show that the 10D-1 mandated clawback provisions are value-enhancing for the 

average non-adopting firm, and is counter to the view that prescriptive regulation makes non-complying 

firms worse off. Moreover to the extent that, as argued above, our experiment is internally valid, our 

results also suggest that clawbacks are value-enhancing for the average firm. 

To further explore these results we examine the following two questions. First, if clawback 

provisions are in fact optimal for at least some firms that did not have them, why did they not voluntarily 

adopt a clawback? Second, do the magnitudes of the expected costs and benefits of clawback provisions 

vary across firms? In other words, are clawback provisions more valuable for some firms than others? 

To this end, we utilize sample cuts and interaction tests to assess whether subsets of firms responded 

more or less favorably to the 10D-1. To start, firms where managers’ power over the board is greater may 

benefit the most from having a clawback provision because opportunistic misreporting may be more 

likely (e.g. Efendi, Srivastava and Swanson (2007)). In such firms, the voluntary adoption of clawback 

provisions may also be less likely (Huang, Lim, and Ng, 2015). Using the fraction of the board that is co-

opted by the CEO (i.e., appointed after the CEO assumed office) to identify firms where board capture, 

and hence managerial power, is greater (Coles, Daniel and Naveen, 2015), we find that only firms with 

captured boards experienced a positive market reaction to the SEC announcement relative to firms with a 

clawback provision. We find weaker but similar results using CEO-Chair duality as an alternative 

measure of board capture. These results indicate that the adoption of a clawback provision is most value-

enhancing for firms where managerial power is greatest. This suggests that if firms are left to their own 

devices, clawback provisions may be prevented by powerful management despite being optimal, which 

underscores that regulatory intervention mandating their adoption may be beneficial. 

Given that clawbacks apply to incentive-based compensation specifically, firms that award 

executives a higher portion of their overall pay in the form of bonus payments are likely to be impacted 

more by the adoption of a clawback provision. We find that for both firms with and without clawbacks, 

the reaction to the news of the proposed rule is increasing in the fraction of the CEO’s total compensation 

consisting of bonuses, suggesting that clawback provisions are most valuable for firms that pay more 

bonus compensation. Furthermore, it also suggests that 10D-1 has an impact on the voluntary adopters of 

clawback provisions, potentially due to the stronger form and stricter enforcement of the mandatory 

clawback provisions relative to many existing voluntarily-adopted clawback provisions. 
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Errors leading to restatements, which trigger a clawback, are more likely to be prevented by better 

auditing (Owhoso, Messier, and Lynch, 2002; Romanus, Maher and Fleming, 2008). We thus expect 

weakly-audited firms to be affected more by the adoption of a clawback provision. However, we find only 

weak evidence that the reaction to 10D-1 is greater for firms with lower audit quality, as measured using 

an auditor’s industry market share (e.g. Jayaraman and Milbourn (2014); Reichelt and Wang (2010)). 

We also examine potential costs of clawbacks, which may not be effective in reducing misreporting 

in firms where errors in financial statements may be beyond the control of management, such as firms 

with highly-volatile cash flows, and firms engaged in research and development (R&D) activity. For such 

firms, a clawback may also introduce additional risk for executives that could be compensated for with 

higher pay, a concern expressed by SEC Commissioner Michael Piwowar who voted against 10D-1. 

Furthermore, firms engaged in R&D may resort to reducing R&D expenditure as a means of managing 

earnings following the adoption of a clawback (Chan, Chen, Chen, and Yu, 2015; Fried, 2016). 

Consistent with this we find some evidence that the reaction to the SEC announcement is less positive for 

firms with high cash flow volatility and firms engaged in R&D activity, and that it is in fact negative for 

firms with a clawback that are engaged in R&D. This suggests that a stricter clawback mandated by 10D-

1 may not be optimal for these firms compared to their existing voluntarily-adopted clawback policies. 

Existing research has mainly focused on the voluntary adoption of clawback provisions, which have 

been associated with benefits such as improvements in financial reporting practices (Chan et al., 2012; 

Chan, Chen, Chen, 2013; Dehaan, Hodge and Shevlin, 2013) as well as unintended consequences such as 

higher pay and real activity management (Chen, Greene and Owers, 2015; Chan, Chen, Chen and Yu, 

2015; Babenko et al., 2017). Our study contributes to the discussion on the benefits and costs of 

mandatory clawback provisions (e.g. Fried (2016)) by showing that mandatory clawbacks are value-

enhancing on average. Furthermore, by showing that the value of a clawback is increasing in the extent of 

managerial power, our study also sheds light on how clawbacks enhance value. 

Iskandar-Datta and Jia (2012), Chen et al. (2015) and Babenko et al. (2017) all document that the 

market reacts positively when voluntary clawback provisions are first mentioned in firms’ SEC filings 

(mostly proxy statements). One concern with this research design is isolating the value impact of the 

clawback provisions from other value relevant information in proxy statements. Even more importantly, 

Denis (2012) points out that the inferences one can draw from examining voluntary adoptions are limited. 

For instance, one concern is that a positive market reaction to the voluntary adoption of a clawback may 

by a response to more general improvements in governance and reporting practices rather than the value 

created by a clawback provision specifically. Another concern is that a positive market response to 
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voluntary adoptions does not imply that clawbacks are value-enhancing in general, but instead that 

clawbacks are voluntarily adopted only by firms for whom they are value-enhancing.  

A key departure of our study from existing research on clawback provisions is that we focus on the 

introduction of a proposed rule by the SEC, which we argue conveyed new information to the market 

about mandatory clawback provisions, thus presenting an exogenous shock. We show that firms primarily 

affected by this event, those without a clawback provision, exhibit a positive market reaction. As these 

firms are potentially forced to adopt a clawback provision by law, our finding is not prone to the concern 

that these firms are choosing to adopt a clawback policy. Furthermore, because the event is specific to 

clawbacks and we rule out the existence of confounding events, our finding isolates the impact of a 

clawback provision from other firm policies. Lastly, our finding is further validated because firms less 

affected by the event, those with an existing clawback provision, do not exhibit a significant reaction. In 

this context it is important to note that drawing a causal conclusion, as we do in this paper, is important as 

a guide for policy on clawbacks in particular and governance regulation more generally.  

Our study also addresses the broader issue of how corporate governance practices impact firm value 

(e.g. Gompers, Ishii and Metrick (2003); Cuñat, Gine and Guadalupe (2012)). More specifically, our 

study contributes to a debate on the value impact of regulatory actions on executive compensation 

practices and corporate governance practices in general. Cai and Walking (2011), for instance, find that 

mandatory say-on-pay votes create value for some companies and destroy value for others. Larcker et al. 

(2011) examine market reactions to various corporate governance regulatory actions and find that firms 

whose existing governance practices are most inconsistent with the proposed regulations exhibit negative 

reactions. This is consistent with the view that existing governance choices of firms reflect optimal 

contracts between shareholders and management and that government-imposed governance mandates are 

value-destroying. We find instead that firms whose existing governance practices are most inconsistent 

with the proposed rules on clawbacks, i.e. those without a clawback provision, exhibit positive market 

reactions. We further find that firms with weaker governance benefit the most from the adoption of a 

clawback. Therefore, in contrast to Larcker et al. (2011), we find support for the view that existing 

governance choices may be sub-optimal and that government-imposed governance practices can enhance 

value. This view is also supported by Cohn, Gillan and Hartzell (2016) who find that increases in 

shareholder control associated with SEC rulings on proxy access are value-enhancing.   

Despite the advantages of our study relative to the existing literature, it is instructive to point out 

some of its shortcomings. First, to the extent that the SEC’s announcement was partially anticipated this 

may understate or conflate the true value of clawbacks. Second, we are looking at the value impact of a 

specific mandatory clawback ruling. Thus, our results may be an artifact of the specificities of this 
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particular regulatory episode. Third, we are unable, partially due to low power, to shed much light on 

which components of a clawback provisions are valuable and provide evidence about how an optimal 

clawback policy should be structured. Nonetheless, on balance our study overcomes many of the 

challenges facing the existing literature and advances our understanding of both clawback policies and the 

regulation thereof. 

2. Clawback Provisions 

In this section we first provide details on the SEC’s July 1, 2015 proposal to impose mandatory 

clawback provisions. Second, we present the advantages and disadvantages of mandatory clawback 

provisions for shareholders and discuss how clawback provisions are likely to affect firm value. 

2.1. SEC’s Proposed Clawback Rules (Rule 10D-1) 

 On July 1, 2015 the SEC proposed new clawback rules (rule 10D-1; hereafter also referred to as 

‘the proposal’ or ‘the proposed clawback rules’) as mandated under section 954 of the Dodd Frank Wall 

Street Reform and Consumer Protection Act. Proposed Rule 10D-1 is the SEC’s first and only 

accomplishment to date with regards to section 954 of the Dodd-Frank Act since the act was signed into 

law on July 21, 2010.8 The proposed rules require that stock exchanges impose listing standards which 

oblige firms listed on the exchanges to develop and enforce policies which direct the board to claw back 

erroneously awarded incentive pay from executive officers. As summarized by the SEC Chairman Mary 

Jo White the proposal sought that “executive officers should not be permitted to retain incentive-based 

compensation that they should not have received.”  

The specifics of the proposed clawback rules are as follows. First, the clawback would be triggered 

by an accounting restatement. Second, the clawback policy would apply to incentive based compensation 

received by an executive officer during the three fiscal years preceding the date the accounting 

restatement is triggered. Incentive based compensation is defined as any compensation that is granted, 

earned or vested based wholly or in part upon attainment of any financial reporting measure, including 

stock price and total shareholder return (TSR). The executive officer definition is broad and includes not 

only NEOs but also any vice president in charge of a principal business unit and any other person who 

performs policymaking functions for the company.  

                                                           
8 E.g. see https://www.sec.gov/spotlight/dodd-frank-section.shtml#954 
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Third, the amount clawed back would be the amount received by the executive in excess of what the 

executive should have received based on the restatement. Fourth, the clawback would apply regardless of 

whether the executive was at fault for the accounting restatement. Fifth, boards have little discretion with 

regard to when to claw back erroneously awarded incentive based pay. It is only in cases in which the 

costs of recovering the pay exceed the amount to be recovered that boards can use their discretion to not 

claw back pay from the executive. Lastly, the proposed rules require detailed disclosure of not only the 

firm’s clawback policy, but also details regarding when and how the policy was applied (or not applied).  

Prior to the SEC’s proposal, existing clawback policies were of two forms: (i) clawbacks as 

mandated by section 304 of the Sarbanes-Oxley Act (SOX) and (ii) voluntary clawback policies adopted 

by firms. In what follows we discuss how the SEC 2015 clawback proposal (10D-1) compares to (i), 

while in Section 3 we compare 10D-1 to (ii).  Section 304 of SOX requires firms to claw back any bonus, 

incentive or equity based compensation received by the CEO or CFO in the 12 months following an 

accounting restatement that results from material noncompliance with financial reporting requirements.  

The proposal reaches significantly further than section 304 and therefore results in stronger clawback 

policies. First, while section 304 requires the accounting statement to be due to misconduct on the part of 

the officer from whom pay will be clawed back, the proposal applies to all officers covered by the 

proposal regardless of fault. As misconduct is not only difficult to discover, but can also be difficult to 

prove in court (Fried 2016), this change results in considerably stronger clawback provisions. Second, 

section 304 was enforced by the SEC which pursued few enforcement actions due to limited resources. 

Unlike section 304, the proposed clawback rules are enforced by the boards and boards have limited 

discretion over when and how the clawback is enforced. The firm would be subject to delisting if the 

board does not comply with the 10D-1 clawback rules. This difference between 10D-1 and Section 304 

also suggests that the proposed clawback rules are likely to have significantly more potency than section 

304.  

2.2. Value Implications of Clawback Provisions 

Here we lay out the advantages and disadvantages for shareholders of mandatory clawback 

provisions and how they are likely to affect firm value. We start with the advantages. The main rationale 

for clawback provisions is to deter the manipulation of earnings and misreporting of financial statements 
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by managers. This is due to both (i) the recoupment of managers’ erroneously awarded incentive pay by 

the board ex-post and (ii) the reputational cost associated with public disclosure of the enforcement of 

clawback provisions which in turn could lead to reduced employment prospects for managers (Desai et al. 

2006). Clawback policies should therefore lead to more accurate financial statements, less accounting 

manipulation and fewer restatements. By lowering asymmetric information between managers and 

outside investors and strengthening investor confidence in financial information disseminated by firms, 

this is in turn expected to have a favorable impact on the firm’s cost of capital and stock liquidity 

(Diamond and Verrecchia, 1991).    

Bebchuk and Fried (2003) argue that powerful CEOs can influence the terms of their own 

compensation contracts at the cost of shareholders. Thus, another advantage of mandatory clawback 

regulation is that it may restrain the behavior of powerful managers. Due to their power and influence 

over the board, these managers may be able to dissuade the board from imposing a clawback policy, 

convince the board to implement a weak clawback policy or use their influence to prevent the board from 

enforcing an existing clawback policy. Worse, such managers are also more likely to engage in the 

manipulation of financial statements (Agrawal and Chadha, 2005; Baber, Kang, Liang and Zhu, 2015) 

and therefore arguably their firms would derive more benefits from an effective clawback policy relative 

to the average firm. 

 There are several potential disadvantages to shareholders that are associated with mandatory 

clawback provisions. First, mandatory clawback provisions may lead to higher levels of executive 

compensation. This is because clawback policies may increase the managers’ perceived risk of 

compensation contracts. To counteract this, optimal contracting theory suggests that boards may offer 

compensation contracts with higher levels of pay (Chen, Greene and Owers 2014). Consistent with this 

Babenko et al (2017) and Dehaan et al. (2011) find that voluntary adopters of clawback policies have 

higher total pay following adoptions; though, Iskandar-Datta and Jia (2013) find no change. 

Second, clawbacks have two counteracting effects on pay-performance sensitivity. On the one hand, 

the higher perceived risk imposed on the executive by the clawback policy (due to the potential for ex-

post recoupment of paid compensation), increases the risk premium of the compensation contract which 

could result in a lower optimal pay-performance sensitivity and lower shareholder value (Bhagat and 
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Romano, 2009). On the other hand, more accurate reporting should increase optimal pay-performance 

sensitivities in executive compensation contracts (Goldman and Slezak (2006), Fried and Shilon (2011)). 

The net impact of clawback provisions on pay-performance sensitivity thus depends on the relative 

magnitude of these two effects.  If the former effect outweighs the latter, firms may end up with lower 

pay-performance sensitivity which can lead to a potential reduction in shareholder wealth (Bhagat and 

Romano, 2009). The empirical evidence on this mixed. While Babenko et al (2017) find that equity-based 

compensation increases following adoption, Iskandar-Datta and Jia (2013) find no change.   

Third, mandatory clawbacks impose the same required minimum clawback policy on all firms. In the 

absence of regulation, firms can voluntarily adopt clawback provisions that are optimally tailored to their 

needs. That is, they would only adopt clawback provisions for which the benefits outweigh the costs. 

Therefore, if voluntary adoption is done optimally, shareholders should experience an increase in wealth 

when firms adopt clawback provisions. However, this may not be true in the case of a mandatory 

clawback regulation such as 10D-1 (Denis 2012). This is because for some firms the costs of mandatory 

clawback provisions may be higher than the benefits, making mandatory clawback provisions value-

destroying for these firms.  

 Moreover, firms that had stronger clawback policies relative to the 10D-1 mandate may revert to 

the required minimum level instead of having a unique yet optimal clawback policy (Denis 2012). This is 

a concern for any regulatory prescription as it could be replacing a superior precautionary policy or a 

more appropriate disciplinary course of actions. For example, in the context of mandatory clawback 

provisions a board that might otherwise have imposed harsher penalties for a particularly atrocious 

financial misstatement could instead settle for the sub-optimal government-mandated disciplinary action. 

Fourth, mandatory clawback provisions could create the illusion that the firm’s disclosed financial 

information is of high quality. Consequently, auditors may scrutinize financial statements less which 

potentially lowers the reporting quality of financial statements. Chan, Chen, Chen and Yu (2012) find that 

voluntary adopters of clawback policies issue more credible earnings statements and are less likely to 

restate earnings, but auditors spend less time auditing their financial statements. Although these findings 

are consistent with clawbacks leading to higher quality financial statements (Chan et.al 2014), they are 

also consistent with more lenient and insufficient audits (induced by the perception that financial 
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statements are more accurate) reducing the likelihood of detecting misstatements (Denis, 2012). Thus, the 

lower number of restatements and the less time spent by auditors for voluntary adopters of clawbacks 

could be a sign of destruction of shareholder value as opposed to the value- increasing explanation 

provided by Chan et al (2012).  

Fifth, mandatory regulations such as 10D-1 have compliance costs (Fried, 2016). In the case of 10D-

1, which applies to all listed firms, such compliance costs may be significant for smaller issuers who 

unlike larger issuers are less likely to be able to cover the fixed costs of compliance.  

We also discuss some unintended consequences that are specific to proposed rule 10D-1. One such 

consequence is that boards become less likely to issue financial restatements. This is because under the 

proposed rules, clawbacks are triggered when a firm issues a financial restatement. As boards and 

managers retain discretion in regard to issuing a financial restatement, they may choose not to restate 

erroneous financial statements in order to avoid triggering the clawback (Dehaan et al., 2013). Consider 

the case in which an executive manipulates the firm’s performance by a small amount to beat a 

discontinuous or kinked performance threshold in that executive’s bonus contract. In such situations, 

boards may be tempted to let the manipulation slide as triggering the clawback would force them to claw 

back earnings from all of the executives covered by 10D-1. These tendencies may be even more 

pronounced if the CEO is powerful. This unintended consequence comes at the cost of shareholders as it 

reduces the accuracy of disclosed financial information. 

Another unintended consequence is that 10D-1 may give firms an incentive to tilt compensation 

away from incentive compensation that is tied to financial performance metrics towards incentive 

compensation that is tied to more subjective metrics. Specifically, the clawback requirements could lead 

to firms substituting compensation that is awarded contingent on financial measures such as earnings or 

stock return (these are subject to being clawed back under 10D-1) towards compensation that is tied to 

more subjective or operational metrics (i.e., metrics that are not reported in financial statements) in order 

to avoid clawbacks. This could have adverse incentive effects and potentially reduce pay-performance 

sensitivity.  

A final unintended consequence of rule 10D-1 is that it could give firms incentives to substitute 

earnings management (which could trigger clawbacks) with potentially much costlier real activity 
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management (Fried 2016). Consistent, with this Chen et.al (2015) find evidence that some firms that 

voluntarily adopted clawback policies, engaged in less accrual management, but more real transactions 

management such as cutting selling, general and administrative expenses (SGA), advertising expenses or 

research and development expenditure (R&D).  

Considering that there exist many potential benefits and costs of clawback provisions, it is also 

possible that 10D-1 is value-enhancing for some firms and value destroying for others (e.g. Cai and 

Walking (2011)). Furthermore, existing choices of firms to have clawback policies may already reflect 

optimal contracts between shareholders and management (Larcker et al., 2011). In other words, firms for 

whom clawbacks are value-enhancing will have voluntarily adopted them, and firms for whom clawbacks 

are value-destroying will have not adopted them. In this case, mandatory clawback provisions imposed by 

10D-1 will disrupt the equilibrium and destroy value. Alternatively, the choice of some firms to not have 

a clawback prior to 10-D1 may be sub-optimal if this choice is, for instance, the result of the influence of 

powerful managers. If this is case, then the introduction of mandatory clawback provisions will be value-

enhancing for such firms.   

3. Data and Sample Construction 

Our sample consists of firms that constituted the S&P 1500 index as of June 2015. Imposing the 

requirement of data availability from Compustat, Execucomp and CRSP to construct our variables of 

interest (see Table A1 for definitions), results in a sample of 1475 firms.  

3.1. Identifying Firms with Clawback Provisions 

To identify whether our sample firms have a clawback provision, we follow the procedure detailed 

by Babenko et al. (2017). We use a script to search through all form 8-K’s, 10-K’s and proxy filings filed 

with the SEC between January 2014 and June 2015 to determine if the firm discloses having a clawback 

provision. We flag filings which describe a clawback provision by searching for the expressions used by 

Babenko et al. (2017).9 Next, we read through each filing that our script flags as describing a clawback 

                                                           
9 The Boolean search expressions are; clawback!; claw! w/4 back!; compensat! w/6 recover!; compensat! w/6 

recoup!; recoup! w/6 provision!; recoup! w/6 polic!; recoup! w/6 award!; recover! w/6 award!. 
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policy to verify that the firm indeed has a clawback policy. This step is necessary because our script also 

flags some firms that did not have a clawback provision as having one.10 

1123 firms disclose that they have a clawback policy in place. The remaining 352 firms either 

explicitly declare that they do not have a clawback provision in place or do not disclose that they have a 

clawback provision. Like Babenko et al. (2017) and others, we assume that firms that do not disclose 

having a clawback provision do not have one in place. The details of voluntary clawback policies that 

firms have in place vary in their terms, such as the employees that the policy is applicable to, the length of 

time over which the clawback applies, the type of compensation covered etc. Two examples of excerpts 

from firms’ SEC filings that describe clawback policies are as follows: 

Excerpt 1 

“Under our Annual Incentive Plan and long-term incentive plan, in the event of a restatement of 

financial results to correct a material error or other factors as described in the long-term 

incentive plan, the Committee is authorized to reduce or recoup an executive officer’s award, as 

applicable, to the extent that the Committee determines such executive officer’s fraud or 

intentional misconduct was a significant contributing factor to the need for a restatement.” 

Excerpt 2 

“In 2012 the Company’s Board adopted a Clawback Policy. All equity and non-equity incentive 

plan compensation granted by the Company in 2013 and thereafter will be subject to this 

Clawback Policy. The policy provides that if an accounting restatement is required due to the 

Company’s material non-compliance with any accounting requirements, then all of the 

Company’s executive officers, regardless of whether they were at fault or not in the 

circumstances leading to the restatement, will be subject to forfeiting any excess in the incentive 

compensation they earned over the prior three years over what they would have earned if there 

had not been a material non-compliance in the financial statements.” 

                                                           
10 An example of such an occurrence would be when a firm explicitly mentions that they do not have a clawback 

provision. Another example is, as Babenko et al. (2017) point out, when the term clawback refers to a provision of a 

lending agreement rather than a compensation clawback policy. 
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The first excerpt is more typical of the firms in our sample that have a clawback policy. A typical policy 

covers all NEOs and applies to any incentive-based compensation paid up to 3 years before any 

restatement. These are features shared by the clawback policy proposed in rule 10D-1. As in excerpt 1 

(“…the Committee is authorized to…”), many firms maintain that the board reserves discretion to 

exercise the clawback. Some firms elaborate that the clawback will be exercised if the board deems the 

restatement to be a result of misconduct or negligence by the executive in question. In contrast, the 

proposed rule limits the discretion of the board in exercising the clawback, as it explicitly states that 

recovery of compensation would be triggered on a “no fault” basis. That is, regardless of whether the 

executives are responsible for the error or not. The second excerpt is less typical for voluntary clawback 

adopters in that it appears to not confer discretion on the board and is thus more similar to the terms of the 

proposed rule. 

To better understand how voluntary adopted clawback policies compare to the clawback rules 

mandated by 10D-1, we gather data on the characteristics of existing clawback provisions. The items we 

focus on are the triggering events, the employees subject to a clawback, whether the clawback requires 

the employee in question to be deemed responsible, the type of compensation covered, the identity of the 

individuals overseeing the clawback, whether the overseer has discretion to exercise the clawback, and 

the statute of limitations. For firms with a clawback provision, we search for this information in 8-K’s, 

10-K’s and proxy filings that mention clawbacks made up to 3 years prior to the annoucement. Like 

Babenko et al. (2017), we find that not all firms disclose these details. Furthermore, firms disclosing 

details do not always do so for all characteristics. The data is summarized in Table 1. 

Consistent with Babenko et.al (2017) we find significant heterogeneity in the characteristics of 

voluntary clawback policies. Moreover, it is comforting that our summary statistics are similar to what 

they report in their Tables 2 and 3. 93% of disclosing firms have a clawback that is triggered by a 

restatement. In 99% of disclosing firms, the clawback applies to all NEOs. In 86% of disclosing firms, the 

clawback applies to cash, stock and option compensation. 67% of disclosing firms report a statute of 

limitations for the clawback of at least 3 years. Therefore, along these dimensions, the voluntary clawback 

provisions on average appear to resemble the proposed rule 10D-1 for most firms.  
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The key difference between voluntarily adopted clawbacks and the proposed mandatory clawback is 

in the dimension of whether the responsible party needs to be deemed at fault, and whether the firm has 

discretion in choosing whether to exercise the clawback. It is common practice for clawbacks to be 

overseen by a firms’ directors (in 98% of disclosing firms, the clawback is overseen by either the 

compensation committee or the entire board), who typically have discretion to determine whether an 

employee is at fault for a misstatement and whether a clawback should take place. Only 34% of disclosing 

firms state the clawback must apply regardless of whether the employee subject to the clawback is 

deemed to be at fault for the triggering event. Furthermore, 60% of disclosing firms state that the 

clawback will be exercised at its discretion. In contrast, under the terms of the proposed rule, the 

clawback applies to any employee regardless of whether they are deemed at fault for the misstatement and 

discretion is all but eliminated.11  

In total, only 43 firms (about 5% of disclosing firms) have an existing clawback provision that is 

comparable in strength to what is mandated by the proposed rule. In particular, only 43 firms disclose 

having a clawback that is triggered by a restatement, covers all NEOs, applies to cash, stock, and option 

compensation, has a statute of limitations of at least 3 years, applies regardless of whether the employees 

in question are deemed at fault and does not confer the board with discretion to exercise the clawback. 

Moreover, Babenko et al. (2017) show that none of the 232 firms in the S&P 500 that had a voluntary 

clawback in place and experienced an accounting restatement, used the clawback provision to recoup pay 

from executives. Thus, not only do most voluntary clawback provisions offer significant discretion to the 

board, but in practice the board makes use of this discretion to avoid activating the clawback policy.12 For 

these reasons, it seems reasonable to argue that the form of the clawback mandated by the rule exceeds 

the strength of the average voluntarily-adopted clawback. 

                                                           
11 Though the proposed rule mostly eliminates discretion, minimal discretion may be exercised by either the 

compensation committee or the board. In particular, the terms of the proposed rule state that only in the event that 

the costs of recovering the pay exceed the recoverable amount would the board have the choice to not claw back pay 

from the executive. 
12 The fact that voluntary clawbacks were rarely used does not necessarily imply that they were ineffective. In fact, 

there may still have had deterrent effect on misreporting as the firm has the discretion to recoup compensation that 

resulted from erroneous financial reporting. 
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3.2. Firm Characteristics 

Table 2 compares the characteristics of firms that disclose having a clawback provision to firms that 

do not. All variables are measured for the fiscal year 2014. The table reports the means and medians of 

the firm characteristics between firms that did not have and had clawback provisions and the respective 

differences with p-values. The table indicates that there are statistically significant differences in the 

means and medians of several firm characteristics. Relative to firms that had a clawback provision, firms 

that did not have a clawback provision are on average substantially smaller as measured by total assets, 

market capitalization or sales, hold more cash (mean only), are less levered, and have lower Tobin’s Q. 

They also have more tangible assets on average and pay their CEOs less. As our goal is to examine the 

difference in the market reaction to the proposed rule between firms without and with a clawback 

provision, the differences noted in observable firm characteristics may be of concern if they are also 

correlated with cumulative abnormal returns (CARs) around the announcement of the proposed rule. 

To address this issue we construct a matched sample of firms with clawback provisions for the 

sample of firms without one. In particular, we match each firm that does not have a clawback provision to 

a firm that has a clawback provision within the same 2-digit SIC industry that is closest in size (natural 

log of total assets). We exclude 7 firms that do not have a clawback provision which belong to 2-digit SIC 

industries for which we are unable to obtain a match. In total we are therefore able to obtain matches for 

345 firms that do not have a clawback provision. We allow a firm with a clawback provision to serve as a 

match for multiple firms that do not have a clawback provision (i.e. we match with replacement). Table 3 

compares characteristics of the 345 firms that do not have a clawback provision to the matched sample of 

firms that did not have a clawback provision and shows that our simple matching progress results in a 

matched sample of firms with clawback provisions that are more comparable in observable characteristics 

to firms without a clawback provision. After matching, there are no statistically significant differences in 

the means and medians of the firm characteristics, except for total CEO pay (median only), the portion of 

total CEO pay consisting of bonus payments (median only), and cash flow volatility (median only). 
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Finally, a greater proportion of firms without a clawback provision have a CEO-Chair than firms with a 

clawback (39% vs. 46%).13 

4. Identification Strategy 

As discussed in section 2, whether clawback policies increase or decrease firm value is an empirical 

question. Identifying how clawbacks affect firm value necessitates a source of exogenous variation in 

clawback policy. Absent such variation it is not possible to isolate the impact of clawback policies from 

other factors that affect firm value. For instance, any positive association between voluntary adoption of 

clawback policies and firm value could be explained by a selection effect. That is, firms adopt clawbacks 

only if they believe they are value enhancing. Alternatively, the positive association could be due to 

signaling. Boards adopt clawbacks as part of a broader strategy designed to improve governance through 

better monitoring and reporting quality. Thus, the positive association may be due to other expected 

improvements in governance or reporting quality rather than the adoption of the clawback.  

We argue that the SEC’s July 1, 2015 announcement of the proposed clawback rules (rule 10D-1) 

provides a source of exogenous variation in clawback policies that can be used to identify the impact of 

clawback provisions on firm value. As we contend in Section 2 above, rule 10D-1 represents a stronger 

clawback policy than existing rules (Section 304 spawned by SOX) as well as the great majority of 

voluntary clawback policies. In other words, the proposal by the SEC constitutes an increase in the 

strength of clawback provisions for the great majority of firms. 

Although the new clawback rules represent broader and more stringent clawback policies, to be able 

to use the announcement of the proposal on July 1 to identify the impact of stronger clawbacks on firm 

value, it is critical to consider how much new information was released on July 1. It is certainly possible 

that much of the information contained in the proposal was already priced as the broad strokes of the 

likely clawback legislation were specified in Section 954 of the Dodd-Frank Act of 2010. Section 954 set 

forth that all listed companies adopt clawbacks policies that would claw back incentive based 

compensation from executive officers that was awarded erroneously and received during the 3 year period 

                                                           
13 As an alternative, we also employ propensity-score matching (PSM) to construct a matched sample. Our choice of 

covariates used for matching are based on models (4) and (6) from Table 5 in Babenko et al. (2017). The quality of 

matches from the PSM approach is similar to our less parametric matching approach and we find similar results 

(reported in Appendix Table B4).  
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prior to the accounting restatement. The language in Section 954 was also consistent with, but did not 

explicitly state, that pay would be clawed back even in the event of no fault by the executive and that the 

board would have limited discretion to determine if pay should be clawed back. However, considerable 

uncertainty remained regarding the future implementation of this provision as well as many other 

provisions of the Dodd-Frank Act.14 

In addition, a June 2 article in the Wall Street Journal (WSJ) leaked some information regarding the 

upcoming clawback rules. The article states that according to insiders, the proposal will be unveiled on 

July 1, and it also sheds light on some of the likely contents of the proposal. Specifically, insiders familiar 

with the draft told the WSJ that under the proposed rules clawbacks would be triggered in more 

circumstances and apply to more executives, however, it was short on specifics. There was no mention of 

whether the rule would be prescriptive and whether the company would retain discretion when a 

clawback would be triggered (Ackerman, June 2, 2015).15  

Despite this, we argue that significant uncertainty about important details of the legislation remained 

unresolved prior to July 1. First, many key terms in Section 954 needed to be elaborated further. For 

instance, how many executive officers are covered by the clawback, when do clawback-triggering 

financial restatements have to be issued and how much discretion does the board have in regards to this, 

what parts of incentive-based compensation can be clawed back, what type of actions constitutes material 

noncompliance and trigger clawbacks, how much discretion would the board have in regard to whether or 

not to trigger the clawback etc. Clarifying these details is vital for determining the strength of the 

clawback rules as well as whether the proposed clawbacks were stronger than the voluntary clawbacks 

that many firms already had in place. Second, statements by key players suggest that much of this 

uncertainty was resolved late in the process. SEC Commissioner Michael Piwowar states in a dissent to 

the proposal that “up until two weeks ago, I was fully prepared to vote in favor of the proposal until 

significant changes were made that, in my opinion, were unsupportable.”16 This suggests that late changes 

                                                           
14 For instance, out of twelve mandatory rulemaking provisions in the Dodd-Frank Act regarding executive 

compensation only seven have been adopted to date (see https://www.sec.gov/spotlight/dodd-frank.shtml#). 
15 For instance on June 3, Broc Romanek, a former SEC attorney, commented that “The critical issue is whether the 

proposed clawback rules will be principles-based or prescriptive”, and elaborating that “’Principles-based’ means 

‘just disclose what you have that you treat as a clawback.’” (Romanek, 2015). 
16 Statement retrieved from https://www.sec.gov/news/statements. 
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were significant enough to change the mind of at least one of the five voting members. Third, we 

investigate the market reaction to the WSJ article on June 2. In event windows around the release of the 

WSJ articles, we find neither significant abnormal returns for firms without clawbacks nor a significant 

differential reaction between firms with existing clawback policies and firms without (results are reported 

in Appendix Table B4). Thus, there seems to be little evidence that the WSJ article resolved a significant 

amount of uncertainty regarding the proposed clawback rules.   

Another important point is how the proposal announced on July 1 compared to market expectations. 

Did the market expect the proposal to be stronger or weaker than what was announced? The final vote in 

favor of the proposal was close at three votes in favor and two against (the vote was split along party lines 

with two democrat comissioners voting in favor and two republican comissioners voting against – the 

politically independent SEC Chair Mary Jo White also voted in favor). In his dissenting opinion SEC 

Commissioner Michael Piwowar suggests that he voted against as the proposal was too broad and too 

stringent and allowed firms too little discretion. In a second dissenting opinion, SEC Commissioner 

Daniel Gallagher puts forward the view that changes in the proposal to (i) expand the definition of 

executive officer and (ii) to include strong language such as that the clawback would apply “without 

regard to fault”, motivated his decision to vote against. Both dissenters state that they are not against 

clawback rules per se, but that the proposal as issued was too prescriptive, too broad and too strong.17 

This evidence is suggestive that the late changes to the proposal made the clawback rules stronger. To the 

extent that the average existing clawback policy represents the market’s expectation of what the proposed 

rule might have been, this suggests that the proposed rule exceeded the market’s expectation of the 

strength of the mandated clawbacks. Given the evidence above we therefore posit that the July 1 

announcement of the proposed mandatory clawback rules constitutes an exogenous shock to the strength 

of clawback provisions (i.e., a positive shock to clawback provisions).  

We argue that firms that had adopted a voluntary clawbacks prior to July 1st are less likely to be 

affected by the shock to clawback provisions. As discussed in the previous sections, there was significant 

heterogeneity in voluntary clawback policies. Nevertheless, most voluntary clawbacks contained some of 

the provisions that were made mandatory with 10D-1. Thus, it is likely that firms with voluntary 

                                                           
17 Statements retrieved from https://www.sec.gov/news/statements.  
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clawback policies were less affected by the SEC’s announcement of 10D-1 than firms without clawback 

policies. In this sense, voluntary adopters can be considered the control group while firms without 

clawbacks are the treated group.18 We use this framework to test whether the firms in the treated group 

were differentially affected by the shock to clawbacks relative to the firms in the control group. This setup 

helps rule out common trends that could bias our results. That is, if there is another event that leads to 

abnormal returns and coincides with our event windows, it would have to affect our treated and control 

group differentially in order to contaminate our findings. 

We check SEC press releases for any potentially confounding events during June and July 2015. The 

SEC made 29 press releases in June and 24 in July including the 10D-1 announcement.19 A total of 9 are 

related to either accounting or executive compensation. Five of these are related to individual cases of 

fraud and none are within 2 weeks of the announcement. A release on June 4, 2015 announced the 

availability of new analysis on pay disclosure rules proposed by the SEC. A release made a day after the 

10D-1 announcement, on July 2, 2015, announced the reappointment of a director of the Public Company 

Accounting Oversight Board (PCAOB) for a second term. Two other releases took place on the same day 

as the 10D-1 announcement, on July 1, 2015. One was an announcement that Deloitte & Touche LLP was 

charged and agreed to $1 million settlement for violating auditor independence rules “when its consulting 

affiliate maintained a business relationship with a trustee serving on the boards and audit committees of 

three funds it audited.” Though this pertained to a privately-held fund-management company, we verify 

that our results are robust to excluding any firms that were being audited by Deloitte & Touche LLP at the 

time (reported in Appendix Table B4).  

The other new release on July 1, 2015 announced that the SEC voted to issue a concept release to 

solicit comments on current disclosure practices of audit committees’ oversight of independent auditors.20 

It is plausible that this event could have elicited a positive reaction from the market if it signaled 

                                                           
18 Ideally, the control group would have existing clawback policies that contain all the provisions in 10D-1.Only 43 

firms satisfy this requirement. This significantly reduces the power of our tests and limits the set of tests (sample 

splits, etc.) that we can implement to explore the value of clawback provisions in more depth. Nevertheless, as we 

describe later, we use this alternative control group in a robustness test and obtain results similar to our main 

findings.  
19 Retrieved from https://www.sec.gov/news/pressreleases 
20 The SEC “occasionally publishes ‘concept’ releases to solicit the public's views on securities issues so that [it] can 

better evaluate the need for future rulemaking” (retrieved from https://www.sec.gov/rules/concept.shtml).  
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improvements in audit committee oversight. Though this release did not concern clawbacks specifically, 

if the existence of voluntary clawbacks is positively correlated with better audit committee oversight, it 

could also result in higher abnormal returns for firms without a clawback relative to firms that have one, 

potentially confounding our results. We argue however, that this concern is minimal because the SEC was 

merely evaluating stakeholders’ views on current practices for disclosure of audit committee oversight 

and the outcome of this would be highly uncertain. In contrast, the 10D-1 announcement provided explicit 

details of a proposed mandatory regulation that had hitherto lacked them. The length of the 10D-1 press 

release was about 1300 words while the length of the concept release was about 200 words. Each of the 5 

SEC commissioners issued a statement on July 1, 2015 about the 10D-1 announcement while none issued 

a statement on the concept release. This suggests that the announcement of 10D-1 was a far more 

significant and informative event.21 

It is important to note that similar to other quasi-natural experiments created by regulatory 

interventions, the non-random assignment of firms to treated and control groups is a potential concern as 

firms choose whether or not to adopt a clawback provision prior to the announcement of Rule 10D-1. One 

could argue that if the decision to adopt or not adopt clawback provisions is correlated with unobserved 

determinants of abnormal returns around the event, this could imperil the internal validity of the 

                                                           
21 The proposed rule was to be subject to a 60-day comment period and a final vote was to be held at a later date. 

Subsequent vacancies at the commission are likely to have stalled the process of finalizing proposed rule 10D-1 and 

other SEC regulatory initiatives (Casey, January 30, 2017). SEC commissioners Daniel Gallagher (Republican-

affiliated) and Luis Aguilar (Democrat-affiliated) announced their departures from the SEC in September 2015 

(Lynch, September 4, 2015) and November 2015 (Barlyn, November 16, 2015) respectively. Two nominees to fill 

the vacancies were revealed in October 2015 but not approved in a vote held on April 7, 2016 (Washington Post 

Editorial Board, April 30, 2016). Partisan disputes following the death of Supreme Court Justice Antonin Scalia in 

February 2016 are thought to have further contributed to the delay in filling the SEC vacancies (Davis, February 18, 

2016) until January 2018 (see https://www.sec.gov/about/sechistoricalsummary.htm). Furthermore, in the aftermath 

of the 2016 election SEC Chair Mary Jo White announced that she would be stepping down in January 2017 

(Michaels, Viswanatha and Ackerman, November 14, 2016). On May 4, 2017, the U.S. House of Representatives 

Financial Services Committee voted to approve the Republican party-led Financial CHOICE Act Version 2.0 which 

undoes significant parts of the Dodd-Frank act (Witkowski, May 4, 2017). The proposed action of this act regarding 

clawbacks is to amend existing terms of the Dodd-Frank act to limit the policy to executives with control or 

authority for company financial reporting (see https://www.congress.gov/bill/115th-congress/house-bill/10/text). 

The House of Representatives, with a Republican majority, voted to approve the bill on June 8, 2017 as expected. 

However, with Democrats largely opposed to the bill, its terms are likely to be negotiated if it is to be passed by the 

Senate where a 60-vote majority is required (Tracy and Witkowski, June 8, 2017). On September 26, 2017, the 

current SEC Chair (as of May 2017) Jay Clayton was quoted as saying that “the Dodd-Frank clawback rule was ‘on 

his list’ and that he intended to ‘finish the mandate’” (McKenna, September 26, 2017). As many events have since 

contributed to the failure to finalize proposed rule 10D-1 and created uncertainty about the rule’s outcome, we are 

unable to identify a specific date that is suitable for an event study like the announcement of proposed rule 10D-1. 
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experiment. However, to the extent that the decision to adopt a voluntary clawback provision was made 

years in advance of the proposed Rule 10D-1 makes this concern less problematic. It is therefore 

comforting that about 93% of firms with voluntary clawbacks adopted these provisions at least two years 

prior to the event.22 

Moreover, the fact that the treated and control firms are, after matching, similar along observable 

firm characteristics in the pre-treatment period, suggests that the control firms’ decision to voluntarily 

adopt a clawback provision was less likely to be motivated by pre-existing differences between the treated 

and the matched control firms. For the non-random assignment to the treated and control group to 

undermine the validity of our experiment, there needs to be some unobservable characteristic that 

determines the voluntary adoption of clawbacks that is also correlated with abnormal returns around the 

event window. The fact that our event window is short makes this possibility even more unlikely. In light 

of this discussion, it is unlikely that the results from our experiment are an artifact of the selection issues 

discussed in the preceding paragraphs or endogeneity biases such as those produced by firms adopting 

clawbacks as part of a broader strategy designed to improve governance.23  

5. Empirical Results 

In this section, we examine the cumulative abnormal returns (CARs) around the SEC’s 

announcement of proposed rule 10D-1 on July 1, 2015. We compute the CARs around the announcement 

using a 4-factor return model (Fama and French, 1993, Carhart, 1997). Our estimation window consists of 

                                                           
22 Nevertheless, we verify that our results are robust to excluding firms that adopted a clawback less than two years 

before the announcement (see Table B4). 
23 A possible consequence of non-random assignment is that our control group consists of firms negatively affected 

by mandatory clawbacks that have chosen to adjust early (i.e. by voluntarily adopting a clawback) in anticipation of 

regulation, in order to spread adjustment costs over time. In contrast, firms that benefit from clawbacks but do not 

adopt them (e.g. due to agency problems) make up our treatment group. This is potentially consistent with our 

results in which case we would be unable to conclude that a mandatory clawback improves value on average, but 

rather that it only does so for treated firms. However it is unlikely to explain our results for several reasons. First, it 

is somewhat inconsistent with positive market reactions to voluntary clawback adoptions (Iskandar-Datta and Jia, 

2012; Chen et al., 2015; Babenko et al., 2017). Second, 40% of S&P 1500 firms (over half of our control group) 

adopted a clawback provision prior to the Dodd-Frank Act (Babenko et al., 2017), making it less likely that 

voluntary adoptions took place in anticipation. Third, our results are also robust to constructing our sample using a 

propensity score matching approach based on covariates that predict voluntary adoption from Babenko et al. (2017).  
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the 250-day period ending 30 days before the announcement and we require at least 60 observations with 

non-missing stock returns in this window for each firm.24 

Panel A of Figure 1 plots the CARs around the SEC announcement on July 1, 2015, starting 3 days 

before and continuing for 20 days after the announcement (Panel B zooms in on the period surrounding 

the event day, i.e., days -3 and +3). Separate graphs are plotted for the firms without a clawback 

provision, the firms with a clawback provision, and the two samples combined. The graph illustrates that 

a difference in the CARs between firms without a clawback and those with appears to begin about 2 days 

before the SEC announcement. Firms without a clawback have higher CARs and the difference continues 

to increase 4 days after the announcement and persists over the 20 days after the announcement.  

As noted from Table 2 however, significant differences in observable characteristics are observed 

between firms without and with a clawback provision. To ensure that the two groups of firms are 

comparable in observable firm characteristics, in Figure 2 we plot a similar graph for the matched sample 

(closest in size from the same 2-digit SIC industry selected with replacement) described in Section 3 and 

summarized in Table 3. Separately examining the firms without a clawback provision and the matched 

control sample shows that the average CAR for the firms without clawback provisions increased relative 

to the matched sample between day -2 and day +2. In fact, after day -2, the average CAR for the control 

firms decreased slightly until day +2 before increasing. This pattern is consistent with a positive value 

impact around the July 1 announcement for firms without clawback provisions relative to firms in 

comprising the matched control sample (i.e., there is a differential value impact of the event on treated 

firms around the event windows). However, given that the reaction begins 2 days before the 

announcement, this suggests that anticipation and potential leakage of information may have taken place 

prior to the announcement.25 

                                                           
24 This approach allows us to subsequently apply Kolari and Pynnonen’s (2010) correction for the bias induced by 

cross-correlation. We also employ an alternative method of estimating abnormal returns, where for each firm we 

regress daily returns, over an extended sample period that contains the event period, on the market, size, value and 

momentum factors, and an indicator equal to 1 during the event window (see e.g. Binder (1985)) – the estimates for 

abnormal returns are obtained from the coefficients on the event window indicator for each firm. This approach 

yields similar results (reported in Appendix Table B4). 
25 The SEC issued a release on June 25, 2015 (day -4) stating that an open meeting was to be held on July 1 where 

“the Commission will consider whether to propose amendments under Section 10D of the Exchange Act, as added 

by Section 954 of the Dodd-Frank Wall Street Reform and Consumer Protection Act, to require the national 

securities exchanges and national securities associations to prohibit the listing of any security of an issuer that is not 
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5.1. Event Study Tests 

We further examine the CARs around the SEC announcement illustrated in Figures 1 and 2 by 

testing whether the CARs are statistically significant, as well as by comparing the differences in CARs 

between firms with and without clawback provisions. We focus our analysis on three different event 

windows. To capture the immediate reaction to the event we examine the (-1,0) 2-day window. To 

capture any subsequent reaction to the announcement of 10D-1, we also examine the (-1,+3) 5-day 

window. Finally, to capture both the reaction to potential leaked information suggested by Figures 1 and 

2, and the subsequent reaction we also analyze the (-2,+2) 5-day window. 

As Kolari and Pynnonen (2010) note, when all firms are subject to the same event date, as is the case 

in our study, cross-sectional correlation between firm returns can lead to over-rejection of the hypothesis 

that the average abnormal returns around the event date are zero. A related concern raised by Boehmer, 

Musumeci and Poulsen (1991), is that increases in return variance induced by events such as the SEC 

announcement can also result in over-rejection of the hypothesis of zero-average abnormal event returns. 

Therefore, in our subsequent analysis where we evaluate whether CARs are statistically different from 

zero, we employ a test-statistic proposed by Kolari and Pynnonen (2010), which they show overcomes 

these two issues. 

Table 4 reports the CARs for the three event windows ((-1,0), (-1,+3) and (-2,+2)) relative to the 

SEC announcement date for the full sample and also separately for firms without and with a clawback 

provision in this sample. The table also reports the Kolari and Pynnonen (2010) Adjusted-BMP t-statistic 

and the appropriate statistical significance of the CARs. In the combined sample, the average CARs are 

positive, ranging from 0.12% to 0.28%, but are not statistically different from zero. The average CARs 

for the firms without a clawback provision (treated firms) are positive, ranging from 0.23% to 0.64% and 

the (-1,+3) and (-2,+2) window CARs are statistically different from zero. Therefore, the firms most 

                                                           
in compliance with Section 10D's requirements for the recovery of incentive-based compensation.” This release did 

not contain any information that was not already revealed in the Wall Street Journal article dated June 2, 2015. 

Unsurprisingly, like the Wall Street Journal article, we fail to detect an abnormal reaction around the date of the 

release (results reported in Appendix Table B4). However, in the period leading up to the announcement following 

the release, leaked information about the details of the proposed rule may have become available. 
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affected by the event, the treated firms, exhibit a positive reaction suggesting that the introduction of 

clawback is value-enhancing for these firms.26 

In contrast, the average CARs for the firms with a clawback provision (control firms) are not 

statistically different from zero, ranging from 0.09% to 0.17%. Furthermore, the differences between the 

average CARs for firms with and without clawback provisions are statistically significant for the (-1,+3) 

and (-2,+2) windows and are about 0.47%.  

As illustrated in Table 2, there are statistically significant differences in observable characteristics 

between firms without and with a clawback provision that could be correlated with the event CARs. To 

ensure that these differences are not driving our results, we examine the CARs for firms without a 

clawback provision relative to the matched sample of firms with a clawback provision, which Table 3 

showed to be comparable in observable characteristics. The results with the matched sample are presented 

in Table 5. We find similar results as for the full sample in Table 4. The average CARs for the combined 

sample range from 0.07% to 0.38% and are not statistically different from zero. The average CARs for the 

firms without a clawback provision are also positive, ranging from 0.21% to 0.64% and the (-1,+3) and (-

2,+2) window CARs are once again statistically different from zero. The average CARs for the firms with 

a clawback provision are not statistically different from zero, ranging from -0.10% to 0.15%. The 

differences between the average CARs for firms are positive and statistically significant for (-2,+2) 

window with a value of about 0.7%.27 This suggests that the differences in the CARs between firms 

without and with clawback provisions are unlikely to be entirely explained by other observable firm 

characteristics. In subsequent analysis, we focus on differences relative to the matched sample. 

                                                           
26 An event abnormal return on its own may be interpreted as being similar to a difference-in-differences estimate 

(Atanasov and Black, 2016). This is because the event abnormal return equals the observed return (i.e. change in 

value from pre-event to post-event) for firms subject to the event (i.e. treated firms) less a normal return that 

estimates the unobserved counterfactual return for these firms in the absence of the event. That is, the normal return 

estimates the counterfactual return for treated firms if they were not treated (as if they were control firms) using their 

pre-event systematic risk-factor loadings. Thus, our results are not merely an artifact of the choice of a control 

group.   
27 The 0.7% estimate is of the same order of magnitude as the estimates in the other papers that analyze voluntary 

adoptions of clawback policies using event study methodologies. CARs in Iskandar-Datta and Jia (2013), Chen et.al 

(2015) and Babenko et.al (2015) range in 0.2% to 1.2% in event windows of similar length. That is not to say that 

the estimates should be compared as the empirical methodologies and events are different, but it does indicate that 

the economic magnitude of our results seem reasonable.   
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In theory, an ideal control group of firms with clawbacks should consist only of those with 

provisions that are comparable to the 10D-1 clawback. As noted earlier however, in practice most 

voluntary clawbacks appeared to be less strict in their features than the 10D-1 clawback. – only 43 firms 

had a clawback that was comparable in strictness at the time of the announcement. Even for these firms, 

the clawbacks may not have been enforced as strictly as they would be if they were legally mandated. For 

these reasons, we conduct an alternate test using these 43 firms as a control group. For each of these 43 

firms we select a matched firm without a clawback using the same procedure as before (closest in 

Log(Total Assets) inside same 2-digit SIC industry). Next, we compute the mean CARs and Kolari and 

Pynnönen (2010) t-statistics for each group and find results (Appendix Table B1) that are consistent with 

clawbacks increasing firm value. In particular, for the matched sample of 43 firms without a clawback, 

the CARs for the (-1,0), (-1,+3) and (-2,+2) windows are 0.00523, 0.00577, and 0.00798, and are 

statistically different from 0 at the 1%, 5% and 1% levels respectively. For the sample of 43 firms with a 

clawback equivalent to 10D-1, the CARs are -0.00305, -0.00301, and -0.00354 and none are statistically 

different from 0. 

An issue also of interest is, which aspects of the mandatory clawback provision matter? In other 

words, do some features contribute more value than others? In theory, the 10D-1 announcement could be 

used to shed light on this issue by examining separate control groups of firms with different types of 

clawbacks. A challenge we face in practice however, is that there are at least 5 major dimensions of the 

(see Table 1) along which the voluntary clawbacks vary. Therefore, there are numerous combinations of 

clawback features which complicates and prohibits such analysis for our sample (e.g., sample sizes for 

each test would be very small). 

Examining the abnormal returns in a univariate setting allows us to test the significance of the CARs 

around the SEC announcement and account for issues such as cross-correlation and event-induced 

variance. Although we construct a matched sample to mitigate the possibility that observable firm 

characteristics explain differences in CARs between firms with and without clawbacks, this may not fully 

account for cross-sectional relationships between the firm characteristics and abnormal returns. We 
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therefore also run OLS regressions of the CARs on an indicator of whether or not a firm had a clawback, 

and also include firm characteristics as control variables. The results are reported Table 6.28 

The dependent variable in models (1)-(2), (3)-(4) and (5)-(6) are the CARs for the (-1,0), (-1,+3) and 

(-2,+2) windows relative to the SEC announcement. All models include industry fixed effects at the SIC 

division (“1-digit SIC”) level and t-statistics computed from heteroscedasticity-consistent standard errors. 

Firm size (Log(Total Assets), Tobin’s Q, Return on Assets, Leverage (Debt/Total Assets), Cash 

(Cash/Total Assets) are included as control variables in models (2), (4) and (6).  

In each model, the coefficients are positive, ranging from 0.00284 to 0.00705. The coefficients are 

statistically significant in models (2) to (6). Consistent with the univariate analysis in Tables 3 and 4, 

these results imply that relative to firms with a clawback provision already in place, firms without a 

clawback provision experienced positive abnormal returns around the SEC announcement. This suggests 

that the SEC announcement elicited a positive reaction from the market for firms without a clawback 

provision, relative to firms with a clawback provision. We find broadly similar results when we repeat the 

analysis for the full sample (Appendix Table B2). To ensure that our results are not an artifact of firms 

that recently adopted clawbacks policies (perhaps motivated by the upcoming clawback regulation), we 

omit the 81 (31) firms from our control sample, i.e. 7.2% (2.8%) of adopters, that adopted a clawback less 

than two years (one year) prior to the announcement and find that our results are similar (reported in 

Appendix Table B4).29  

These results also indicate that the extent of the reaction is best captured by the (-2, +2) CAR. We 

view this window as capturing any potential information leakage prior to the announcement as well as any 

                                                           
28 Karafiath (1994) shows that cross-sectional correlation in residuals is not a concern in cross-sectional OLS 

regressions with CARs as the dependent variable as long as one has a sufficiently large sample (>75). Nevertheless, 

we also employ the methodology proposed by Sefcik and Thompson (1986) that accounts for the potential bias 

introduced by cross-correlation and obtain similar results (reported in Appendix Table B4). We thank Jared 

Stanfield for sharing the code that we used to implement this methodology. 
29 We also run the same regressions for the sample of 43 firms with clawbacks that are comparable in strictness to 

the 10D-1 clawback, and the matched group of 43 firms without a clawback that we described previously. The 

coefficients on the No Clawback variable in models (1) to (6) range from 0.00828 to 0.0159 with the t-statistics 

ranging from 1.01 to 1.88 – the coefficient is statistically significant only in one model. We attribute this to a loss in 

statistical power from a reduction in our sample size from 690 in our main specifications, to 86 in this specification 

– a reduction of over 85%. 
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subsequent reaction in the aftermath. Therefore, in our analysis from this point onward we focus on the (-

2,+2) window though we note that our results are similar if we use the other windows instead. 

5.2. Placebo Test 

Before we report any further analysis, in order to mitigate concerns that our findings are an artifact of 

either persistent differences between treated and control firms or due to pure chance, we present the 

following placebo exercise. We consider each day in the -300 + 300 period, excluding the days 

surrounding the real event (-50 to +50), as a placebo announcement date (i.e. 500 announcement dates in 

total). For each placebo announcement date, we compute CARs using the same methodology and 

estimation window relative to the placebo announcement date (e.g. for the placebo announcement on day 

-300, the estimation window used is -580 to -331). We rerun the regressions from Table 6 using the CARs 

for each placebo event as the dependent variable. 

Panels A and B of Figure 3 plot histograms of the 500 coefficients obtained from this exercise for 

models (5) and (6) where the dependent variable is CAR(-2,+2). The figures also indicate the actual 

coefficients obtained in Table 6 for the real event. The figures show that the actual coefficients are among 

the largest values obtained during the placebo period. In both cases, the actual coefficients are at the 96th 

percentile of the placebo coefficients. Table 7 reports some summary statistics for the 500 placebo 

coefficients. The mean (median) placebo coefficients for models (5) and (6) are -0.00045 (-0.00042) and -

0.00046 (-0.00045). The actual coefficients are 1.7 to 1.8 times larger than the standard deviation of the 

placebos. Only 3 to 4% of the placebo coefficients are positive and statistically significant at the 5% level. 

Finally, only 2% of the placebo coefficients are greater than the actual coefficient and statistically 

significant at the 5% level. We obtain similar results for models (1)-(4) which we do not tabulate for 

brevity.30 

The results from this placebo exercise indicate that the differences in CARs between firms with and 

without clawbacks that we observe around the 10D-1 announcement are not persistent across other dates 

                                                           
30 For the (-1,0) window in models (1) and (2), the actual coefficients are at the 91st and 92nd percentiles of the 

placebos and for the (-1,+3) window in models (3) and (4), the actual coefficients are at the 94th percentile of the 

placebos in both cases. 
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and are unlikely to have occurred by pure chance. This strengthens our confidence that the difference in 

CARs can be attributed to the announcement of 10D-1.  

Overall, the results in the paper thus far suggest that the market reacted positively to the SEC 

announcement for firms without a clawback provision, relative to firms with an existing clawback 

provision. If it were the case that the choice of non-adopting firms to not have a clawback provision is 

optimal, we would not expect the average abnormal returns around the SEC announcement to be positive 

for firms without a clawback provision. Our results therefore suggest that for at least some of the non-

adopting firms, the adoption of a clawback provision is optimal. This finding is counter to the private 

ordering theory of governance which postulates that observed governance practices are the outcome 

firms’ optimally choosing their governance structure to align managers’ interests with those of 

shareholders . This gives rise to two questions. First, if clawback provisions are in fact optimal for (some) 

firms that did not have them, why did they not voluntarily adopt a clawback? Second, are clawback 

provisions more valuable for some firms than others? In the next subsections, we use our empirical setting 

to answer these two questions. 

5.3. Managerial Power 

Existing work has found that powerful managers can interfere with the adoption of optimal 

governance practices (e.g. Bebchuk and Fried, 2003; Schoar and Washington, 2011 and Morse, Nanda, 

and Seru (2011)).  Therefore, firms with weaker monitoring and unchecked managerial power may be less 

likely to adopt clawback provisions (Huang, Lim and Ng, 2015). Moreover, firms where managers are 

more powerful may benefit the most from having a clawback provision. This is because the clawback can 

mitigate managers’ incentives to opportunistically misreport financial information, and the probability of 

such behavior is likely to be higher where managerial power is greater (Agrawal and Chadha, 2005; 

Baber, Kang, Liang and Zhu, 2015). This suggests that firms without clawback provisions that have 

greater managerial power should be most affected by the introduction of 10D-1 and are thus expected to 

exhibit a more positive reaction to the announcement of the proposed rule. 

It is important to note, that most voluntarily adopted clawback provisions gave the board significant 

discretion to determine when and how the clawback provisions were exercised. It is possible therefore 

that voluntary adopters with weaker/captured boards were less likely to enforce their existing clawback 
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provisions prior to the proposed rule. Furthermore, because the proposed rule permitted less discretion to 

the board than was the case before for a typical voluntary adopter, voluntary adopters with greater 

managerial power may also benefit from the new proposed rule which may effectively lead to greater 

enforcement of clawback provisions. This suggests that firms with existing clawback provisions and 

greater managerial power could also exhibit a more positive reaction to the announcement of 10D-1. 

To examine this, we focus on proxies designed to measure the extent to which the board is captured 

by the CEO, because boards are directly responsible for adopting and exercising clawback provisions. 

The first measure we use is based on the composition of the board. Coles, Daniel and Naveen (2014) 

quantify the capture of a board by a firm’s CEO using the fraction of the board appointed after the firm’s 

CEO took office (“co-opted” directors), and find that this predicts weaker board monitoring.31 We obtain 

data on the fraction of directors appointed after the current CEO took office from Lalitha Naveen’s 

website for firms in our sample for which the data is available.32 We classify firms according to whether a 

majority of the board (i.e. ≥50%) was “co-opted”. We group firms according to whether they had or did 

not have a clawback and whether or not they had a majority co-opted board (“Co-opted Board”), and then 

compute average CARs in the 5-day (-2 to +2) window for each group and evaluate their significance 

using Kolari and Pynnonen (2010) t-statistics . The results are reported in Panel A of Table 8. 

The results show that the average CAR is positive and statistically significant for firms without a 

clawback provision that have a majority of co-opted directors, with a magnitude of about 1.25%. In 

comparison, the average CAR for firms without a clawback provision that do not have a majority of co-

opted directors is 0.51% and not statistically significant. The average CAR for both groups of firms with 

existing clawback provisions are not statistically significant. 

Our second measure of board capture is whether the CEO is also the Chair of the board (e.g. Adams 

et al. (2005)). We obtain data on whether or not the CEO is also the Chair of the board from Execucomp 

                                                           
31 A related measure of board capture is whether the CEO serves on the director nominating committee (Shivdasani 

and Yermack, 1999). However, because the NYSE and NASDAQ introduced a listing requirement for independent 

nominating committees in 2002, this measure is not relevant during our sample period. 
32 Data on director co-option is available for 1055 out 1475 firms in our final sample. This includes 235 firms 

without a clawback provision. We construct a different matched sample for our analysis on co-opted boards using 

the same matching procedure as before, but restrict our choices of matches to firms with clawback provisions for 

which we are also able to obtain data on board co-option. We obtain matches for 229 firms without a clawback 

provision. Table B3 presents summary statistics for this matched sample. 
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and RiskMetrics and use this in place of the co-opted board indicator, The results are also reported in 

Panel A of Table 8. 

The results are similar to those using our first measure of managerial power. The average CAR is 

positive and statistically significant for firms without a clawback provision that have a CEO-Chair, with a 

magnitude of about 0.81%. The average CAR for firms without a clawback provision that have a separate 

CEO and Chair is 0.42% and not statistically significant. Finally, the average CARs for both groups of 

firms with existing clawback provisions are not statistically significant. 

We also examine the 5-day (-2 to +2) CARs using regression analysis with specifications that include 

an indicator for firms without an existing clawback provision, as well as controls for size, Tobin’s Q, 

ROA, leverage, cash, and industry fixed effects (i.e., similar to model (6) of Table 6). The results are 

reported in Panel B of Table 8, though we omit the coefficients for the control variables for brevity (the 

signs are similar to Table 6). In model (1) as before, the coefficient on the “Clawback = 0” is positive and 

statistically significant. We also include a co-opted board indicator. The coefficient on this indicator is 

positive but not statistically significant, suggesting that on average, firms with a co-opted board did not 

exhibit a larger reaction to the announcement than firms without one. In model (2), we add an interaction 

of “Clawback = 0” and “Co-opted Board”. The coefficient on this interaction term is positive and 

statistically significant, suggesting that firms without a clawback that also had a co-opted board 

experienced a differential positive reaction relative to other firms. This is consistent with powerful 

managers influencing boards to prevent the adoption of a voluntary clawback policy.  

If firms with existing clawback provisions and greater managerial power also benefit from 10D-1, 

the coefficient on the co-opted board is expected to be positive and statistically significant, but this is not 

the case. This is consistent with the univariate analysis in Panel A of Table 8. In models (3) and (4), we 

conduct similar analysis using an indicator for whether the firm has a CEO-Chair. Like the co-opted 

board indicator (model (1)), the coefficient on the CEO-Chair indicator in model (3) is positive and not 

statistically significant. However, the coefficient on the interaction of the CEO-Chair indicator and no 

clawback indicator in model (4) though positive, is not statistically significant unlike the interaction of the 

co-opted board indicator and no clawback indicator (model (2)). 
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Taken together, the results are consistent with the view that the adoption of a clawback provision is most 

value-enhancing for firms facing more powerful management. It is also in such firms that the voluntary 

adoption of clawback provisions may be resisted managers and is therefore less likely. The results 

therefore provide further evidence against the private ordering view – the view that the decision of all the 

non-adopting firms to not have clawback provision is optimal. In fact our evidence suggests that the 

adoption of clawback provisions may be prevented by powerful management despite being optimal, 

which supports the agency view and indicates why regulatory intervention mandating the adoption of 

clawback provisions may be necessary for some firms. 

5.4. Compensation Structure 

Given that the purpose of a clawback is to recoup erroneously awarded executive compensation, the 

value of a clawback provision should be directly related to the structure of compensation. In particular, 

because clawbacks apply to incentive-based compensation, executives that receive a higher portion of 

their overall pay as bonuses have more of their compensation potentially subject to a clawback. Such 

firms could therefore be more impacted by the adoption of a clawback provision.33 Accordingly, we 

expect the market reaction to the SEC announcement to be more positive for such firms. This conjecture 

is subject to the caveat that firms, which pay a larger portion of their compensation as bonuses are 

expected to continue doing so following the implementation of 10D-1. An alternative hypothesis is that 

firms may adjust their compensation practices to negate the effect of mandatory clawback provisions (e.g. 

by reducing incentive-based pay). Under this alternative hypothesis the reaction to the SEC 

announcement for such firms could be zero or even negative. 

We obtain data on the compensation of CEOs from Execucomp and identify firms in our sample 

which in the fiscal year prior to 10-D1 awarded a fraction of total CEO pay in the form of bonuses that 

exceeded the sample median (roughly 19%). We group firms according to whether or not they had an 

                                                           
33 Furthermore, the payment of bonuses is often tied directly to measures of accounting performance. Consequently, 

in the event that an error is discovered in a firm’s financial statements, it is usually straightforward to determine 

what the bonus payment should have been in the absence of the error, and thus the amount to be recouped. While 

stock-based compensation that is awarded contingent on performance is also subject to clawback under 10D-1, in 

contrast to most bonus compensation, the recoupment of stock-based compensation would also require a firm to 

establish what its stock price would have been in the absence of errors in its financial statements, which is much 

more challenging to determine in practice (Fried, 2016).  
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existing clawback provision and whether or not their ratio of bonuses to total CEO pay was over the 

median, and then compute average 5-day (-2 to +2) announcement CAR for each group. The results are 

reported in Panel A of Table 9. 

The average CAR for firms without a clawback provision that have a low bonus component 

(Bonus/Total Pay≤Median) is 0.45% and statistically significant. The average CAR for firms that pay a 

high bonus component (Bonus/Total Pay>Median) is larger, equal to 0.77%, and is statistically 

significant. Among firms with an existing clawback provision, the average CAR for those with a high 

bonus component (0.11%) is also higher than the average CAR for those with a low bonus component (-

0.35%), though neither is statistically significant. 

We also run regressions with specifications similar to model (6) of Table 6 and the results are 

reported in Panel B of Table 9. In model (1), we include the fraction of the CEOs total compensation for 

the most recent fiscal year that consisted of bonus payments (Bonus/Total Pay). The coefficient on this 

variable is positive and statistically significant. In model (2), we also include an interaction of this 

variable with the indicator for firms without a clawback provision. Once again, the coefficient on the 

bonus fraction is positive and statistically significant, while the coefficient on the interaction term is not 

statistically significant. This implies that regardless of whether they have an existing clawback or not, the 

market reaction to the SEC announcement is larger for firms with a larger bonus component. 

Taken together our evidence suggests that for both firms with and without clawbacks, the reaction to the 

news of the proposed rule was increasing in the portion of bonus compensation. This is consistent with 

clawback provisions being most valuable for firms that pay more bonus compensation. It also suggests 

that the proposed rule 10D-1 had an impact on firms that had existing clawback provisions, potentially 

due to the stronger form of the mandatory clawback provisions. 

5.5. Audit Quality 

Under rule 10D-1, a clawback is triggered by a restatement. The mandatory clawback provisions are 

therefore expected to have a greater impact on firms that are more likely to have errors in their financial 

statements and therefore make restatements in the future. An important way to reduce the probability of 

restatements that may trigger a clawback, is to employ a high quality auditor. This is because a higher 
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quality auditor is more likely to detect and correct errors in financial statements that might otherwise 

result in a restatement (Owhoso, Messier, and Lynch, 2002; Romanus, Maher, and Fleming, 2008). 

Consequently, firms with higher quality auditors are ex ante less likely to make restatements that trigger a 

clawback, and such firms should be less affected by the mandatory clawback provisions. This suggests 

that firms with higher quality auditors should have lower reactions to the SEC announcement than firms 

with lower quality auditors.34 Alternatively, if an error does exist in a firm’s financial statements ex post, 

managers may be more likely to accept a correction that leads to a restatement from a higher quality 

auditor than a lower quality auditor (Pyzoha, 2016). This suggests that firms with higher quality auditors 

should be more affected by mandatory clawback provisions and that they will exhibit a larger reaction to 

the SEC announcement. 

To measure audit quality, we draw on a large literature that studies characteristics of the auditing 

firm. For our first measure, we use the firm’s auditor’s industry specialization. Auditors with greater 

industry expertise have been shown to be better at detecting errors in financial statements (Owhoso, 

Messier, and Lynch, 2002), and are associated with fewer restatements (Romanus, Maher and Fleming, 

2008), and therefore provide better audit quality (Reichelt and Wang, 2010). In fact industry expert 

auditors have been shown to mitigate the increasing effect of CEO equity incentives on misreporting 

(Jayaraman and Milbour, 2014). We obtain data on the identity of a firm’s auditor from Auditanalytics 

and follow existing literature in measuring auditor industry specialization using the market share of the 

firm’s auditor, by total assets, within the firm’s 2-digit SIC industry. We group firms according to 

whether or not they have an existing clawback provision and whether or not the market share of their 

auditor within their industry exceeds the sample median (about 22%), and then compute average 5-day (-2 

to +2) announcement CAR for each group. The results are reported in Panel A of Table 10. 

The results indicate that the average CAR for firms without a clawback provision that had a less 

industry-specialized auditor (Auditor Market Share≤Median) is 0.91% and statistically significant. This is 

                                                           
34 One potential shortcoming of this argument is that auditor choice is endogenous. That is, better auditors may be 

hired by more error prone firms in order to reduce the likelihood of restatements. However, if firms with better 

auditors are in fact more error prone (and therefore more likely to restate earnings), this suggests that firms with 

higher auditor quality should react more to 10D-1. In effect, this measurement error problem creates a bias against 

finding a lower reaction to 10D-1 for firms with high quality auditors. The fact that we find a lower reaction for such 

firms despite the bias is therefore comforting. Nonetheless, we acknowledge that auditor quality is an imperfect 

proxy for accurately capturing the probability of future restatements.  
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substantially higher than the average CAR for firms without a clawback provision that had a more 

industry-specialized auditor, which is 0.27% and not statistically significant. A similar pattern is exhibited 

by firms with an existing clawback provision. Those with less specialized auditors have an average CAR 

of -0.007% while those with a more specialized auditor have an average CAR of -0.014%, though neither 

is statistically significant. 

Our second measure of audit quality is whether the firm is audited by a “Big 4” accounting firm. This 

is motivated by the view that the independence of large auditors is less likely to be compromised because 

individual clients are less critical to them (DeAngelo, 1981) and many studies have found supporting 

evidence (e.g. Khurana and Raman (2004), Behn, Choi and Kang (2008)). Following this literature, we 

use an indicator for firms audited by a Big 4 accounting firm (Big 4 Auditor) to classify them as having 

higher audit quality. The results are also reported in Panel A of Table 10. 

We find similar results to those for our first measure of audit quality. The average CAR for firms 

without a clawback provision that do not have a Big 4 auditor is 1.01% and statistically significant and is 

almost twice as large as the the average CAR for firms without a clawback provision that have a Big 4 

auditor, which is 0.53% and statistically significant. We find similar results as before for firms with an 

existing clawback provision. That is, firms without a Big 4 auditor have an average CAR of 0.84% while 

those with a Big 4 auditor have an average CAR of -0.023%, though neither is statistically significant.  

We also examine the 5-day CARs (-2,+2) using regression analysis. The results are presented in 

Panel B of Table 10. In model (1), we include the firm’s auditor’s market share within its industry and in 

model (2) we include an interaction of this variable with an indicator for firms without a clawback 

provision. In model (1), the coefficient on the auditor’s market share is negative and statistically 

significant. This suggests that the CARs around the SEC announcement are decreasing in the audit quality 

of the firm. In model (2), however, while the coefficient is negative, it is not statistically significant. The 

interaction term in model (2) is also negative but not statistically significant suggesting that audit quality 

does not have a differential impact on the CARs for firms without a clawback provision. In models (3) 

and (4), we repeat this analysis using the Big 4 auditor indicator. The results are qualitatively similar. 

However, while the coefficients on the Big 4 indicator are negative, they are not statistically significant. 
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Taken together, the results of the univariate and regression analysis provide some suggestive 

evidence that the CARs are lower for firms with higher audit quality. This is consistent with the view that 

firms with higher audit quality will be less impacted by the adoption of a clawback provision as they are 

less likely to have erroneous or misreported financial statements, and consequently make restatements.35 

5.6. Potential Costs of Clawback Provisions 

As highlighted in section 3, in addition to benefits, there also exist potential costs to having a 

clawback provision. We examine these potential costs in this section. 

Clawbacks may be costly or less beneficial for firms with more volatile cash flows. To the extent that 

cash flow volatility increases the likelihood of errors in financial statements, firms with more volatility 

cash flows may be more likely to make restatements that trigger a clawback. However, errors in financial 

statements that are a result of more volatile cash flows may be beyond the control of management and 

clawbacks may not bring about an improvement in financial reporting for such firms. Moreover, the 

compensation paid to executives in such firms will be subject to greater risk, which will be further 

exacerbated by a clawback provision. One of the concerns expressed by SEC Commissioner Michael 

Piwowar, who voted against 10D-1, was that punishing executives for restatements that are beyond their 

control would require that they be paid more to compensate for the additional risk. All this suggests that 

the benefits of a clawback provision are lower for firms with greater cash flow volatility and therefore, 

that firms with greater cash flow volatility exhibit less positive reactions to the announcement. 

We measure cash flow volatility as the standard deviation of quarterly operating cash flows to total 

assets over the prior 8 quarters. Next, we group firms with and without a clawback according to whether 

their cash flow volatility was less or greater than the median for our sample (about 0.023). The average 5-

day CARs for these groups are reported in Panel A of Table 11. 

The average CAR for firms without a clawback provision that have low cash flow volatility (Cash 

Flow Vol≤Median) is 0.79% and is statistically significant. The average CAR for firms without a 

                                                           
35 In untabulated analysis, we also use historical restatements as a measure of the likelihood of future restatements. 

Unlike Iskandar-Datta and Jia (2013), we do not find that the reaction to the SEC’s announcement of 10D-1 is 

related to past restatements. Past restatements may however not be a good proxy for future restatements. In fact, 

firms that have made restatements in the past are arguably likely to respond by improving financial reporting (e.g., 

by changing management, hiring a new auditor etc.) and are therefore less likely to make restatements in the future.  
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clawback provision that have high cash flow volatility (Cash Flow Vol>Median) is lower, at 0.36%, and 

not statistically significant. For firms with a clawback provision, the average CAR is also lower for firms 

with high cash flow volatility (-0.28%) than for firms firms with low cash flow volatility (-0.07%), 

though neither is statistically significant. In the regression analysis reported in Panel B of Table 11, the 

coefficient on the cash flow volatility variable is negative but not statistically significant in model (1), and 

is negative and statistically significant in model (2), suggesting that the CARs decrease with cash flow 

volatility. The interaction of the indicator for firms without a clawback and cash flow volatility is positive 

but not statistically significant, implying that cash flow volatility does not have a differential impact on 

the market reaction for firms without a clawback provision. In other words, the negative association with 

cash flow volatility is attenuated for non-adopters but is not statistically significant. 

The results therefore suggest that the benefits of clawback provisions are lower for firms with high 

cash flow volatility or, put differently, that the costs of clawbacks are higher for firms with high cash flow 

volatility. Moreover, the evidence indicates that the reaction to the imposition of mandatory clawbacks 

was negative for high cash flow volatility firms with existing clawbacks. This suggests that for these 

firms having a stronger clawback may not be better than having the weaker clawbacks of voluntary 

adopters. This could perhaps be because the discretionary exercise of clawbacks by boards, which is 

significantly curtailed by 10D-1, is valuable for such firms. Despite this however, the results do not 

indicate that adopting a clawback provision destroys value for firms with higher cash volatility. 

Another characteristic that is potentially related to costs of clawback provisions is research and 

development (R&D) activity. First, like cash flow volatility, the nature of R&D activity may present 

reporting challenges that are beyond the control of executives, and firms engaged in R&D activity are 

likely to make in-process R&D (IPR&D) related restatements (Palmrose, Richardson, Scholz, 2004). For 

such firms, therefore, the impact of a clawback provision on financial reporting may be limited. Second, 

as Chan, Chen, Chen, and Yu (2015) and Fried (2016) point out, following the adoption of a clawback 

provision, firms may substitute for earnings management with real activity management, such as reducing 

R&D expenditure, which negates the benefit of a clawback. To the extent that firms with existing R&D 

expenses are more likely to engage in such substitution, this also suggests that the clawbacks may be less 



 

40 

beneficial or more costly for firms engaged in R&D. We therefore expect the market’s reaction to the 

SEC announcement to be less positive for firms that have a greater level of R&D. 

We measure R&D activity using the ratio of R&D expense to total assets and group firms without 

and with a clawback according to whether they have report any R&D expenses (the median R&D expense 

in our sample is 0). The average 5-day CARs for these groups are also reported in Panel A of Table 11. 

The average CAR for firms without a clawback provision that do not have R&D expenses 

(R&D/Total Assets≤Median) is 0.73% and is statistically significant. The average CAR for firms without 

a clawback provision that have R&D Expenses (R&D/Total Assets>Median) is lower, equal to 0.38% and 

is not statistically significant. For firms with a clawback provision, the average CAR for those with no 

R&D Expenses is 0.47% and not statistically significant. For firms with a clawback provision that have 

R&D Expenses, the average CAR is -0.97% and is statistically significant. The results of the regression 

analysis reported in Panel B of Table 11 are similar to those for cash flow volatility. The coefficient on 

the R&D variable is negative but not statistically significant in model (1), and is negative and statistically 

significant in model (2), suggesting that the CARs decrease with R&D activity. The interaction of the 

indicator for firms without a clawback and the R&D variable is positive but not statistically significant, 

implying that R&D activity does not have a differential impact on the market reaction for firms without a 

clawback provision. In other words, as seen for cash flow volatility, the negative association with R&D is 

attenuated for non-adopters but this effect is not statistically significant.36 

Overall, the takeaways from the R&D tests are similar to those from the cash flow volatility tests. 

The results suggest that clawbacks are more costly for firms that engage in R&D activity. In fact, the 

potentially stronger and less discretionary clawbacks may be value destroying for voluntary adopters who 

engage in R&D. For such firms discretion in the enforcement of a clawback is perhaps valuable. 

6. Conclusion 

We use the SEC’s announcement of proposed Rule 10D-1, which mandates the adoption of clawback 

provisions for listed firms, to examine whether clawbacks provisions are valuable. We find that the 

market reaction to the announcement of the proposed rule is positive for firms that did not have a 

                                                           
36 We set R&D expenses equal to 0 when missing but note that our results are not sensitive to doing so. For instance 

if we restrict the sample to firms with non-missing R&D expenses, we obtain similar results. 
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clawback provision at the time of the announcement, and higher than the reaction for firms that had a 

clawback provision. Our findings therefore suggest that clawback provisions enhance value for the 

average firm. The announcement provides us with a quasi-experimental setting to examine the value 

impact of clawbacks as it conveyed new information to the market about the implementation of 

mandatory clawback provisions. However, because the market was at least partially aware that mandatory 

clawback provisions were impending, our analysis precludes us from quantifying the total value created 

by adopting a clawback provision. In fact, the value effect that we do observe is likely to be an 

underestimate of the extent to which clawbacks create value on average.  

The evidence indicates that relative to firms with an existing clawback provision, the largest reaction to 

the announcement was experienced by firms without a clawback that had greater managerial power. In 

such firms, the tendency and incentives of executives’ to opportunistically misreport information may be 

the largest while the voluntary adoption of a clawback provision may be least likely. This suggests that 

regulatory intervention like 10D-1 may enhance value in such firms as it forces them to implement value-

enhancing clawback policies that are otherwise resisted by powerful managers. More generally, our study 

suggests that agency problems potentially explain why many firms do not adopt governance policies that 

are optimal, and that this can be alleviated through mandatory regulation like 10D-1. 

By disincentivizing misreporting, clawbacks can create benefits that extend far beyond the value of the 

erroneously awarded compensation that might be recouped. That our findings indicate a benefit to having 

clawbacks is suggestive evidence, albeit indirectly, that the costs of misreporting are large. Therefore, 

other mechanisms that curb misreporting may be worth considering alongside clawbacks. 

However, we also find some suggestive evidence that clawbacks are more costly for firms that have 

higher cash flow volatility and engage in R&D, though still value-enhancing on average. This fits with 

concerns expressed by some that strict clawbacks have negative consequences for firms that are naturally 

more error-prone. In such instances, permitting the board more discretion in designing clawback policies 

than that afforded by 10D-1 may be appropriate. More generally, in order to allow firms to tailor optimal 

clawback policies, perhaps a comply-or-explain approach to mandatory clawbacks ought to be 

considered. Overall, further research is needed to better understand how specific characteristics of 

clawbacks might impact different types of firms, and the specific mechanisms through which they do so.  
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Figure 1 – Full Sample CARs 

This graph plots mean cumulative abnormal returns (CARs) around SEC’s announcement of its proposed new Rule 

10D-1 on July 1 2015, computed using standard event study methodology with a 4-factor return model (Fama and 

French, 1993, Carhart, 1997). The sample consists of 1475 firms that constituted the S&P 1500 index in June 2015, 

for which required data were available (see Table A1 for variable descriptions). Clawback = 0 and Clawback = 1 

denote firms that did not and did have a clawback provision in place at the time of the announcement. Panel A plots 

the CARs from day -3 relative to the announcement, to day +20. Panel B compresses the window from day -3 to day 

+3. 

Panel A 
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Figure 2 – Matched Sample CARs 

This graph plots mean cumulative abnormal returns (CARs) around SEC’s announcement of its proposed new Rule 

10D-1 on July 1 2015, computed using standard event study methodology with a 4-factor return model (Fama and 

French, 1993, Carhart, 1997). The sample consists of 690 constituents of the S&P 1500 index in June 2015, for 

which required data were available (see Table A1 for variable descriptions). This includes 345 firms that did not 

have a clawback provision (Clawback = 0) and a matched sample of 345 firms (closest in size from the same 2-digit 

SIC industry selected with replacement) that had a clawback provision (Clawback = 1). Panel A plots the CARs 

from day -3 relative to the announcement, to day +20. Panel B compresses the window from day -3 to day +3. 

Panel A 
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Figure 3 – Placebo Regression Coefficients 

These histograms plot the distribution of 500 placebo regression coefficients for the variable Clawback=0 obtained 

from the following exercise.  Each day in the period between days -300 and +300 relative to the announcement of 

10D-1 on July 1, 2015, excluding days -50 to +50 is considered as a placebo announcement date (i.e. 500 placebo 

dates in total). For each placebo date, we compute the CARs using the same methodology as Table 6, with the same 

estimation window relative to the placebo date (e.g. for the placebo announcement on day -300, the estimation 

window used is -580 to -231). Models (5) and (6) from Table 6 are then estimated with the CAR for each placebo 

date used as the dependent variable in place of the CAR for the actual announcement to obtain 500 placebo 

coefficients each for the explanatory variable Clawback = 0. The results using models (5) and (6) are in Panels A 

and B respectively. The sample consists of 690 constituents of the S&P 1500 index in June 2015, for which required 

data were available, and includes 345 firms that did not have a clawback provision and a matched sample of 345 

firms (closest in size from the same 2-digit SIC industry selected with replacement) that had a clawback provision. 

Industry fixed effects at the SIC division level (1-digit SIC) are included. The vertical line indicates the coefficients 

for Clawback = 0 from Table 6 using the real event date of July 1st. 

 

Panel A 

 

Panel B 
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Table 1 – Characteristics of Voluntary Clawback Provisions 

This table reports the characteristics of voluntarily-adopted clawback provisions. The initial sample consists of 1123 firms, out of 1475 firms that constituted the 

S&P 1500 index in June 2015, for which required data were available (see Table A1 for variable descriptions). The data were obtained from SEC filings made by 

the firms. Some firms do not report information on a given characteristic. N indicates the number of firms reporting information on the given characteristic. 1089 

firms reported information on at least one characteristic.   

  N N with % With     N N with % With 

         

Triggers     Type of compensation covered    

Earnings Restatement 1056 983 93%  Cash 1046 984 94% 

Misconduct and Negligence of Fiduciary duty 1056 695 66%  Stock 1046 979 94% 

Fraud 1056 402 38%  Options 1046 954 91% 

Misrepresentation 1056 89 8%      

Non-compete violation 1056 133 13%  Who oversees the clawback    

Non-solicitation violation 1056 96 9%  Compensation committee 1008 741 74% 

Non-disclosure violation 1056 107 10%  Entire board 1008 458 45% 

Termination for cause 1056 75 7%  Human resources committee 1008 32 3% 

Early departure 1056 19 2%  Audit committee 1008 27 3% 

Embezzlement and theft 1056 41 4%  Independent directors 1008 24 2% 

Poor performance 1056 26 2%  Other (e.g., U.S. Treasury) 1008 4 0% 

Excessive risk-taking 1056 31 3%      

     Discretion in exercising the clawback    

Employees subject to clawback     Overseer has discretion to exercise clawback 997 600 60% 

CEO 1042 1039 100%      

All NEOs 1042 1029 99%  Statute of Limitations    

Officers other than NEOs 1042 444 43%  1 year 534 142 27% 

Employee group 1042 154 15%  2 years 534 37 7% 

Non-employee board members 1042 21 2%  3 years 534 322 60% 

     5 years 534 35 7% 

Responsible parties         

Applies regardless of employee being deemed at fault 1035 355 34%      
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Table 2 – Summary Statistics 

This table reports summary statistics for firm characteristics. The sample consists of 1475 firms that constituted the S&P 1500 index in June 2015, for which 

required data were available (see Table A1 for variable descriptions). Clawback = 0 and Clawback = 1 denote firms that did not and did have a clawback provision 

in place at the time of the announcement. *, ** and *** indicate statistical significance at the 10%, 5% and 1% levels respectively in the differences in means and 

medians of the variables in the control groups and treated groups using the t-test for means and Wilcoxon signed rank-sum test for medians. 

 

  All Clawback = 0 Clawback = 1 Difference 

 N=1475 N=352 N=1123  

Variable Mean Median Mean Median Mean Median Mean Median 

         

Total Assets 23562.890 3633.100 6664.108 1825.429 28859.746 4643.354 -22195.639*** -2817.926*** 

Log(Total Assets) 8.294 8.198 7.529 7.510 8.534 8.443 -1.005*** -0.934*** 

Market Capitalization 14284.280 3180.708 7453.607 1943.272 16425.328 3783.998 -8971.721*** -1840.726*** 

Sales 8665.888 2057.472 3675.309 1053.722 10230.165 2510.900 -6554.856*** -1457.178*** 

Cash/Total Assets 0.135 0.081 0.159 0.095 0.128 0.079 0.031*** 0.016 

Debt/Total Assets 0.239 0.218 0.220 0.182 0.245 0.227 -0.026** -0.045*** 

Tobin's Q 1.966 1.560 2.131 1.638 1.915 1.534 0.217*** 0.103** 

Return-on-Assets 0.126 0.117 0.133 0.122 0.124 0.115 0.009 0.006 

Co-opted Board 0.451 0.000 0.481 0.000 0.443 0.000 0.038 0.000 

CEO-Chair 0.447 0.000 0.455 0.000 0.444 0.000 0.010 0.000 

Total Pay 6873.453 5094.338 4860.650 3537.513 7504.358 5774.680 -2643.708*** -2237.167*** 

Bonus/Total Pay 0.230 0.188 0.230 0.184 0.230 0.189 0.000 -0.005 

Auditor Market Share 0.256 0.234 0.241 0.214 0.261 0.239 -0.020** -0.025** 

Big 4 Auditor 0.923 1.000 0.858 1.000 0.943 1.000 -0.085*** 0.000*** 

Cash Flow Volatility 0.029 0.020 0.030 0.021 0.029 0.020 0.001 0.001 

R&D/Total Assets 0.021 0.000 0.023 0.000 0.020 0.000 0.003 0.000 
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Table 3 – Matched Sample Summary Statistics 

This table reports summary statistics for firm characteristics. The sample consists of 690 constituents of the S&P 1500 index in June 2015, for which required 

data were available (see Table A1 for variable descriptions). This includes 345 firms that did not have a clawback provision (Clawback = 0) and a matched 

sample of 345 firms (closest in size from the same 2-digit SIC industry selected with replacement) that had a clawback provision (Clawback = 1). *, ** and *** 

indicate statistical significance at the 10%, 5% and 1% levels respectively in the differences in means and medians of the variables in the control groups and 

treated groups using the t-test for means and Wilcoxon signed rank-sum test for medians. 

  All Clawback = 0 Clawback = 1 Difference 

 N=690 N=345 N=345  

Variable Mean Median Mean Median Mean Median Mean Median 

         

Total Assets 5184.129 1810.624 5227.535 1822.300 5140.723 1783.100 86.812 39.200 

Log(Total Assets) 7.532 7.501 7.512 7.508 7.551 7.486 -0.039 0.022 

Market Capitalization 5846.237 1943.463 6443.797 1942.600 5248.678 1953.068 1195.119 -10.468 

Sales 3532.707 1092.082 3149.685 1021.615 3915.729 1126.890 -766.045 -105.275 

Cash/Total Assets 0.164 0.107 0.159 0.092 0.168 0.119 -0.009 -0.028 

Debt/Total Assets 0.219 0.194 0.219 0.182 0.219 0.202 0.000 -0.020 

Tobin's Q 2.131 1.726 2.136 1.644 2.127 1.790 0.009 -0.146 

Return-on-Assets 0.138 0.127 0.133 0.122 0.143 0.131 -0.011 -0.008 

Co-opted Board 0.507 1.000 0.478 0.000 0.535 1.000 -0.057 -1.000 

CEO-Chair 0.420 0.000 0.455 0.000 0.386 0.000 0.070* 0.000* 

Total Pay 4943.778 3779.750 4872.651 3588.724 5014.906 3907.450 -142.255 -318.726** 

Bonus/Total Pay 0.236 0.193 0.229 0.184 0.243 0.202 -0.014 -0.018* 

Auditor Market Share 0.238 0.217 0.240 0.214 0.236 0.234 0.004 -0.020 

Big 4 Auditor 0.870 1.000 0.858 1.000 0.881 1.000 -0.023 0.000 

Cash Flow Volatility 0.030 0.023 0.029 0.021 0.031 0.025 -0.002 -0.004** 

R&D/Total Assets 0.024 0.000 0.023 0.000 0.025 0.000 -0.002 0.000 
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Table 4 – CARs 

This table reports mean cumulative abnormal returns (CARs) around SEC’s announcement of its proposed new Rule 

10D-1 on July 1 2015, computed using standard event study methodology with a 4-factor return model (Fama and 

French, 1993, Carhart, 1997). The sample consists of 1475 firms that constituted the S&P 1500 index in June 2015, 

for which required data were available (see Table A1 for variable descriptions). Clawback = 0 and Clawback = 1 

denote firms that did not and did have a clawback provision in place at the time of the announcement. t-statistics for 

CARs are computed following Kolari and Pynnönen (2010). *, ** and *** indicate statistical significance at the 

10%, 5% and 1% levels respectively. 

  All Clawback = 0 Clawback = 1   

Window Mean N t-stat Mean N t-stat Mean N t-stat Difference 

           

(-1,0) 0.00121 1475 1.168 0.00226 352 1.532 0.00088 1123 1.012 0.00138 

(-1,+3) 0.0028 1475 1.486 0.00644** 352 2.293 0.00166 1123 1.143 0.00478** 

(-2,+2) 0.0023 1475 1.104 0.00587** 352 2.346 0.00118 1123 0.705 0.00469** 
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Table 5 – Matched Sample CARs 

This table reports mean cumulative abnormal returns (CARs) around SEC’s announcement of its proposed new Rule 

10D-1 on July 1 2015, computed using standard event study methodology with a 4-factor return model (Fama and 

French, 1993, Carhart, 1997). The sample consists of 690 constituents of the S&P 1500 index in June 2015, for 

which required data were available (see Table A1 for variable descriptions). This includes 345 firms that did not 

have a clawback provision (Clawback = 0) and a matched sample of 345 firms (closest in size from the same 2-digit 

SIC industry selected with replacement) that had a clawback provision (Clawback = 1). t-statistics for CARs are 

computed following Kolari and Pynnönen (2010). *, ** and *** indicate statistical significance at the 10%, 5% and 

1% levels respectively. 

  All Clawback = 0 Clawback = 1   

Window Mean N t-stat Mean N t-stat Mean N t-stat Difference 

           

(-1,0) 0.00071 690 0.792 0.00213 345 1.504 -0.00071 345 0.031 0.00284 

(-1,+3) 0.00394 690 1.512 0.00640** 345 2.262 0.00147 345 0.679 0.00493 

(-2,+2) 0.00246 690 1.005 0.00599** 345 2.414 -0.00106 345 -0.125 0.00705** 
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Table 6 – Matched Sample CAR Regressions 

This table reports results of OLS regressions. The dependent variables are cumulative abnormal returns (CARs) 

around SEC’s announcement of its proposed new Rule 10D-1 on July 1 2015, computed using standard event study 

methodology with a 4-factor return model (Fama and French, 1993, Carhart, 1997). The sample consists of 690 

constituents of the S&P 1500 index in June 2015, for which required data were available. This includes 345 firms 

that did not have a clawback provision and a matched sample of 345 firms (closest in size from the same 2-digit SIC 

industry selected with replacement) that had a clawback provision. Industry fixed effects at the SIC division level 

(“1-digit SIC”) are included. All variables are defined in Table A1. t-statistics are computed using 

heteroscedasticity-consistent standard errors. *, ** and *** indicate statistical significance at the 10%, 5% and 1% 

levels respectively. 

  (1) (2) (3) (4) (5) (6) 

  CAR(-1,0) CAR(-1,+3) CAR(-2,+2) 

       

Clawback = 0 0.00284 0.00308* 0.00494* 0.00545* 0.00705** 0.00691** 

 (1.57) (1.71) (1.66) (1.74) (2.46) (2.43) 

Log(Total Assets)  -0.000995  -0.00145  -0.00202 

  (-1.27)  (-1.16)  (-1.56) 

Tobin's Q  -0.00314***  -0.00482**  -0.00329** 

  (-2.92)  (-1.99)  (-2.23) 

Return-on-Assets  0.0360**  0.0490  0.00903 

  (2.27)  (1.33)  (0.38) 

Debt/Total Assets  -0.00559  0.0181*  -0.00727 

  (-1.01)  (1.80)  (-0.92) 

Cash/Total Assets  -0.0148*  0.00136  -0.0219** 

  (-1.84)  (0.07)  (-2.22) 

       

Industry Fixed Effects  YES YES YES YES YES YES 

Observations 690 690 690 690 690 690 

Adjusted 𝑅2 0.015 0.044 0.038 0.057 0.052 0.067 
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Table 7 – Placebo Regression Coefficients 

This table reports summary statistics for 500 placebo regression coefficients on Clawback = 0 for models (5) and (6) 

of Table 6 (dependent variable CAR (-2,+2)) obtained from the following exercise. Each day in the period between 

days -300 and +300 relative to the announcement of 10D-1 on July 1, 2015, excluding days -50 to +50 is considered 

as a placebo announcement date (i.e. 500 placebo dates in total). For each placebo date, we compute the CARs using 

the same methodology as Table 6, with the same estimation window relative to the placebo date (e.g. for the placebo 

announcement on day -300, the estimation window used is -580 to -231). Models (5) and (6) are then estimated with 

the CAR for each placebo date used as the dependent variable in place of the CAR for the actual announcement to 

obtain 500 placebo coefficients each for the explanatory variable Clawback = 0. The sample consists of 690 

constituents of the S&P 1500 index in June 2015, for which required data were available, and includes 345 firms 

that did not have a clawback provision and a matched sample of 345 firms (closest in size from the same 2-digit SIC 

industry selected with replacement) that had a clawback provision. Industry fixed effects at the SIC division level 

(“1-digit SIC”) are included. Model (6) includes Log(Total Assets), Tobin’s Q, Return-on-Assets, Debt/Total Assets 

and Cash/Total Assets as controls. All variables are defined in Table A1. t-statistics are computed using 

heteroscedasticity-consistent standard errors. The actual coefficients are from models (5) and (6) of Table 6. Sig. 5% 

means statistically significant at the 5% level. 

Clawback = 0 

Coefficient 

Actual 

Event Date 

Placebo Event Dates 

Mean Median Std. Dev. 5th 95th >0 & sig. 5% >Actual & sig. 5% 

         

Model (5) 0.00705 -0.00045 -0.00042 0.00397 -0.00707 0.00551 3% 2% 

Model (6) 0.00691 -0.00046 -0.00045 0.00402 -0.00733 0.00582 4% 2% 
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Table 8 – Managerial Power 

Panel A of this table reports mean cumulative abnormal returns (CARs) in the 5-day window around SEC’s 

announcement of its proposed new Rule 10D-1 on July 1 2015, computed using standard event study methodology 

with a 4-factor return model (Fama and French, 1993, Carhart, 1997). Panel B reports the results of OLS regressions 

for which the dependent variable is the 5-day CAR around SEC’s announcement of its proposed new Rule 10D-1. 

The sample consists of 458 constituents of the S&P 1500 index in June 2015, for which required data were available 

(see Table A1 for variable descriptions) including data on Co-opted boards. This includes 229 firms that did not 

have a clawback provision (Clawback = 0) and a matched sample of 229 firms (closest in size from the same 2-digit 

SIC industry selected with replacement) that had a clawback provision (Clawback = 1). t-statistics in Panel A for the 

CARs are computed following Kolari and Pynnönen (2010). The controls in Panel B consist of Log(Total Assets), 

Tobin’s Q, Return-on-Assets, Debt/Total Assets and Cash/Total Assets. Industry fixed effects at the SIC division 

level (“1-digit SIC”) are also included in Panel B. t-statistics in Panel B are computed using heteroscedasticity-

consistent standard errors. *, ** and *** indicate statistical significance at the 10%, 5% and 1% levels respectively. 

Panel A                   

  All Clawback = 0 Clawback = 1 

CAR(-2,+2)  Mean N t-stat Mean N t-stat Mean N t-stat 

          

Co-opted Board=0 0.00508 228 1.589 0.0051 120 1.641 0.0051 108 1.038 

Co-opted Board=1 0.00274 230 1.088 0.01246*** 109 4.619 -0.00601 121 -1.370 

          

CEO-Chair = 0 0.00175 400 0.638 0.00423 188 1.691 -0.00044 212 -0.116 

CEO-Chair = 1 0.00344 290 1.391 0.00810*** 157 2.724 -0.00206 133 -0.090 

                    

 

Panel B         

  (1) (2) (3) (4) 

  CAR(-2,+2) 

     

Clawback = 0 0.00945*** 0.00196 0.00676** 0.00577 

 (2.91) (0.42) (2.41) (1.44) 

Co-opted Board 0.000319 -0.00734   

 (0.10) (-1.51)   

Clawback = 0 × Co-opted Board  0.0150**   

   (2.16)   

CEO-Chair   0.00217 0.000952 

   (0.78) (0.23) 

Clawback = 0 × CEO-Chair    0.00236 

    (0.40) 

     

Controls YES YES YES YES 

Industry Fixed Effects YES YES YES YES 

     

Observations 458 458 690 690 

Adjusted 𝑅2 0.085 0.093 0.067 0.066 
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Table 9 – Compensation Structure 

Panel A of this table reports mean cumulative abnormal returns (CARs) in the 5-day window around SEC’s 

announcement of its proposed new Rule 10D-1 on July 1 2015, computed using standard event study methodology 

with a 4-factor return model (Fama and French, 1993, Carhart, 1997). Panel B reports the results of OLS regressions 

for which the dependent variable is the 5-day CAR around SEC’s announcement of its proposed new Rule 10D-1. 

The sample consists of 690 constituents of the S&P 1500 index in June 2015, for which required data were available 

(see Table A1 for variable descriptions). This includes 345 firms that did not have a clawback provision (Clawback 

= 0) and a matched sample of 345 firms (closest in size from the same 2-digit SIC industry selected with 

replacement) that had a clawback provision (Clawback = 1). t-statistics in Panel A for the CARs are computed 

following Kolari and Pynnönen (2010). The controls in Panel B consist of Log(Total Assets), Tobin’s Q, Return-on-

Assets, Debt/Total Assets and Cash/Total Assets. Industry fixed effects at the SIC division level (“1-digit SIC”) are 

also included in Panel B. t-statistics in Panel B are computed using heteroscedasticity-consistent standard errors. *, 

** and *** indicate statistical significance at the 10%, 5% and 1% levels respectively. 

Panel A                   

  All Clawback = 0 Clawback = 1 

CAR(-2,+2)  Mean N t-stat Mean N t-stat Mean N t-stat 

          

Bonus/Total Pay≤Median 0.00077 346 1.04 0.00450* 184 1.939 -0.00348 162 -0.336 

Bonus/Total Pay>Median 0.00417 344 0.75 0.00769** 161 2.058 0.00108 183 0.015 

                    

 

Panel B     

  (1) (2) 

  CAR(-2,+2) 

   

Clawback = 0 0.00706** 0.00923** 

 (2.49) (2.31) 

Bonus/Total Pay 0.0146* 0.0196** 

 (1.91) (2.48) 

Clawback = 0 × Bonus/Total Pay  -0.00915 

  (-0.66) 

   

Controls YES YES 

Industry Fixed Effects YES YES 

   

Observations 690 690 

Adjusted 𝑅2 0.073 0.073 
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Table 10 – Audit Quality 

Panel A of this table reports mean cumulative abnormal returns (CARs) in the 5-day window around SEC’s 

announcement of its proposed new Rule 10D-1 on July 1 2015, computed using standard event study methodology 

with a 4-factor return model (Fama and French, 1993, Carhart, 1997). Panel B reports the results of OLS regressions 

for which the dependent variable is the 5-day CAR around SEC’s announcement of its proposed new Rule 10D-1. 

The sample consists of 690 constituents of the S&P 1500 index in June 2015, for which required data were available 

(see Table A1 for variable descriptions). This includes 345 firms that did not have a clawback provision (Clawback 

= 0) and a matched sample of 345 firms (closest in size from the same 2-digit SIC industry selected with 

replacement) that had a clawback provision (Clawback = 1). t-statistics in Panel A for the CARs are computed 

following Kolari and Pynnönen (2010). The controls in Panel B consist of Log(Total Assets), Tobin’s Q, Return-on-

Assets, Debt/Total Assets and Cash/Total Assets. Industry fixed effects at the SIC division level (“1-digit SIC”) are 

also included in Panel B. t-statistics in Panel B are computed using heteroscedasticity-consistent standard errors. *, 

** and *** indicate statistical significance at the 10%, 5% and 1% levels respectively. 

Panel A                   

  All Clawback = 0 Clawback = 1 

CAR(-2,+2)  Mean N t-stat Mean N t-stat Mean N t-stat 

          

Auditor Market Share≤Median 0.00439 345 1.277 0.00908** 179 2.271 -0.00067 166 0.070 

Auditor Market Share>Median 0.00053 345 0.417 0.00265 166 1.482 -0.00143 179 -0.233 

          

Non-Big 4 Auditor 0.00936 90 1.670 0.01013** 49 2.407 0.00843 41 0.368 

Big 4 Auditor 0.00143 600 0.785 0.0053** 296 2.062 -0.00234 304 -0.197 

                    

 

Panel B         

  (1) (2) (3) (4) 

  CAR(-2,+2) 

     

Clawback = 0 0.00700** 0.0111** 0.00677** 0.00201 

 (2.47) (2.15) (2.37) (0.24) 

Auditor Market Share -0.0167* -0.00684   

 (-1.68) (-0.47)   

Clawback = 0 × Auditor Market Share  -0.0173   

  (-0.97)   

Big 4 Auditor   -0.00702 -0.00992 

   (-1.53) (-1.29) 

Clawback = 0 × Big 4 Auditor    0.00546 

    (0.62) 

     

Controls YES YES YES YES 

Industry Fixed Effects YES YES YES YES 

     

Observations 690 690 690 690 

Adjusted 𝑅2 0.070 0.070 0.070 0.069 
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Table 11 – Potential Costs of Clawbacks 

Panel A of this table reports mean cumulative abnormal returns (CARs) in the 5-day window around SEC’s 

announcement of its proposed new Rule 10D-1 on July 1 2015, computed using standard event study methodology 

with a 4-factor return model (Fama and French, 1993, Carhart, 1997). Panel B reports the results of OLS regressions 

for which the dependent variable is the 5-day CAR around SEC’s announcement of its proposed new Rule 10D-1. 

The sample consists of 690 constituents of the S&P 1500 index in June 2015, for which required data were available 

(see Table A1 for variable descriptions). This includes 345 firms that did not have a clawback provision (Clawback 

= 0) and a matched sample of 345 firms (closest in size from the same 2-digit SIC industry selected with 

replacement) that had a clawback provision (Clawback = 1). t-statistics in Panel A for the CARs are computed 

following Kolari and Pynnönen (2010). The controls in Panel B consist of Log(Total Assets), Tobin’s Q, Return-on-

Assets, Debt/Total Assets and Cash/Total Assets. Industry fixed effects at the SIC division level (“1-digit SIC”) are 

also included in Panel B. t-statistics in Panel B are computed using heteroscedasticity-consistent standard errors. *, 

** and *** indicate statistical significance at the 10%, 5% and 1% levels respectively. 

Panel A                   

  All Clawback = 0 Clawback = 1 

CAR(-2,+2)  Mean N t-stat Mean N t-stat Mean N t-stat 

          

Cash Flow Vol≤Median 0.00489 345 1.26 0.00794** 191 2.220 -0.00067 166 0.070 

Cash Flow Vol>Median 0.00003 345 0.212 0.00358 154 1.621 -0.00283 191 -0.789 

          

R&D/Total Assets≤Median 0.00599 424 1.534 0.00727** 216 2.282 0.00465 208 0.796 

R&D/Total Assets>Median -0.00315 266 -0.879 0.00384 129 0.664 -0.00974* 137 -1.772 

                    

 

Panel B         

  (1) (2) (3) (4) 

  CAR(-2,+2) 

     

Clawback = 0 0.00684** 0.00367 0.00673** 0.00463 

 (2.40) (0.88) (2.37) (1.46) 

Cash Flow Volatility -0.0642 -0.127*   

 (-0.95) (-1.82)   

Clawback = 0 × Cash Flow Volatility  0.104   

  (0.94)   

R&D/Total Assets   -0.0611 -0.109** 

   (-1.52) (-1.98) 

Clawback = 0 × R&D/Total Assets    0.0886 

    (1.28) 

     

Controls YES YES YES YES 

Industry Fixed Effects YES YES YES YES 

     

Observations 690 690 690 690 

Adjusted 𝑅2 0.068 0.068 0.069 0.071 
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Appendix A – Variable Definitions 

Table A1 – Variable Definitions 

This table contains the definitions and descriptions of the variables used in this paper. 

Variable Definition 

  

Auditor Market Share 
The fraction of Compustat firms in the firm's 2-digit SIC Industry, weighted by Total Assets, that are audited 

by the firm's auditor (Source: Auditanalytics). 

  

Big 4 Auditor Equals 1 if the firm was audited by Deloitte, EY, KPMG, or PwC (Source: Auditanalytics). 

  

Bonus/Total Pay 

The fraction of the CEOs Total Pay (see Total Pay) that consisted of bonus payments. Bonus payments are 

calculated as the sum of bonus payments and estimated future payouts under non-equity incentives following 

Hayes, Lemmon and Qiu (2012) (Source: Execucomp). 

  

CAR(i,j) 

The cumulative abnormal return from day i to j relative to the SEC’s announcement of proposed Rule 10D-1 on 

July 1, 2015, computed using a 4-factor return model (Fama and French, 1993, Carhart, 1997) with a 250-day 

estimation window ending 30 days before the announcement with at least 60 observations (Source: CRSP). 

  

Cash Flow Volatility 
The standard deviation of Quarterly Operating Cash Flows/Total Assets over the past 8 quarters (Source: 

Compustat). 

  

Cash/Total Assets Cash and Short-term Investments divided by Total Assets (Source: Compustat). 

  

CEO-Chair Equals 1 if the CEO is also the Chair of the board of directors (Source: Execucomp, Riskmetrics). 

  

Clawback 
Equals 1 if the firm had a policy providing for the recoupment of performance-based executive compensation 

when the accounting information upon which the compensation is based gets restated (Source: SEC EDGAR). 

  

Co-opted Board The fraction of the directors on the board appointed after the current CEO took office (Source: Lalitha Naveen). 

  

Debt/Total Assets The sum of Long-term Debt and Debt in Current Liabilities divided by Total Assets (Source: Compustat). 

  

Market Capitalization The total value of the firm's shares outstanding at the end of the fiscal year (Source: Compustat). 

  

Return-on-Assets Operating Income before Depreciation divided by Total Assets (Source: Compustat). 

  

R&D/Total Assets Research and Development Expenses (equal to 0 when missing) divided by Total Assets (Source: Compustat). 

  

Sales Net Sales divided by Total Assets(Source: Compustat). 

  

Tobin's Q 
The ratio of the market value of assets to book value of assets computed following Baker and Wurgler (2002) 

(Source: Compustat). 

  

Total Assets Total Assets (Source: Compustat). 

  

Total Pay The CEO’s total compensation (Source: Execucomp). 
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Appendix B – Internet Appendix (Additional Results) 

Table B1 – Matched Sample CARs for Firms with Clawbacks Comparable to 10D-1 Clawbacks 

This table reports mean cumulative abnormal returns (CARs) around SEC’s announcement of its proposed new Rule 

10D-1 on July 1 2015, computed using standard event study methodology with a 4-factor return model (Fama and 

French, 1993, Carhart, 1997). The sample consists of 690 constituents of the S&P 1500 index in June 2015, for 

which required data were available (see Table A1 for variable descriptions). This includes 43 firms that had a 

clawback provision (Clawback = 1) that was comparable in strictness to the clawbacks mandated by proposed rule 

10D-1, and a matched sample of 43 firms (closest in size from the same 2-digit SIC industry selected with 

replacement) that did not have a clawback provision (Clawback = 0). t-statistics for CARs are computed following 

Kolari and Pynnönen (2010). *, ** and *** indicate statistical significance at the 10%, 5% and 1% levels 

respectively. 

  All Clawback = 0 Clawback = 1 

Window Mean N t-stat Mean N t-stat Mean N t-stat 

          

(-1,0) 0.00109 86 0.944 0.00523*** 43 2.733 -0.00305 43 -0.290 

(-1,+3) 0.00138 86 0.91 0.00577** 43 2.109 -0.00301 43 -0.018 

(-2,+2) 0.00222 86 0.839 0.00798*** 43 2.943 -0.00354 43 -0.148 
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Table B2 – Full Sample Regressions 

This table reports results of OLS regressions. The dependent variables are cumulative abnormal returns (CARs) 

around SEC’s announcement of its proposed new Rule 10D-1 on July 1 2015, computed using standard event study 

methodology with a 4-factor return model (Fama and French, 1993, Carhart, 1997). The sample consists of 1475 

firms that constituted the S&P 1500 index in June 2015, for which required data were available. Industry fixed 

effects at the SIC division level (“1-digit SIC”) are included. All variables are defined in Table A1. t-statistics are 

computed using heteroscedasticity-consistent standard errors. *, ** and *** indicate statistical significance at the 

10%, 5% and 1% levels respectively. 

  (1) (2) (3) (4) (5) (6) 

  CAR(-1,0) CAR(-1,+3) CAR(-2,+2) 

       

Clawback = 0 0.00165 0.00194 0.00466* 0.00485** 0.00432** 0.00415* 

 (1.10) (1.27) (1.94) (2.01) (2.04) (1.89) 

Log(Total Assets)  -0.000145  -0.000561  -0.000979* 

  (-0.38)  (-0.96)  (-1.66) 

Tobin's Q  -0.00136*  -0.00239  -0.00204* 

  (-1.71)  (-1.47)  (-1.93) 

Return-on-Assets  0.0175  0.0289  0.00495 

  (1.58)  (1.26)  (0.31) 

Debt/Total Assets  -0.00900***  0.00465  -0.0100** 

  (-2.69)  (0.82)  (-2.16) 

Cash/Total Assets  -0.0143**  -0.00793  -0.0197*** 

  (-2.39)  (-0.57)  (-2.64) 

       

Industry Fixed Effects  Yes Yes Yes Yes Yes Yes 

Observations 1475 1475 1475 1475 1475 1475 

Adjusted 𝑅2 0.034 0.046 0.034 0.039 0.040 0.053 

              

 



 

63 

Table B3 – Co-opted Board Sample Summary Statistics 

This table reports summary statistics for firm characteristics. The sample in Panel A consists of 458 constituents of 

the S&P 1500 index in June 2015, for which required data were available (see table A1 for variable descriptions), 

including data on co-opted directors from Coles, Daniel and Naveen (2014). This includes 229 firms that did not 

have a clawback provision (Clawback = 0) and a matched sample of 229 firms that had a clawback provision 

(Clawback = 1). A match for each firm without a clawback with available data on co-opted directors is selected, 

with replacement, as the firm with a clawback that is closest in size in the same 2-digit SIC industry with available 

data on co-opted directors. *, ** and *** indicate statistical significance at the 10%, 5% and 1% levels respectively. 

  All Clawback = 0 Clawback = 1 Difference 

 N=458 N=229 N=229  

Variable Mean Median Mean Median Mean Median Mean Median 

         

Total Assets 5177.642 1925.391 5107.195 1885.705 5248.089 1997.636 -140.894 -111.931 

Log(Total Assets) 7.618 7.563 7.593 7.542 7.643 7.600 -0.050 -0.058 

Market Capitalization 5346.214 2040.381 5636.025 2129.288 5056.403 1987.455 579.622 141.833 

Sales 3790.465 1288.519 3132.746 1287.060 4448.185 1288.519 -1315.439 -1.459 

Cash/Total Assets 0.164 0.112 0.157 0.097 0.171 0.125 -0.014 -0.028 

Debt/Total Assets 0.220 0.192 0.217 0.170 0.223 0.202 -0.006 -0.031 

Tobin's Q 2.076 1.652 2.079 1.568 2.073 1.729 0.006 -0.161 

Return-on-Assets 0.139 0.125 0.134 0.123 0.143 0.126 -0.009 -0.003 

Co-opted Board 0.502 1.000 0.476 0.000 0.528 1.000 -0.052 -1.000 

CEO-Chair 0.441 0.000 0.467 0.000 0.415 0.000 0.052 0.000 

Total Pay 4953.291 3952.761 4780.222 3783.363 5126.360 4053.674 -346.138 -270.311* 

Bonus/Total Pay 0.227 0.187 0.232 0.188 0.223 0.184 0.009 0.004 

Auditor Market Share 0.242 0.234 0.250 0.229 0.234 0.234 0.016 -0.005 

Big 4 Auditor 0.873 1.000 0.878 1.000 0.869 1.000 0.009 0.000 

Cash Flow Volatility 0.030 0.023 0.029 0.021 0.032 0.024 -0.003 -0.003** 

R&D/Total Assets 0.025 0.000 0.026 0.000 0.025 0.000 0.001 0.000 
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Table B4 – Main Result Robustness Checks 

This table reports results of robustness checks of the event study results reported in Tables 5 and 6. Except in 1 and 

2, CARs are estimated using the (-2,+2) window around the announcement of proposed rule 10D-1 on July 1, 2015. 

The sample consists of 690 constituents of the S&P 1500 index in June 2015, for which required data is available. 

This includes 345 firms that did not have a clawback provision and a matched sample of 345 firms (closest in size 

from the same 2-digit SIC industry selected with replacement) that had a clawback provision (except where noted 

otherwise – see below). The univariate columns report the mean CAR(-2,+2) for firms with (Clawback = 1) and 

without a clawback (Clawback = 0). The regression columns report the coefficient on an indicator for firms without 

a clawback (Clawback = 0) from OLS regressions with CAR(-2,+2) as the dependent variable. Control variables 

consist of Log(Total Assets), Tobin’s Q, Return-on-Assets, Debt/Total Assets, Cash/Total Assets (all variables are 

defined in Table A1). Industry fixed effects at the SIC division level (“1-digit SIC”) are included in all specifications 

that are similar to models (5) and (6) in Table 6. In 1 the event date is June 2, 2015 – the publication date of the Wall 

Street Journal article discussing the upcoming vote on clawbacks – instead of the 10D-1 announcement. In 2 the 

event date is June 25, 2015 – the date the SEC issued a Sunshine Act Meeting Notice which stated that a 

meeting/vote on clawback regulation would take place on July 1, 2015 – instead of the 10D-1 announcement. In 3, 

firms that were audited by Deloitte at the time of the 10D-1 announcement are excluded from the sample of firms 

with a clawback, as well as from the set of firms with a clawback from which matches are selected. In 4 (5), firms 

that adopted a clawback provision within 2 (1) years of the 10D-1 announcement are excluded from the set of firms 

with a clawback from which matches are selected. Adoption dates are assumed to be the filing date of the firm’s first 

DEF14A, 10-K, or 8-K that mentions a clawback. In 6, the CARs are computed using an alternative method. For 

each firm, daily excess returns over the (-370,+5) period (i.e. 1.5 years) are regressed on the market, size, value and 

momentum factors, and an indicator equal to 1 during the (-2,+2) event window (i.e. 5 days). The CARs for each 

firm are computed as 5 times the coefficient on the event window indicator. Regressions in 6 are estimated 

following Sefcik and Thompson (1986). In 7, propensity score matching is used to construct the matched sample 

using only firms for which required data is available. Variables used for matching are the non-competition 

agreement enforcement index (Garmaise (2011)), the number of restatements made in the 5 years preceding the 

event (Auditanalytics), Log(Total Assets), Tobin’s Q, R&D/Total Assets, Return-on-Assets, stock return volatility 

and buy-and hold-returns over the (-280,-30) window (CRSP), the natural log of the firm’s CEOs total pay and the 

CEOs tenure (Execucomp), institutional ownership (Thomson Reuters), the fraction of directors appointed after the 

current CEO took office (Coles, Daniel, and Naveen (2014)), and 1-digit SIC indicators. This choice of matching 

variables is based on models (4) and (6) from Table 5 in Babenko, Bennett, Bizjak and Coles (2017). *, ** and *** 

indicate statistical significance at the 10%, 5%, and 1% levels. Statistical significance for the univariate analysis in 

1-5 and 7 is evaluated using t-statistics computed following Kolari and Pynnönen (2010). 

      Univariate Regression 

    

N 

CAR(-2,+2) 

Clawback = 1 

Mean 

CAR(-2,+2) 

Clawback = 0 

Mean 

CAR(-2,+2) 

Clawback = 0 

Coefficient 

(without controls) 

CAR(-2,+2) 

Clawback = 0 

Coefficient          

(with controls) 

       

1. WSJ Article on June 2, 2015 690 -0.00075 0.00081 0.00156 0.00165 

       
2. SEC Sunshine Act Meeting Notice on June 25, 2015 690 -0.00053 0.00038 0.00091 0.00050 

       
3. Exclude Deloitte-audited firms 570 -0.00228 0.00576** 0.00803** 0.00797** 

       
4. Exclude late adopters (2 years before announcement) 690 -0.00217 0.00599** 0.00816*** 0.00779*** 

       
5. Exclude late adopters (1 year before announcement) 690 -0.00169 0.00599** 0.00768*** 0.00731*** 

       
6. Alternative event study methodology 690 -0.00106 0.00599*** 0.00650** 0.00638** 

       
7. Propensity-score matched sample 468 0.00011 0.00872*** 0.00869*** 0.0101*** 
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