o \Ye JT< CJ'J—.'I

63g-Ll> gLaULS a5 g 49

Tl 135,56 &S 6).3.3.3 Sty p S50 CuaSle LJ

(ISS) solys Olyliwnlyw Oleds H ualgd

s dAlie LSSl Glgie

Does corporate governance influence corporate risk-taking?

Evidence from the Institutional Shareholders Services (ISS)
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IV. Conclusion

Motivated by agency theory, we seek to understand the effect of
corporate governance on the extent of corporate risk-taking. Using the
most comprehensive measures of corporate governance provided by
the Institutional Shareholder Services (ISS), we find that firms with
more effective governance exhibit a substantially lower degree of risk-
taking. The results are consistent with the notion that managers,
motivated by performance-based compensation contracts, tend to take
more risk that would maximize their compensation. Effective
governance, however, forces managers to cut back on the extent of risk-
taking. The results are robust. We employ two alternative measures of
corporate governance and two alternative measure of risk-taking and
always obtain consistent results.
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