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Abstract

The Employee Stock Bonus (ESB) has implemented for a long time in Taiwan, it
also causes many controvrsial issues. During the past years, the Employee Stock
Option (ESO) has become one of the compensation systems in Taiwan. According to
previous literatures ESO benefits for the performance of the firms. Nevertheless, there
has not been adequate evidence to demonstrate the ESO is helpful for company in

Taiwan.

This paper provides a test for the effect of ESO on firm performance. Date from
publicly traded listed on the Taiwan Stock Exchange (TAIEX) during the period
2001-2004. Results indicate the firms with ESO have long term and short term
performance higher than those without ESO. The higher the value of the ESO in
proportion to out of total profit, firm performance is better. These findings support
hypothesis that the ESO enhance employee’s incentives and benefit stockholder’s

wealth. Eventually, there is an improvement upon firm performance.

Keywords: Employee Stock Option, Firm’s Performance
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