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A Study of Remuneration-Based

Managerial Herd Behavior
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Abstract Based on the assumption that managers hold the principle of safety-first when
facing risk, and their remuneration is partly based on relative performance, this paper devel-
ops a behavioral model of managerial herd behavior. We first develop a model involving two
managers, and then extend it to a model of n managers. Our results capture the predictions of
other theories trying to explain the herd behavior. In particular, we find that herd behavior is
linked to the manager's remuneration structure. Our empirical study verifies this finding.
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