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A State-Stewardship View on Executive Compensation
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PBloch School of Management, University of Missouri

ABSTRACT

We take a state-stewardship view on the corporatergance model and executive compensation policies
in economies with strong political involvement. Buch a highly politically-oriented institutional
environment, the business elites are not just psid@al managers but are also de facto governnfiécitls

who are directly state-appointed — even in ‘privéitens. They are expected to act as responsiliavards’

of the state. Consequently, their compensation diffigr from what agency theory predicts. We tess th
state-stewardship view on China and find that G3@rmpanagers are remunerated not for maximizingyequi
value but for increasing the value of the state-@ivassets. Managerial compensation depends oicalbolit
connections and prestige, and on the firms’ coutidin to political and macroeconomic goals and the
officials’ political achievements. These effectsrasgsomewhat weakened since the governance reform of
2006, when companies became more market-orienteithstate influence still prevails. In a socialfere
perspective, the compensation of state-steward geagsastimulates not the maximization of shareholder
value but the preservation of the state’s interests

Keywords: State-stewardship view, agency theory, executivepensation, political connections.

JEL Code: G34, H70, M12, P26, P31

Acknowledgements:We thank Lucian Bebchuk, Thorsten Beck, Fabio Biay Jerry Cao, Marco Da Rin, Joost
Driessen, Olivier de Jonghe, Michael Firth, Wayng® Xu Lang, Chris Marquis, Dwight Perkins, BingrRR Oliver
Spalt, Dylan Sutherland, Francisco Urzua Infantghaf Xuan, and the seminar and conference partitspat Harvard
Kennedy School, Harvard Law School, London Schddt@nomics, Copenhagen Business School, CESifacgen
Summer Institute, Asian Finance Association comfeee Peking University, Tsinghua University, Nankhiiversity,
and Tilburg University for their valuable commen8pecial thanks to Bing Ren at Nankai University pooviding
data on Chinese directors’ interlocking networlugo We are also grateful to Yan Wang, Ying Zhengoyii Wu, and
Haikun Zhu for the excellent research assistankwor

! Hao Liang CentER Graduate School, Tilburg Univgrsie.O.Box 90153, 5000 LE Tilburg, the Netherlands,
H.Liang@uvt.nj Luc Renneboog (corresponding authan¢.Renneboog@uvt.nSunny Li Sunsunsli@umkc.edu




A State-Stewardship View on Executive Compensation

1. Introduction

The executive compensation policies in emergingnecoes puzzle researchers as the seemingly low
registered pay and the other-than-performance paynfanagers running large internationally active
corporations located in those economies challengstandard economic theories on corporate goveedan
Conyon and He (2011) document that the executiye(galary and bonus) of US top managers is about
seventeen times higher than that in China, even adintrolling for economic and governance factérben
stock options and equity compensation are congidéhe difference augments to approximately 42 sime
The majority of the extant literature on corporgé¥ernance resorts to agency theory to explainuixec
compensation policies (e.g. Jensen and Murphy, ;188@en, 1994; Core et al., 1999). The interesth®f
managers (the agent) and shareholders (the pripciga be in conflict, and agency problems mayeaifis
managers abuse their power, for instance, by angtiemselves generous pay packages neither gukstifi
by high managerial skills nor related to a meanihgbntribution to the firm’s performance. Conseufle

the compensation scheme should be designed inasway as to elicit effort from the management while
avoiding the above conflicts of interest (Bebchukl &ried, 2004; Jensen et al., 2004). Howeveris t
agency logic valid for emerging economies? The a&ndw negative because in countries in politicad an
institutional transition such as China, the staie #he political authorities own significant equstakes and
their political influence extends beyond ownersHipe use of non-cash compensation is very rareifitd,

is used at all, disclosure is incomplete, but pesiguconsumption may be more prevalent (Adithiglan

et al., 2011} Business activities are heavily influenced by gwernment and other political powers
through the government’s deliberate policies omouese allocation, as well as the vast presence of
government ownership and managers’ political cotioes. In Russia, for example, politically-connette

firms represent over 85 percent of the market alpdtion (Shleifer, 1998; Faccio, 2006). It isgeaable to

2 In 2010,Jiangling Motors one of China’s biggest commercial vehicle comgamind Ford’s joint venture partner,
achieved sales revenues of over $2.5 billion foltmastrong growth. Its CEO, York Chen, receivechanual total
compensation of $375,000, at par with his 2009(pay higher than that of any other CEO in this egctn marked
contrast, Dieters Zetsche, the CEO of the Europeéomobile gianDaimler AG,earned €8.7 million euro ($12
million), twice his pay in 2009 and more than 3@ds Chen’s salary. This discrepancy in pay is éaer when one
considerd=ord 's CEO Allan Mulally, who received $26.5 million 2010, 48% more than in 200Bl¢omberg, April 1,
2017).

% Stock options were rarely used before 2008, arth subsequently, merely 5% of listed companiesrtepe use of
stock options to remunerate their managers.



believe that such strong political influence onibess activities results in relatively less marsased

managerial compensation schemes.

Several papers have examined executive compensat@nerging economies, in particular, China (e.g.
Firth et al., 2006; Chen et al., 2010; Conyon awd 2011; Chen et al., 2011), but their focus waminan
testing western corporate governance theories, asigfay-for-performance sensitivity or managereabgr
theory (Bebchuk et al.,, 2002; Grabke-Rundell andm&opMejia, 2002), in the Chinese context.
Unsurprisingly, the validity of the agency theorythe Chinese corporate world is weak. An alteveati
theoretical framework incorporating the broadeiitfpall and institutional determinants of China’'sporate
governance system is needed (Buck et al., 2007;BEszen et al., 2012a). It is also important to take
institutional perspective as significant shiftsstdte powers in the economy and businesses haenaver
the last decade. Therefore, in the context of corsgigon contracting in China, two main researchstijoes
emerge: (1) What roles (other than ‘agents’) do agans play and how are they remunerated? (2) How do

such roles and compensation evolve over time?

In this paper, we find that the level and structofeChinese executive compensation does not tie in
with the principal-agent’s predications on pay{@rformance. The low compensation of Chinese masage
(relative to their international peers) is prevalenfirms with stronger state control, and wheti-dealing
opportunities are larger. Managers are also rewdanglere for maximizing the value of state-owned &sse
(rather than for maximizing shareholder value).tiremmore, their compensation is not closely linked
ability, but to their political connections and stige, as well as to their firms’ contribution teetlocal
officials’ political goals. All these effects haeeolved over time, whereby especially the majovaiization
effort of 2006 (the split-share structure refornasthad a big impact on the roles of managers agid th
compensation contracts. Some of these findings alsmedocumented in other studies, most recentjaio
et al. (2011), although they have not housed themgonsistent theoretical framework. In our arigjyse
take astate-stewardship vied explain these unique governance and compensatittracting patterns. For
a clear understanding of some key concepts, we thekéollowing two definitional distinctions. Firsthe
“state” is not necessarily the “nation”: the formrefers in the context of this paper to the intexdsthe
ruling political elites, while the latter represerihe interest of the public masses (citizens).rdtbee, by
calling Chinese managers the state’s stewards van rtfeat their interests are in line with those foé t
politicians, but not necessarily with the publideirest. Second, “state-stewardship” is differemtir
“stewardship”: the former describes a state-managktionship that is institutionalized by coercige

2



normative political forces (the manager can sti## belf-interested), while the latter describes a
pro-organizational behavior based on human altriassumptions. A comparison between the traditional
principal-agent perspective and our state-stewgrdsérspective is offered in Table 1, and will hettier

illustrated in the following sections.

[Table 1]

Our work makes the following contributions. Firas the traditional agency theory is not able to
explain the level, composition, and evolution oéextive compensation in China (e.g., Firth et 2006,
2007; Conyon and He, 2011), we focus on state enfte and managers’ political connections from a
state-stewardship view on Chinese corporationss Tiétitutional perspective has stronger explayator
power as it incorporates the organizing principleentive structures, and enforcement mechanisrfisnad
and managers within China’s authoritarian politisgstem after the economic reform and incomplete
privatization. Second, we take an institutionalsperctive with a focus on institutional change talgthow
the Chinese state controls the economy - by mehpsgvioership stakes and political connections wité t
2006 split-share reform as a watershed. Suchutistial change also implies a shift of wealth fribra state
(the government) to the nation (the private cit®emwnhile the authoritarian state still maintaiight control
over (corporate) employees (Xu, 2011). Third, ttegesmanager relationship has broader implicatfons
China’s economic and political development. Ecomomgform without reforming the human resources
policies at the executive level enables the autimcsdate to exert political power on corporate isie
making, so as to ensure that firms’ business aietsviulfill the state’s political objectives. Thefore, this

study also has some welfare implications.

2. Institutional Background

2.1. Privatization and the split-share structure réorm

When China started its economic reform in 1978, ohéhe key elements was the privatization (or
‘corporatization’ (Clarke, 2003)) of the formerltate-owned enterprises. Two stock exchanges, ingbiz
and Shenzhen, were established in 1990. Listed aomp became increasingly accountable to sharatsolde
(in addition to the state). The managerial resoattaration system has been improved since the mode

industrial and corporate reforms were initiated1®/78 and continued throughout the 1980s and 1990s



(Groves et al.,, 1994, 1995). Initially, a dual hatructure was established for all listed commanie
approximately two-thirds of domestically listed sd& (A-shares) were not tradable on the marketwsard
usually owned by the government and state agengtd@sh hindered the privatization process consiolgra
In April 2005 (effective from 2006), the Chinesevgmment initiated the split-share structure refain
turning non-tradable shares into tradable onedeftahe share issue privatization (SIP)) for adtdd
domestic firms. More than 1,400 listed companiasiccégradually’ convert their tradable shatelolders

of non-tradable sharesiegotiated and compensated holders of tradablestim each individual firm by
giving them about three shares for every 10 shames/erage so as to make the non-tradable shad=bhte
through negotiated compensation plans which diffedrem firm to firm. All Chinese listed companies
completed their negotiations by the end of 2008, @h of their restricted shares became fully tideady
the end of 2011. Even after the split-share strattteform, the state is still playing a major rate
regulating companies’ strategic-decision makingyeligping corporate governance regulation, andrggtti
executive compensation schemes through retainiegetkecutive-level employees as state-appointees,
maintaining a stake in privatized firms, and sups#ng firms via the China Securities Regulatory
Commission (CSRC). In many firms, especially thagthin the electronics, automobile manufacturing,
steel, natural resource exploitation and extradtiolistries, the state has kept majority contralevforeign
share stakes are restricted. The managers, thd'bahiairperson, the political secretary of thenfitthe
Communist Party representative), and other managersisually directly appointed by the state, dradrt
compensation contracts are directly determinedhbyQrganization Department of the Communist Party a
the State Council, rather than by the board ofctims. As a consequence, corporate governance and
executive compensation contracting in China’s sbatented economy exhibit unique patterns not prese
Western economies. The change of state ownerstep our sample period for different industries is
exhibited in Figure 1. Figure 1a shows the evotutié the state ownership in the top five industriesked
by market capitalization. Figure 1b depicts theustdy-average state ownership of all industrietushed in
our sample. The split-share reform is visible frd@@5 to 2006; the decline of state ownership hatimeed

in all subsequent years.

[Figures la-1b]

* In fact, the change of ownership was much mor&cahdBy the end of 2007, 1,254 firms representingr 97% of
the Chinese A-share market capitalization at time thad completed the reform.

® These are usually the state (including the cerdralocal governments and their affiliates, suchstate asset
management companies and SOEs) and legal persgrisally domestic business agencies or enterprigdscal
government that helped establish the listed fir(8)n and Tong, 2003). Holders of these non-tradabéees were
entitled to the same voting and cash flow rightk@sders of tradable shares fMang, Cheung, Jiang, 2011).
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2.2. Corporate governance structure and executiveompensation structure

China’s corporate governance structure has beempssince the privatization in the early 199@sd
is based on western governance codes and corpavatalthough China’s Socialist-featured comparny la
and related codes (in particular, the CSRC Codesjpdse some singularities. For instance, the Glaine
corporate board structure combines some aspectiseoAnglo-American one-tier board model and the
German two-tier orfe In principle, it is loosely based on the two-ti#ructure, but in practice more like a
muddled one-tier Anglo-American board (IIF 2006)emby the boafd(i) consists of several independent
directors (CSRC requires the independent directtio of the board to be above one third), (ii))hie main
decision-making authority within the firm, and )ioversees and aids management practice. In peattie
Chinese supervisory board has only a symbolic fancand hence does not play an effective governance
role (Tam, 2002; Tenev and Zhang, 2002). Sincétiteaucrats (e.g. the party committee) are in eafg
the company nominate and remove directors and gigpes alike, the supervisory board members have

little say in the major corporate decisions.

In SOES which still account for over 80% of market cap#ation in China, the dominant shareholder
is the state, and their boards of directors uswalhsist of members directly appointed by the e@timir local
government to serve on e.g. the strategy comm(ttbech makes the strategic investment and developme
decisions) or the compensation committee. At thmeskevel with the board of directors are a superyis
board and a representative Party committee ledhbyParty Secretary who vouches for the ideological
influence over the board and the entire fifirit is clear that this board(s) structure(s) caadle confusion

and induce some ambiguity about the board membé&esd@inancial Times April 2, 2008). The

® The de facto privatization has been underway sinite1980s under the name of ‘shareholding systform’ (in

Chinesegufenzhi gaige

" In general, executive directors and non-execulivectors of US and UK firms man one organizatidmadly which
is chaired by the CEO (as is frequently the caghenJS) or not (in the UK). Such one-tier boarld® @omprise audit,
remuneration, and nomination committees. In coftfasns from German legal origin countries such Aasstria,

Germany, and Japan, separate the executive andvaqug boards (the latter then only consists ofi-eaecutive
directors with advisory and monitoring roles whpnesent shareholders and employees).

8 Henceforth, when we mention the ‘board’, we referthe board of directors consisting of both exizeuand

non-executive directors, but not the supervisorgrdo

® There are two types of SOEs. Most SOEs are dirdotlyultimately) controlled by the central govermmender
China’s State-owned Assets Supervision and Admatisn Commission (SASAC) of the State Council, amjoy

monopoly power in certain industries such as enemd telecommunication. Other SOEs are controligdobal

government under the local SASAC.

1% The main difference and connections between thersisory board and the party committee is thatstiygervisory
board is usually chaired by an employee represeatéiom the All China Federation of Trade Uniot&h{na’s only
government-sanctioned union), and among the oth@rdbmembers is typically an official from the caamy’s internal
party committee and at least one other personegldny shareholders. Company directors and othéorseranagers
are not allowed to sit on the board of supervisors.



counterpart of the Western CEO of a Chinese SQEuglly called ‘general manager’ who does not own
shares of the company. In many cases, especialprge SOESs, the functions of general manager (CEO)
and chairperson of the board are combined by omsopea phenomenon which is usually termed as
managerial duality Figure 2 illustrates the unique internal goveosastructure of Chinese companies

(especially of SOES).
[Figure 2]

Under such special corporate governance arrangsmexgcutive compensation schemes in SOEs have
been based on the highly structured civil serviag gcale which mainly reflects the differencesdgion,
industry, and seniority. Even in private firms whiaccount for less than 20% market capitalizattbe,
influence of the state is still salient, usuallyrailgh government policies and politically-connected
executives Economist September 3, 2011). Moreover, the communist $eadvocating similarity in pay
across all ranks of members of society also putlleggry ceilings on their registered compensation
(including cash salaries and bonu$edn addition, stock options and equity-based pay \eery rare in
Chinese companies. Despite these caps, managefareompensated by perquisites such as freargpus
and gray income which is not recorded on the balastieets, and bribery and self-dealing are not

exceptional (Adithipyangkul et al., 2009; Jiangkt 2010).
3. A State-stewardship View on China

Since the ground-breaking work by Donaldson andi®#¥991), scholars have resorted to the
stewardship theory of management as a basis foageas’ and shareholders’ philosophical alignmehts T
theory, a sociological and psychological appro@achdvernance, hinges on the assumption that exesuti
feel a strong sense of attachment to and psycleabgivnership of their firm, and hence are moreliko
behave as stewards. This perspective stands ineghadntrast with agency theory in which managees ar
assumed to act in their own interest at the expefisshareholders. Higher levels of ‘psychic income’
(Gimeno et al., 1997) should make ‘organizationalintered’ executives (Davis et al., 1997: 25) ptce
lower cash compensation to continue working indfganization. We adapt this stewardship concepitdo
Chinese context, and use this term to describ&titehat Chinese managers are in principle (reqguio be)
accountable to the state. Chinese managers aréyusppointed by the state, and maintain closetigali

connections with the government. As a result thetpally act like the stewards of the state, andkwor

1 Under government regulations, the executive corsgton can only be up to 10-12 times that of amaye worker.
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towards fulfilling both the economic objectivestbé firm and the political ones of the state. Difa from
the stewardship theory which makes a human marsgeliruism assumption on the manager, our
perspective admits that Chinese managers carbstifielf-interested. However, the institutionaliaatiof
state-stewardship ensures that acting in the siteye the state is also in managers’ own interése.
illustrate the formation and institutionalizatioh state-stewardship from three angles: (a) the rorgzg
principles of the company, (b) the incentive stuues of the manager, and (c) the enforcement meshan

imposed by the state.

In terms of the organizing principle, the staténiglved in every level of activity of the firm, boat
the political and economic one. The political orgarg principle requires that firms’ business atti®s be
fundamentally state-driven, be aligned with goalshsas safeguarding the political power/social deina
and be conform with the ideological requirementse Economic organizing principle requires that §irm
business activities achieve economic growth irestalated sectors’ and maintain some degree of pano

power in some ‘national strategic industries’.

The incentive structures for state-appointed (atesinfluenced) managers are based on a political
cadre promotion system with different hierarchitalels. Each level of the cadre is equipped with a
different set of benefits, but by nature, all argiteed as government officers to enjoy miscellameo
political and economic types of rewards. For instgrunder the career promotion system, a manager wh

wants to secure his job and ensure promotion hsisdw loyalty to the party.

The enforcement mechanisms rely on the coerciveepoivthe state to punish the stewards when they
violate the state’s will or when their behavior apdrformance are perceived as unsatisfactory. The
punishment comprises lowering a SOE manager’s (gekiority) in the civil service hierarchy or renmoy
a manager from his political cadre position. Moexowhe government regularly rotates its officengl a
state-appointed managers between political andocaig@ positions to make sure that they are abdplute

loyal to the government (the party).

This state-stewardship concept is not static batéwlved over the past two decades. The massive
privatization has reformed the ownership of Chinesgerprises, transiting from entirely state-owrted
semi-state owned or privately owned, especiallgrafie split-share structure reform. Corresponginijle
form of control by the Communist-Party-led states haansited from pure state ownership to

state-stewardship. We argue that the reforms orilatized the ownership structure and compositiah b



did not really reform the human resources polieiethe managerial level. To maintain its contrgitienacy,
the statéboosts the econontlgrough privatization (which leads to more effidiaHocation of resources and
improves production efficiency), ancbntrols the economthrough maintaining its stewardship system
within firms to carry out its political objective$able 2 shows a comparison between these two rygges

of control exerted by China’s state, in terms dfithrepresentative periods, control methods, gavera

models, and managerial incentive structures.
[Table 2]

Within this state-stewardship framework, we revibg executive compensation issues at three levels:
the personal-level (managerial background), then-favel (ownership, performance, and internal
governance mechanisms), and the macroeconomic kaatlhave been investigated in the literaturenfro
the agency perspective. To do so, we develop faatable hypotheses and contrast them with agency

predictions in the next section.
4. Hypotheses
4.1. State control, gray income, and executive corapsation

Ouir first set of hypotheses explores this questighat drives the managerial compensation in China?
(Or why is Chinese compensation so low?) We hawen sbove that the state puts more emphasis on
political and macroeconomic objectives rather tlan firm profitability. Consequently, a manager’s
incentive structure may be geared towards the foohgectives. As state’s stewards, government-appdi
managers are government officials who face theattoepunishment for lack of political loyalty (dmssal)
but are also offered lower firm-based pecuniaryams, and lower pay-for-corporate performance. In
addition, they are subject to regulatory salaryirugs (e.g. salary grades and brackets based d). rahe
prevailing presence of state ownership and statgadn Chinese firms is the legacy of China’samplete
privatization, which can be viewed as exogenoumfeocorporate perspective. Especially for the lsirge
companies and companies in key industries of ‘natiostrategic importance’ such as oil and
telecommunication, the state wants to retain isohlbe control (fetain the largd. More concentrated state
ownership is usually associated with various notupéry benefits for the management such as higher
prestige, stronger political cadre promotion inoerd, but also with stronger (coercive) state iafice, and
a stronger concern for public criticism (Kuhnen d@fidssen, 2012) — a reason for setting regulatalyrg

ceilings.



Agency theory predicts a negative relationship lkeeminstitutional ownership concentration and
executive compensation, because the major shaeiscddiopt a monitoring role in mitigating the agenc
problems between shareholders and managers arekpeeted to avoid excess managerial compensation
(Hartzell and Starks, 2003). However, a positidatien is expected in an environment that lackective
incentives and monitoring mechanisms due to maragentrenchment (Bebchuk and Fried, 2003). It is
widely believed that even though the ownershipiscentrated in Chinese firms, the fact that therotimg
shareholder is the state results in little effectimonitoring (IIF 2006). In our state-stewardshipw; the
institutionalized state-manager relationship (‘&ststewardship”) makes managers accept lower
compensation in companies in which the state retaomtrol. Therefore, we hypothesize that a higher
proportion of shares owned by the state resulksss cash compensation as there is then a higblealmtity
that the pay schedules for civil servants or paditrepresentatives will be applied and higher mometary
rewards can be enjoyed (subsidized housing, bbk&alth insurance). If this hypothesis is true, w#é w
expect a negative association between the statership stakes (whereby the state can be a direct or

ultimate owner), and managerial pay:

Hla. Managerial compensation is lower in firms wétinonger state ownership, and in firms whose
ultimate controller is the state. The effect oftestawnership has become less important since tbé 20
reform.

In this state-stewardship framework, besides rémgion-pecuniary benefits, executives in Chinese
companies with stronger state ownership may atstkily compensate their low pay packages by means
gray income through colluding with politicians astate agencies (Wang and Xiao, 2011). Gray income
(unlike perquisite consumptions which are legaButéng from ‘tunneling’ is prevalent among firms i
developing countries with strong state influencehsais Russia (Johnson et al., 2000) and Chinag(&ieal.,
2010). For example, the latter study documentsdheng the period 1996-2006, the management sgxhon
tens of billions of RMB from listed firms by meaakinter-corporate loans to blockholders. Inforraaton
such inter-corporate loans is publically availdm the loans do not require a ‘fair value’ testrtRermore,
these loans were not made as part of the firmghabcourse of business, they did not even accrieecist,
and even when some interest was accrued, neithéntdrest nor the principal were typically eveidgaack.

It is fair to expect that managers of the firms vehthis type of tunneling was rampant, personadigdiited
by colluding with dominant shareholders (often egéate authorities or agencies) and sharing thaiari

benefits the blockholders have extracted from tim.fJiang et al. (2010) argue that China is an



environment highly conducive to tunneling behavfoihey also show that this practice was not uncommon
and more so in local-government controlled firmantHor firms controlled by the central-government.
Inter-corporate loans were booked as ‘other rebéga on the balance sheet. The lack of clout ef th
market regulators caused the tunneling practicgetsist in spite of the security regulations isshetween
2001 and 2006. In 2006, eight government ministtieeatened public disclosure and personal action
against top management to stop the abuse.

Agency theory which assumes a conflict of intetestween shareholders and the managers would
predict — in contrast to the state-stewardship &a&ork - a positive relationship between managerial
compensation and tunneling by controlling sharedr@ldNoe, 2009). This is because, in order to lienef
from tunneling, controlling shareholders would ti®f the manager by offering him higher compensation
The split-share reform has been shown in the titeeato enhance governance and curb controlling
shareholders’ expropriation of minority sharehadddn contrast, from our viewpoint, managers am th
state’s stewards, they collude with shareholders afe usually government authorities stealing ftom
public. We therefore expect a negative correlatietween managers’ contractual compensation ansizee
of the other receivables on the balance sheet becamanagers with low income may be more prone to
resort to tunneling and managers who significaimtyease income through tunneling care less albairt t
(low) cash compensation. After the 2006 split-shaferm, non-tradable shares became tradable on the
stock markets and ownership became more dispeCa@tsequently, the use of tunneling by managers and
major shareholders to extract private benefits fnmimority shareholders (public investors) has been

reduced so that such gray income opportunitiesimaag become smaller. Therefore, we hypothesize that

H1b. Managerial compensation in China is lower ir& with higher other receivables. The
opportunities to complement pay by means of tungd€through other receivables) have decreased since
the 2006 reform.

4.2. Value maximization: agents vs. state’s stewasd
Our second hypothesis examines whom Chinese manager responsible to. State control may

decrease managerial pay but may also insulate raemadho are inefficient (from a corporate perspegti

(Conyon and He, 2011) but still adhere to the alitobjectives of the state. From an agency petse

12 Jiang et al. (2010) give the following reasons: &l Chinese listed firms have a dominant/coningll
shareholder; (ii) prior to 2006, the trading of trofling shares was restricted, thus limiting thenership benefits of
price appreciation to the controlling sharehol@ed increasing her incentive to obtain benefiteugh other channels;
(i) the legal system offers few options for miitgr shareholders to take private enforcement actgmainst
blockholder misconduct; (iv) public enforcementlirding fines and prison terms for tunneling, hasbhampered by
the limited authority of security market regulators
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managerial pay should be linked to performance thakimizes shareholder value, whereas from a
state-stewardship view, a manager is motivateddeg®ecuniary rewards but more so by political otyes,
which translates into political promotions and tiges To measure performance, we use the retuassets
(ROA) which measures the net income to the ass#éitstp a large extent) controlled by the stated a
Tobin’s Q, which captures the market-based retarrthie shareholder’'s equity. If there is indeed a
discrepancy between being responsible to the stadenot to the shareholders, we would observe that
managerial compensation is more related to the R@Aess to Tobin’s Q (Van Essen et al., 2012b)c&i

the split-share structure reform of 2006 when nmost-tradable shares were sold to the market aalifad
equity and corporate governance became more mariagtted, we expect that the increase in

market-orientation is reflected in the stronger fmmymarket-based performance. Therefore,

H2. The managerial compensation in China is sigaiitly positively correlated with the return on
assets, but not with the market-based return (Eadpin’s Q) in the pre-2006 period. Subsequently, we
expect that the former relation is attenuated ahdttpay is significantly positively related to the
market-based return.

4.3. Political connections and managerial backgrouts

If corporate performance in China is a less impurbenchmark for managerial pay, what are the main
corporate characteristics and managerial traitsarerelated to higher compensation? Let us éixsimine
whether pay is related to a manager’s personalfiifity, and political-connections. If the statexstirdship
concept is valid, we expect managers not to bendedafor their real abilities to generate financiturns,
but to their connectedness to the state and thigcfaois, and to their degree of compliance togtade order.
China is notable for being an environment wherenfilly connections with government officials canav
the way through the bureaucratic labyrintia]l Street Journal, September 6, 2j)ldven easing access to
capital that is scarce for pure private-sector rpniges (Fan et al., 2007). Furthermore, a politica
background increases one’s prestige in China suotiieitg. Managers of listed firms who are politilgal
connected are perceived to belong to both the bssiand political elites which reflects their hagghatus in
the social hierarchy of the Chinese society (Li @&méng, 2007). Therefore, one could hypothesizé tha
managers are paid in line with this hierarchicati&. As the direct ownership stakes held by thee $tave
decreased since the (partial) privatization, thpdrtance of state control through political conimtt has
increased, which may be reflected in higher pay donnectedness (especially since 2006) but not

necessarily for ability.
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In contrast, agency theory implies that politicalgnnected managers are paid mondy if their
connections are beneficial to the firms, e.g., asimg financial constraints and securing large rectd,
because they increase shareholder value. Howaveasibeen well documented that executives’ palitic
connections actually lead to worse financial penfance due to politicians’ rent extraction from camies
they manage, especially in developing countrieseffén and Vishny, 1994; Faccio et al., 2006). Hfiere,
under the agency framework, the board of direcstrsuld not allot higher compensation to politically
connected managers, while under the state-stewprfitsimework such managers will be paid more by the

State.

H3a. Politically connected managers receive higbempensation. This relation is stronger in the
post-2006 period.

Under the rule of the communism tenets, the stadeta stewards may window-dress their relationship
in order to avoid public criticism. They may appe#se public by setting relatively higher comperwsator
some easily observable managerial traits, such emgeds from prestigious universities or academic
scholarship. These factors significantly contribtdeone’s prestige in China which has a long hystmd
tradition (Confucianism) of respecting knowledged aintellectuals. Moreover, in the light of China's
lagging intellectual and educational developmemhodern history (the past 60 years), Chinese hetiple
who have been educated at foreign top universtigdgmve worked overseas in high esteem. Whereagage
theory states that managerial pay ought to be Iglobeked to a manager’s abilities, under our
state-stewardship view managers’ actual abilitiegfficiently manage their firms are expected toldxes
important in terms of compensation (Rose and Sled#®97; Graham et al., 2012). Obviously, academic
and international experience is not just a factgrrestige, it may also increase Chinese executalshties
to manage state assets and generate more beoetit® fstate in their function as responsible stdsiaNe
distinguish between prestige and ability varialilgsalso testing whether experience in specializelds

(technology, finance, and accounting) is pricetheamanager’'s compensation.

We classify the managerial characteristics accgrdothree dimensions: tharestige ability, and
personaldimensions in order to explore which types of cb@mdstics account for higher compensation.
Prestige increases for managers whtblitical Experience with International Work Experiengewith
Overseas Educatigrwith Academic Experiencayith a higherEducational DegreeAbility is captured by
Accounting Experiengdrinancial Experienceand Technological Experienc&.he personal dimension is

determined byGender Nationality, andAge (which may also proxy for seniority and entrenchimaithin
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the firm). Based on our above discussion, we exfppettmanagerial pay significantly positively cdates
with a manager’s political and prestige dimensidmst less so to ability and personal charactesstic

Therefore, we hypothesize that:

H3b. Managerial compensation is significantly piegly related to the manager's ‘prestige’,
mirrored by international work experience, oversedsication, or academic background, but less relate
to the manager’s ‘ability’, reflected by their woelkperience in specialized industries.

4.4. The role of internal corporate governance andymbolic management

Our fourth set of hypotheses is on the internapamte governance mechanisms (mainly the structure
of the board) that could regulate managerial corsgtton. An effective board structure could allewiat
moral hazard problems and reduce agency costs 1iBese and Wyatt, 1990). The effectiveness of the
board structure (especially in monitoring managesbpuld be stronger when firms become more
market-oriented, and executive compensation coolitsequently be driven more towards the Western

pay-for-performance model.

Based on our state-stewardship view that managetdhee state share the same interests which may
conflict with that of the citizens, we question thiéectiveness of board structures in relationeigutating
managerial compensation in China. The state hies ilitcentive to implement a real corporate govecea
reform leading to more independence from the st8tme studies suggest that as China’s corporate
governance gradually converges to the Western mbdeed model, especially since the issuance of the
2002 CSRC Code which requires the presence of nmatependent directors and the separation of
management and supervision. Since then, boardusteushould play a stronger role in aligning mamiade
pay to firm performance (e.g. Conyon and He, 2024p et al., 2011). However, the blending of the
Anglo-Saxon model and the German model of corpagaternance actually dilutes the effectivenessef t
independent directors and the supervisory boam baard committees, and duplicates administratbgsc
Furthermore, as is the case with the nominatiomahagers, directors are also usually selected &y th
government and many of them have political conoesti In this sense, they are also stewards oftéte, s
and share the same interests as (‘collude’ witke) tanagers instead of monitoring them. Therefore,
externally visible structures (such as committge®cedures, and formal organizational position® ar
mainly used to meet legal requirements or sociatguures in China, rather than to reform corporate
governance in substance (Markoczy et al., 2013 ptactice, often coined as “symbolic management”

used to conform to societal rules, norms, and ea&tieas but not to the essence of the regulatioasfyphal
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and Graebner, 2010; Westphal and Zajac, 1994, 199&) example, Peng (2004) has confirmed that
appointing outside directors to board position<hinese firms often serves a symbolic purpose witho
actually improving corporate governance. IIF (20@880 reports that independent directors have littl
leeway to influence corporate strategy in ChinasdAlthe setting up of compensation committees is
voluntary under the recommendation of CSRC in 189@, can also be used as a symbolic management tool

in China, which Markoczgt al. (2013) confirm.

In this light, the symbolic management view canhloesed in our state-stewardship perspective that
explains executive compensation in Chinese firns.tife state’s stewards, the boards do not fundtion
effectively monitor managers and constrain manag@ay, and many of the board structures (suchhes t
ratio of independent directors and the existenamofpensation committees) are merely symbolic y ¢ne
either not related to or even positively relatedp@y. In addition, they would not induce stronger
pay-for-performance (Van Essen et al., 2012a).dntrast, agency theory predicts that well functigni
internal corporate governance mechanisms shouldelsed to lower managerial pay and stronger

pay-for-performance (Bebchuk and Fried, 2004).tRerChinese context however, we hypothesize that:

H4a. Managerial compensation is not related or epesitively related to symbolic features of board
structures such as the ratio of independent dimsceind the setting up of a compensation committee.
These board structures do not strengthen pay-fdiepmance.

Another important internal governance feature s phenomenon of managerial duality. Managerial
duality whereby the manager is also the chairmaheboard, and in some cases, even the secrdttrg o
party committee, is still prevalent in Chinese aogtions®. In an agency framework, managerial duality
creates conflicts of interests as the managertisymiposition where he has to evaluate and mohitgown
performance? The managerial power theory within the agency &aork states that duality gives the
manager more power over the board, and that toagament is likely to abuse their power by rewarding
themselves a high compensation (Grabke-Rundell Gaohez-Mejia, 2002). However, given that most
managers who hold dual positions in China usuaddly have significant political stakes and alignet@liests

with the state as its stewards, it is not likelgttthey would put their own political fate at riskince the

3 A good example of this managerial duality is then€ral Manager of PetroChina Jiang Jiemin, whoesens the
Deputy Provincial Governor of the Qinghai Provirsecel the deputy secretary of the province duringd2B@03. He
has been the General Manager of CNPC, the chairthamresident and the party secretary of PetraCalhat the
same time, and he is also an alternate membereof7th CPC Central Committee. However, Jiang’s aamgption
was not high: according ®Reuters Jiang’s 2010 compensation was only RMB 916,0ppr@ximately $140,000).

14 For example, Coreet al.(1999) provide empirical evidence that managetiadlity is associated with significantly
higher managerial compensation.
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2006 reform, the state has significantly decredteadwnership stakes but has shifted control toward
dominating the recruitment/hiring policies of exte® employees. The state relies more on appointing
(re)liable managers and such liability becomesiqaddrly important when the manager holds a duality
position. Therefore, while the agency view prediatspositive relation between managerial pay and
managerial duality over owrholesample period, the state-stewardship perspectaiqis that managerial

duality be more positively related to manageriahpensation in the post-2006 period. We hypothdbiae

H4b. Managerial compensation in China is weaklyitpady related to managerial duality in the
pre-2006 period, but is more significantly posilyveelated to managerial duality in the post-20G&ipd.

4.5. Local and national political goals

Whereas the above mentioned political dimensiobaised on issues beyond the individual and firm
level, our final hypothesis deals with the macroecoic determinants of managerial compensation. The
organizing principles of the state require thanfi business activities should be fundamentalltestiziven,
and be conform with the ideological requirementsickdeconomic performance at the regional levehis a
important political indicator of how well local ptitians are doing in terms of reaching the pdditigoals of
the state and the government(s). Following thidclogve argue from our state-stewardship view that
managerial compensation also reflects those pallitjoals (in Chinese&heng Jj. We focus on three major
political/economic goals that the Chinese goverrtneames about most: GDP growth, employment, and
inward foreign direct investment (FDI). More pragis as the executives in the local state-contiolliams
are usually selected by the local provincial officevho control huge amounts of resources and emjogd
autonomies (Xu, 2011), or have closer connectioms aigned interests with the local governmentjrthe
compensation should be positively correlated vhthlbcal provincial GDP growth and employment. &stt
the link between managerial compensation and meonmenic factors, we use gross domestic product
(GDP), total employment of the local province whéehe firm is headquartered, and the number of
employees hired by the firm, as measures of howntdieagers as state’s stewards fulfill the localegoers’
political aims. Prior to 2006, inward FDI (attradi foreign capital and obtaining technological khow)
was emphasized in the national economic strateghs&juently, GDP growth was stressed, also as a
consequence of the global economic crisis. It shbalnoted that the political priorities differ ass regions,
for instance, the eastern coastal provinces wigr thigh level of economic development versus tiveer
continental provinces (northern and western regiofise more developed regions have been the engines

China’s economic growth, and there the local gomexnpriorities hinge on GDP growth, whereas irsles
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developed regions, attracting foreign direct inwesit to upgrade the industrial structure is theiod he
agency theory would make no such prediction asethes no mechanical linkage between managerial pay
and macroeconomic factoedter controlling for provincial macroeconomic effe which capture those
unobserved macroeconomic factors such as locaimecdocal property prices, labor market prosperity,
social safety net, as well as other geographicdl gemographical factors. Although the values of som
macroeconomic variables vary over time, their redatross-province differences are stable and @an b

controlled through province fixed effects. Therefawe hypothesize that:

H5. Managerial compensation is positively related the local macroeconomic (political)
achievement indicators such as growth in GDP, irdvaDl, and corporate employment.

5. Data and Descriptive Statistics
5.1. Data

We test our hypotheses on firms listed on the Stairand Shenzhen exchanfjeVe collect our data
from the Wind Database, CSMAR, and Peking UnivgisiChina Center for Economic Research (CCER)
database, which comprise all A-share compahiksted on the above exchanges since 1990. Firlaamuif
operational data, along with information about istiy classification, location of headquarters (atyd
province) are collected from Wind. Information oreeutive compensation, stock ownership, corporate
governance, and board structure are gathered frfBMAR, and information on the ultimate shareholders’
names is from CCER. In addition, we manually ca#idcthe variables capturing CEOs’ characteristict a
backgrounds from their curricula published on Wiadd CSMAR. To supplement the managerial
background data, we collect the profiles from tiheuwal reports, more specifically from the ‘Profidé
Directors and Senior Managers’ sections that caeptine manager's name, gender, education, academic
and professional background, and career historg ddtaset consists of 17,272 firm-year observations
covering more than 92% of all listed firms in maimil China over the period 2001 to 2011. We excluded
financial and insurance companies, and the firlsléd by the stock exchangesSpecial Treatmer(ST).

The latter are firms in financial distress or expecing financial difficulties (e.g. negative netreings for

two consecutive years) as defined by CSRC. We uoltbe Industry Classification Guide of Listed

15 We exclude Chinese firms listed in Hong Kong amald as they operate in a different institutiomalimnment and
are subject to different regulations.

16 A-shares are stocks valued in RMB and availablg tnChinese citizens; B-shares are also denomihat RMB
but traded in such foreign currencies (USD or HEogg dollar).
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Companiesissued by CSRC in April 2001 to partition our s#&nfirms into 21 industries. Table 3

summarizes the variable definitions, and Tableril®ts the summary statistics on the main varidhles
[Tables 3 and 4]

Firms could manipulate their financial and compéonsainformation, e.g. the gray income accrued to
executives. However, the number of falsified finahstatements in China appears to be fairly lighit€irth
el al. (2011) find that only 271 firms have theta¢sments during 2000—-2005 (3.7% of all observajioim
addition, as aforementioned, equity-based pay sgcstock options are rare in China, even in regeats.
These help justify the reliability of using cashmgmensation (salaries and bonuses) as the proxy for

managerial pay.
5.2. Methodology

We estimate the determinants of managerial payguBked effects models as the Hausman tests
indicates that the covariates are not uncorrelatéd the unobserved firm effects. As some of key
independent variables are time-invariant (e.g. gars personal background), we also estimate random
effect models. The dependent variable is top marageay, which is defined as the logarithm of tb&al
compensation of the top three highest-paid top gensaas there is no transparency requirement at the
individual manager or director level. Our indepamntdeariables comprise state ownership (sharesttirec
owned by the state, and the dummy variable indigatihether the ultimate controller of the firm fet
state), firm performance (ROA, Tobin’s Q), macraamic factors (the natural logarithm of the local
province’s annual GDP, of the annual inward FDId af corporate employmefi), board structure
(independent director ratio, the existence of amemsation/strategy committee, CEO-chairman dudby,
management team size, board size), political cdiomes; managerial backgrounds (education, inteonati
experience) and ability (specialized experienceg. &ntrol for industry, year, and province fixedeefs.

We cluster standard errors at the firm level tdhfar adjust for correlation of unobserved charasties

across firms.

Endogeneity is potentially an issue as there maneberse causality between managerial pay and most

firm-level variables. However, under China’s uniqastitutional arrangement, state ownership, marialge

7" A correlation check indicates there is no mulficelarity problem between these variables.

18 As both the macro(-economic) variables and theedéent variables are in natural logarithms, the loeefficient
also measures the effects of change of these \esiabince the first-order approximation of its [Bayserial is its
growth rate.
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backgrounds, board structures are mostly directlierthined by the state, and can thus be viewed as
exogenous rather than being affected by manageoeahpensation. Probably, the only potentially
endogenous variables are those measuring firm npeaftce: while managerial compensation can be
determined by corporate performance, performamadieefrom managerial effort and incentives whiciym
hinge on compensation. Such endogeneity problemshmaspecially severe in a Western context where
managers receive a significant amount of theirl waanpensation in the form of stock options or nietgd
stock, and it's hard to unbundle the short-term &mh-term financial incentives (Datta et al., 2009
However, this is much less of a concern in the chsghina because equity-based compensation isaacke
executive compensation packages are produced lmadiaally, with weak links to share price (Buckagt
2008). There has been no tradition of (marked-temn pay-for-performance for individual executives
owing to the Chinese national culture with highledtiivism and high power-distance tolerance. Wi sti
address this endogeneity issue by implementinghsinument variable approach as a robustness chreck o

our results.

6. Results and Discussion

6.1. Benchmark results

It is important not just to test the state-stewhiglgor the whole sample period but also to digtish
between the periods before and after the regulattnctural break of 2006 (the split-share refoany
study the economic transition patterns. To exartlieeémpact of the state on top managerial compEmsat
we estimate the regression including the degrestaik ownership (or whether the state is the utéma
shareholder) (for definitions, see Table 3). Atfiimportant observation is that state ownership &as
significantly negative impact on managerial paytfe full sample (full sample in Table 5), but thetation
only occurs for the pre-2006 period when a 1% iaseein state ownership results in an average 0.225%
decrease in the managerial pagteris paribus That entails that, for instance, a 30% highecgetage of
state ownership drives down the managerial compiensly about 7%. This supports Hla in that margger
in more state-oriented companies receive a lowenpary compensation, especially when the statéralon
is strong (through direct ownership). This effeistagpears from 2006 when the state significanttiuced
its (non-tradable) share stakes and direct statea@ldoecame weaker. Similar results are found wien

replace the State direct ownership with State altinshareholder dummy as an explanatory variable.

18



An alternative explanation on the negative assotidietween state ownership control and managerial
pay may lie in the tradeoff between incentive andurance: state ownership and the resulting state
appointments insulate top executives from turnoVérerefore, SOE managers may be willing to accept
lower compensation in exchange for higher job sacudowever, we find that managerial turnover & n
significantly larger in private firms than in SG&sMoreover, the job security argument does notarpghe
statistical significance of the coefficients of ol Experience either: politically-connected ragers are

supposed to have more secure positions and woualterearn less if the above turnover argument weaee t

Jiang et al. (2010) suggest that high other rebé#garepresent inter-company loans to firms of
blockholders. As the use of this type of loans lbesn shown to enable tunneling, managers of firitfs w
high other receivables are suspected of colludé Wibckholders, which are usually state agencias an
politicians. In the context of these opportunitiesself-dealing, managers may care less about tegular
cash income. Other receivables are always signilicanegative in Table 5 (for the full and pre-2006
samples), which supports H1b and indicates that greome and cash compensation are to some extent
substitutes. The fact that the negative relatiomoisstatistically significant in the more receertys implies
that this type of tunneling by managers (along widiminant shareholders) is no longer (or less) giezt
and that the government crackdown on this typeetffdealing has been successful (and/or that other
channels have been found for tunneling). Thesdtseare salient given that we have already corgdofbr
ownership concentration which to some extent cagttine agency argument that blockholders can ‘bribe

managers.

One concern about this result would be that thesaéy is likely to go in the opposite direction:
managers are more likely to engage in gray incoereeating behaviors because they have lower mgnetar
compensation. If this were the case, we would expecnegative relation to be stronger in firmshwitore
concentrated state ownership as the manager needmpensate more for his low pay through grayrimeo
In unreported regressions, we include an interadiom between state ownership and other receisable
However, its coefficients are not statisticallyrsfgcant, neither before nor after 2006, a findinbich is

also supported by our tests on subsamples of S@dEpravate firms.

We document a strong relation between firm perforceaand managerial compensation (Table 5). For

9 To check this, we collected information on manageurnover in the pre-2006 subsample, and geedratdummy
variable that equals 1 if there was a change inagers in the year under consideration, and 0 otkerWwhe average
managerial change for SOEs is 24% while the avensyeagerial change for private firms is 20%.
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the full sample, the economic significance of th@ARcoefficient (12.5% [2.3%x5.44]) is four timegyher
than that of Tobin’'s Q (3.15% [1.4%x%2.25]) whichpimes that the accounting performance is in general
more important than the market-based benchmark. okendetailed analysis reveals that ROA is only
positively significant in the pre-2006 sample wlardoth the accounting and market-based measwees ar
significant for the post-2006 sample. This providesme support for H2 in that the managerial
compensation depends on accounting returns, byt inte 2006 also on the market-based return. This

finding is conform with China’s move towards a mararket-based economy.

An alternative explanation may be under an opticmaitracting framework. For example, Kang and
Liu (2008) find that the sensitivity of manager@mpensation with respect to stock performance is
positively correlated with the measure of stoclc@rinformativeness. Before the 2006 split-sharernef
most shares were held by the government and il&atgtl agencies in China were non-tradable, ard th
stock market was not efficient which implies thick prices were at best a coarse measure of wintgrl
firm fundamentals. Therefore, the state linked nyanial pay to some other measures such as ROA to
capture managerial performance. After the 2006rmefall the non-tradable shares were graduallytéida
on the stock market, thus increasing the stock etaKiciency (Murillo et al., 2011). As a resudixecutive
compensation could now also tied more closelyrio tock performance such as Tobin’s Q. Howevés, th
assumes that bonuses are paid out linked to stao ipcreases and the compensation contract isegv
every year, which is not the case in Chirfdithipyangkul et al., 2011 Furthermore, it has been
empirically shown that stock price informativendss actually decreased in China since the spliesha
reform, due to the risk-sharing induced by the Bemed investor base which leads investors to d¢diss
information on the firm’s future paydff (Chang et al., 2012; Li et al., 2011), which sfigiintly weakens

this explanation.

Managers with political experience receive a higtmmpensation, and this relation between pay and
the political background is stronger in the pos$bma period. Managers with a political background
received 4.5% more compensation prior to 2006 thigtincreased to 5% post 2006 (a difference wkich

statistically significantly different but economilyasmally’’. This echoes — although only weakly — Xu’s

% peress (2010) argues that enlarged investor bastlweduce the risks born by each shareholdegefreral, those
investors will then be less incentivized to collénformation on the firm's future payoff. Since ko price

informativeness reflects the aggregation of infdiaragathered by each investor, there will be arelse in stock
price informativeness following the expansion ofdstor base. As stock splits merely increase thmbeu of shares
outstanding without raising extra capital, it leddsa smaller proportionate ownership size andngieo risk sharing
effect.

2L We generate a dummy variable indicating whetheratbservation belongs to the post-2006 sampledqdr and an
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(2011) claim about the government’s control ovezxcexive personnel: stronger political ties areeefd in

higher executive compensation. These findingsdaikject H3a.

Next, we relate the top managers’ ‘prestige’, whlsaptured by their international work experience
overseas education, educational level, and acadbatdkground, to their compensation. We find that
international work experience is financially compated (and even increasingly so), certainly fosoea of
prestige in the home country, but possibly alsabse this type of experience may bring valuabledige
to the company. It should be noted that since Geinfe@ms turned more market-oriented, international
exposure is rewarded more (Table 5) but top managesmspecialized expertise in finance, accounting,
technology is not priced. We also observe that marsawith a higher level of education, overseasaiion,
or an academic (university) background receive drighay. From a human capital view, specialized
expertise, international experience, and educatmud all contribute to managers’ competence, but i
China, only those factors with a strong connotatiorprestige are priced in terms of higher manageri
compensation. This result gives some support our, ld8d is reinforced by the Chinese culture in Whic
prestige factors play a prominent role. The faat thanagerial pay is strongly related to what aresidered
in China as prestige factors, but less to abilagtdrs, implies that the Chinese compensation yadic
somehow a window-dressing corporate governancedipeaaiming at cherry picking managers who are
loyal to the state. We also control for age, whgktrongly positively related to compensation, gedder

which has a negative (but not statistically sigifit) impact.

Regarding the internal corporate governance streictuve find that the larger the size of the board a
of the management team (which is shown in Figun®t2to be part of the board and has a low corati
with board size), the higher the pay of the top agement. The proportion of independent directoesdo
not have an impact on compensation implying thdependent directors are not effective in regulating
managerial pay. In addition, managerial pay is @igh firms with a compensation committee, but with
a strategy committee. The fact that independestthr ratio and other board structures are irrgiewdnile
compensation committee is positively related to pagports H4a that they do not functioncanstrain
managerial pay. Our results are also consisteit tvé findings in Markoczy et al. (2013) that firset up

compensation committees as a symbolic managemelntotareate the appearance of legitimacy by paying

interaction term between this dummy variable armdrttanager’s “political experience” variable. TheéeBt rejects the
null hypothesis that the coefficients of these afales are jointly zero, implying the coefficienfs‘political experience”
in the pre-2006 and post-2006 samples are statistisignificantly different (the effect of includ the post-2006
dummy in the regression is significant).
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high managerial compensation. In unreported refmesswe create a variable interacting compensation
committee dummy with ROA, and find that compensatmbmmittees weaken the pay-performance
sensitivity. We find similar results for the indeyient director ratio, and for board structure \@ga when
they are interacted with Tobin's Q (the interactienm does not affect the significance of Tobin'smQ
isolation). In general, these findings suggest tiatsymbolic board structures do not reduce maiagay

and do not induce pay-for-performance. Furthermorenagerial duality does not significantly influenc
managerial compensation prior to 2006, but subgsetu@ained significance. The coefficient of the
interaction term between managerial duality anditipal experience (not reported) is significant and
positive for SOEs. This is consistent with our pctdn in H4b: given the state’s reduction of cahtrased

on ownership concentration, it wants to appoint engre)liable or trusted people whom they give more

responsibilities and thus compensate better.

One may be concerned that the above findings ordisteuctures may be explained by the managerial
power theory. That is, powerful managers can doteitlze corporate governance mechanisms (such as the
nomination of independent directors and board cdtess) which enable them to receive higher
compensation and contracts with lower pay-for-pengmnce. However, this argument is weakened by the
fact that the coefficients of the independent doecatio are never statistically significant. lddition, the
positive effect of the interaction between manajetuality and political experience (not reportedicates
that higher pay is based on managers’ politicahbdlty rather than managerial power. Another cmnc
about the positive effect of compensation comnittaey be that one of the roles of the compensation
committee is to attract talented managers withdnglay (Markoczy et al., 2013). However, this argatris
not supported by its weaker association with paypfrformance, and the fact that the pay is ndelihto

managerial expertise in specialized fields.

Interestingly, Table 5 shows that the coefficientdocal GDP [n(GDP)) and inward foreign direct
investment [(n(inward FDI), which measure the local provincial governors’ il goals and
achievements, are significant but in different tiperiod$* the growth of inward FDI is significant
pre-2006, whereas GDP growth only plays a role-g086. This implies that the priority in local gomers’
political goals has evolved over time: prior to @0@ttracting foreign investment to upgrade theugtdal

structures and obtain technological knowhow wasagompolitical concern, but since 2006, the strange

22 As Ln(GDP) and Ln(Inward FDI) are highly correlété@ver 80%), we do not include these variablethansame
regression.
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market-orientation and widespread financial crigig more pressure on the state and local govetioors
boost economic growth so as to maintain legitimang political stability. Table 5 also reveals tliae
number of employees of the firar((Employeegd) which proxies for both the level of responsibégiof top
management and the firm's contribution to local Eyment, is positively related to pay. Securing
employment has gained importance over time, esipesiace the economic crisis struck. This suppéts

managerial compensation is tied to macroecononlitiqab goals and achievement indicators.

We do not find the typical pay-performance relasitip documented in some other papers, such as
Conyon and He (2011), Chen et al. (2011), and Gaxb. €2011). One key distinction between our model
and theirs is that we control for the political @insion such as state ownership, managers’ political
connections, political achievement variables, ¥te. argue that ignoring the strong state involvencenid
bias the empirical findings and reduce the abiiitjjudge how Chinese managers are actually evaluate
Furthermore, given the large heterogeneity in itriklsand regional development within China’s eaoyo

what is missing in previous studies are industiy airovince fixed effects.
[Table 5]
6.2. State-owned enterprises versus private firms

In the previous section, we have found that copttarthe predictions of agency theory, managerial
compensation is negatively related to state owi@igintrol and other receivables, positively retiate
managers’ prestige factors and local governorstipal goals. Compensation is not related to shalckr
value before 2006 (e.g. Tobin's Q), managers’ gasfessional experience, and board structure (with
exception of the compensation committee - which banargued - could regarded as a ‘symbolic
management’ tool). We expect that the impact ofaheve explanatory variables differ across firmetyp
and be stronger for SOEs. In this section, we aeatywo subsamples: SOEs in which the proportion of
state-owned shares amounts to more than 30% aivdtgly-owned’ firms with state ownership belowttha
threshold. We expect that SOEs and private firmseg#ly have different operating objectives and are
subject to specific levels of political monitorinig.should be noted that the Chinese definitiora girivate
firm is different from that in western economiekhaugh the average ownership in a Chinese prifrate
stake can be low, the influence of the party (tbfothe board, party representatives in the competay), is

still significant.

Table 6 compares the results for SOEs and privates ffor the full sample period and the two
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sub-periods. For SOEs, the previous results suipgoour state-stewardship hypotheses still holdbiath
types of SOE classifications: (1) State ownershipignificantly negatively correlated with managepay
for SOEs, while such effect is not significant irivate firms (including the State Ultimate Sharetsol
variable in our regressions yields similar resutist shown). (2) As before, the tunneling effecbtigh
other receivables is significant in the pre-200@gi@ but not in the post-2006 sample, and it isi@aarly
strong for private firms. This strengthens our amgat that managers collude with the dominant
shareholders (see Jiang et al. (2010) and Li ¢2@1.2)) to extract private benefits especiallpiivate (less
state-owned) firms. (3) ROA still has a positivBuance on managerial pay, whereas Tobin’s Q oaly &
significant impact after 2006. The increased foonsmarket-based performance is visible both for SOE
and for private firms, and the pay-to-market perfance tie is stronger in private firms. (4) Pres{iguch as
international work experience and the level of edion) translates into higher compensation, espgda
SOEs, while specialized experience does not. (5)adarial political background is more important for
private firms (with less state ownership contrdiant for SOEs, which indicates a tradeoff betweatest
ownership and managerial political connections ketw two types of firms. (6) Internal corporate
governance mechanisms such as the proportion epamtent director are still not statistically sfapaint

for SOEs, but are for private firms prior to 200®e symbolic role of the compensation committeeaies
strong, and has become stronger for SOEs tharrif@te firms after 2006. Managerial duality is sfgrant
and positive in private firms in which ownershipnoo! by the state is weaker, especially after 2006
coefficient on the interaction term between manatjeiuality and political experience (unreportesionly
significant in the private firm post-2006 subsamplg neither for SOEs nor for pre-2006 samples. (7)
Palitical goals (firm employment and provincial aomic performance) variables still matter for maaréay

pay. In general, our perspective is still robughimi SOE and private subsamples.
[Table 6]
6.3. The regional analysis

One important characteristic of China is its gepgra heterogeneity. Even though we have controlled
for province fixed effects, an analysis by regisnniarranted. There are 31 provinces/regions in larain
China that they are grouped based on geographidemdgraphic characteristics (excluded are HonggKon
and Macau, and included are five ethnic minorityoaomous regions: Inner Mongolia, Xinjiang, Tibet,

Ningxia, Guangxi, and four municipalities: Beijin@hanghai, Tianjin, and Chongging). We group the
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provinces into North China, South China, East Claind West Chirfd, and also analyze the regional North,

Northwest, and Southwéstseparately given their lower level of industriatibn and developmefit.

Table 7 displays that the effects of state inflgemary substantially across regidfistor example, in
East China which is the most economically develoged market-oriented region, the influence of state
ownership is insignificant (model (1) in Table The East China region consists of mostly coastalipces
which opened their ports to foreign trade alreadyranthan one century ago. In the West, North, or
Northwest regions (models (3), (4), and (6)), statisence is much stronger than in the South (rh¢2g
or Southwest (model (7)), which can be explainedhieyfact that these regions were historically asred
as strategically located. Most of the ancient ingleapitals were established in these regionsefample,
Xi'an, the capital city of Shaanxi Province, was tapital for six imperial dynasties) and they mog the
key places in which the state is implementing teevasive Western Development Stratedii Chinese,
Xibu Dakaifa Zhanlve It is therefore not surprising that the traditiof state-influence remains most
significant in these regions. Furthermore, a cotsparbetween the minority autonomous region sampte
the municipality sample shows that political cortimts, symbolic management (compensation commjttees
and political goals are more important in munidiged which are directly controlled by the statde%e
state-stewardship factors are less emphasizediam@mous regions. In addition, managerial payed tb
market-based returns (Tobin’s Q) in autonomousoregibut not in municipalities. It is also interasgtito
note that wherever the state ownership does nat aaignificant impact on managerial pay, the mariag
political background variable has a significanteetf which implies a potential tradeoff betweentesta
ownership and political connections. This confirous argument that state-ownership and state-steigrd

are substitutes for the state to maintain contvel the firms.
[Table 7]

6.4. Robustness Checks

% Our regional partition of China’s provinces isghlily different from the conventional administratidivision that
classifies China into six regions. We distinguigtween: (i) North China (including the North EasdaNorth but
excluding Inner Mongolia): Heilongjiang, Jilin, laaing, Beijing, Tianjin, Hebei, Shanxi. (i) Sou@thina: Guangdong,
Guangxi, Hainan. (iii) West China (including Sou#st; Northwest, Inner Mongolia and Guangxi): Siehua
Chongging, Yunnan, Guizhou, Tibet, Shaanxi, Ga@nghai, Ningxia, Xinjiang, Inner Mongolia, Guangxiv) East
China: Shandong, Jiangsu, Zhengjiang, Anhui, Fuf#ranghai.

24 Regional North includes the following municipaiand provinces: Beijing, Tianjin, Hebei, Shatmier Mongolia;
Northwest includes Liaoning, Jilin, and HeilongganSouthwest includes Sichuan, Yunnan, GuizhougfTiland
Chongging.

% For reasons of conciseness, we only report thetsefer the full sample by region.

% In unreported regressions, we replace state owipey state control and reach similar conclusions.
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6.4.1 Results from alternative panel data models

To test the robustness of our results, we conduroeanore empirical tests with different specifions.
Our afore-mentioned results are based on a randfect enodel controlling for year, industry, and pirce
fixed effects. As alternative estimation methods, wse pooled OLS models (while controlling for year
industry and province), pure random effect modelghput controlling for year, industry and province
effects), and firm-fixed effect models. Obvioustipe non-time-variant variables yield no resultsain
firm-fixed effects model. The first three modelsTafble 8 report that the coefficients on the staveership
variable are significantly negative and the codfits on the politically-connected managers are
significantly positive. Other receivables have gndicant negative relationship with managerial paje
pay for performance (ROA and Tobin's Q) is posiyveignificant. The coefficients on independent
directors are again not significant when we contoolyear, industry, and province fixed effectst bwe
significant when we use a pure random effects mdadel argue that the insignificance of the resulith w
fixed effects models make more sense: given tlgelaeterogeneity among different industries antreg
we need to control for provincial and industrialrigdion by including their fixed effects. The same
arguments apply to the sign and significance @rimdl governance variables — again, we find tht the
coefficient on the compensation committee (a symbf@ature) is significant, while that on indepentle
director ratio is not. The results of the manadectearacteristics remain as before; prestige factoe

positively and significantly influencing managenuy whereas the variables capturing ability ate no
6.4.2 Pay and performancerevisited: an |V strategy

Most studies deal with the pay-performance causasisue by including the one-year lagged value of
profitability measures as independent variables.aftarnative (and maybe more robust) approach is an
instrumental variable (IV) strategy with a goodtinment at the firm-, industry- or regional-levaidncial
and economic factors (as they are most relevartroorate performance) provided that this instrundees
not directly influence managerial Fdy The Chinese unique social and cultural backgrogivds us a
plausible 1V: the interlocking network of directaasnong Chinese firms. A key issue of Chinese bgsimne

the extensive use of personal connections (in Gkif@uanx) and network strategies (Ren et al., 2009).

2" A valid IV should be correlated with the endogemoegressor (performance measure) but orthogorahyather
omitted characteristics (i.e., uncorrelated wite tutcomes of interest through any channel otham their effect via
the endogenous performance variable). However,naser difficulty is that likely candidates at thevel of formal
economic factors may be significantly affected hg state’s political influence, and may thus berelated with
managerial pay through those channels. Therefadum to individual-level factors.
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Such connections and networks are part of thenmbimstitutions that also influence business &itis and
economic development (North 1990). Director intekk>are an important form of such network ties taat
shape firm behavior and hence performance (Renigetood Zhao, 2011). Such a professional network may
give access to information within the network (Bavdi991) and enables network members to handle
uncertainties better (Shropshire, 2010, Shipilowalet2010). However, in the Chinese context, wpeek
interlockeddirector networks to have little direct impact on manadextampensation, because managers are
not directors, usually do not own an equity stakecéntrast to the directors), and are usually appd by

the state (even in ‘private’ firms, the state hasrge impact on top managerial appointments). dare
networks in China are highly developed becausepa$t] informal and political connections (Ren et al

2009) but are not the result of current and past fierformance.

A network based on director interlocks can be regméed by theinformation centrality which
measures the position of the firm within the netwand is based on the ‘information’ contained ih al
possible geodesic paths between pairs of nodess{fif We use this information centrality variable to run
a 2SLS regression, controlling for the same vagisland fixed effects as in the regressions exmlaime
sections 6.1 to 6°3*° The last two columns of Table 8 report the IVuissfrom a 2SLS estimation, with
information centrality of the director networksasinstrument variable for RGA The one but last column
is the first-stage estimation with ROA as dependaniable, and information centrality along with ather
key and control variables as independent variabgs. find that information centrality is loading
significantly on ROA. Academic experience and splezed expertise in technology lead to higher regzbr
accounting returns whereas international work depee, overseas education, educational level do not

Expectedly, stronger state ownership and poligcglerience do not yield a higher ROA. The last mwius

% The centrality measurement method assumes thhtlis&an a network path is independent, with tregiance of a
single link between nodes being unity. Therefdne, ariance of a path is simply its length. Thisaswee captures the
communication in corporate interlocks that occumn@ reachable, non-geodesic pathways (Stephensdrzelen,
1989: 3). We calculate this information centrafitgasure using software Ucinet 6 as in Borgattir&veand Freeman
(2002). We then estimate the information centratitya vertexi (firm i) as the harmonic mean of all the information
measures betwearand all other vertices in the network, and the@iimfation measure between two verticesdj is

the inverse of the variance of the weighted fumctibhe information centrality is therefore calcathidi =

n
IR VIETN
where | refers to the centrality or information(9f the harmonic average of the information assieci with the path
from (i) to the other nodes.

We do exclude a few variables which could serve armdtive channels for networks. We exclude the dling
variable (because director network may affect mariagpay through the tunneling network), as wslls&ze, capital
intensity, and sales growth rate (which may aliffleienced by information centrality and serve lsraative channels
for information centrality to affect firm performes). Political experience is included in the model asat related to
our networks measure (the correlation is only -0.02
% Due to the data availability issue, we perforns iM exercise on the pre-2006 sample only.
3L We only instrument on ROA since we found that TishbiQ was not a key determinant for managerial ipafpre
2006.
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the second-stage estimation with managerial palependent variable and the predicted ROA along alith
other variables as independent variables. One asity eerify that the results remain similar agpnevious
estimations, and most key variables (state owngrshpolitical experience, ROA, Ln(inward FDI),
international prestige, education degree, compmmsabmmittee, etc.) are highly significant. Compation

is lower in state-controlled firms and higher whep managers have built up political experiencelyOn
“prestige” is significantly and positively asso@dt with managerial pay, and the existence of the
compensation committee is positively related tdhaigcompensation while the ratio of independerdatiar

is not. Political goals still play a role, as mastied by the significant coefficient on corporatgmyment.

All of our five hypotheses are still receiving sopipin the IV estimations. In addition, the facathhe IV
results are not significantly different from oursiimresults (of sections 6.1-6.3) implies thateéhdogeneity

problem may not be that severe in our basic spetifing2.
[Table 8]

In sum, the empirical evidence so far largely aondi our five sets of hypotheses developed under the

state-stewardship framework.
6.5. Generalizability and alternative explanations

Is our state-stewardship view context-specific @m ¢ be generalized to other emerging markets with
strong political involvement in business? Esselgtidb answer this question is to ask: whether tjwali
institutions (e.g., autocratic regime, state owhigrsnd control, political connections under adstiitive
rules, etc) are the key determinants of corporateighance outcomes, including executive compensatio
One potential alternative explanation on the Clireecutive compensation is related to the unichieeSe
cultural and social norms. One can argue that theajling social norms in China prevent executifrem
being paid excessively more than other employeéspand for performance. However, it is empirically
found that firms in Hong Kong, Taiwan and Singapafgich are also Chinese communities with similar
cultural origin but different political regimes, Ve corporate governance structure and executive
compensation schemes that are conform to the agbeoyy (Sun, Zhao, & Yang, 2010), rather than the
institutional-based state-stewardship view. Meafeyhn many transitional economies (under the Sistia
legal origin), executive compensation is found ¢onlot tied to profitability but rather to politicabnnection

and political goals (e.g., Jones & Kato, 1996; &stn, 2005). These conform that the executive

32 The F-statistics against the null that the exalubfstrument (information centrality) is irrelevaintthe first-stage
regression is larger than 10, which indicates itifarmation centrality qualifies as a strong instent variable.
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compensation patterns in China and other emerginganies under strong state involvement are atdirec
result of political institutions and institutionahange, rather than cultures and social norms. &tfebts

remain even after massive privatization in thesmemies.

7. Conclusion

This paper proposes a state-stewardship view (wtoahpetes with the agency perspective) to explain
China’s state-manager relationship, as well astnporate governance model and executive compensati
schemes which are under the political influencthefstate. As the world’s largest country trangitirom a
fully state-controlled economy to a more markeented one through partial privatizations of fir@fina
offers the right context to test this theory. Weptihesize that Chinese executives act as respensibl
stewards of the state and run their companiesdh auvay that the firm’s objectives are alignecdhwitose
of the state. Consequently, managers’ compensatibemes are set to reflect their loyalty to théeséad
abilities to fulfill both the political objectiveand the economic targets (with the political aimmshating).
Since the 2006 reforms, the state influence hassited from state control through ownership to
state-stewardship. Our state-stewardship frameworges on five testable hypotheses. We use firratlev
micro data for almost all public non-financial &dt firms for the period 2001 to 2011 as well as
regional-level macro data to test our hypothesdhrat levels: the personal level, the corporateljeand
the macroeconomic level. Chinese managers arerpaith less than their international counterparte Th
lower is the compensation in China, the largehésdwnership stake held by the state (or the sémoisgthe
ultimate control of the state). Such lower pay se¢mbe compensated by higher gray income through
colluding on tunneling activities. Also, the managmt seems to be remunerated not for maximizing
shareholder shareholders (proxied by Tobin's Q)tbat of the state-owned assets (proxied by RO#). |
addition, compensation is not linked to ability mersonality, but to political connections and pogest
Furthermore, internal governance mechanisms suctheagpercentage of independent directors and the
compensation committee on the board are symboticdanneither constrain managerial pay nor stremgthe
pay-for-performance. Moreover, CEO-chairman dudsitysed by the state to give more responsibilities
reliable state-stewards. Finally, managerial payclssely tied to local officials’ political goalsnd
achievements, even after controlling for provindiaéd effects. These effects are stronger in tfee2006

period because subsequent to the split-share retmmmpanies became more market-oriented.
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Our empirical results lead to a critical evaluatadrithe relationships among the state, the firna, toe
managers. Whereas most academic studies apply #stenv agency theory on China’'s corporate
governance model and executive compensation, veedaltate-stewardship perspective and argue that th
state is actually seized by and represents theesttef the ruling government and its politiciaagher than
its citizens, as argued by North’s (1990) predatbsory of the state and the seminal work by Acdmog
and Johnson (2005). Note that our basic argumehatsChinese managers are the stewards ditéte but
not necessarily of theation— the private citizens. In this context, the mation of the manager would be
substantially different. The threat to politicaldasocial order calls for a hierarchical social stinve, which
distributes rents according to individuals’ soc&iatus and loyalty to the state. As China has keen
communist country with a single ruling party forcddes, the ideas of socialism still have a strongact on
how companies are run. As a powerful social etite, state-steward managers in China have the same
interests as the state (the government), nametgetixtg rents that should adhere to the nationdwbtands
for the society at large or the collective privaitizens). The state and its steward-managers thersame
interest group and expropriate the private sectod the citizens). The legitimacy of the elite’svipeged

rights over private sectors is central to our goast
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Figure 2. China’s corporate governance structure dér privatizatio n

Figure 2a illustrates a conceptual internal govecaastructure of a typical Chinese company sine:
privatization. The twdier board structure (the board of directors ardsilpervisory board) is similar to t
German model but the combination xecutive and noexecutive directors within the board of directar
similar to the US/UK model. The Chinese Communaty(CCP) usually assigns a Party committe
ensure ideological control. Members of the Partpimittee usually also sit on the bd of directors.
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Table 1. Comparing Principal-agent and State-Stewalship Perspectives

Principal-Agent Perspective

State-stewardshippeeti/e

Key ldea

Human
Assumptions

Context

Problem

Domain

Problem
Issue

Solutions

Decision
Making

Organization
Evolvement

Owner-manager relationship should refleet Owner-manager relationship reflects a high degfee o

efficient organization of information and
risk-bearing costs.

loyalty and effective interaction skills in orderrieach
multiple (economic, social, and political) high

performance goals.

Self-interest; °
Bounded rationality; °
Risk aversion. o
Separation of ownership and control ]

Owner and manager have conflicts of 1) @
goal alignment and 2) risk sharing

Information asymmetry between owner @
and manager;

Agency (moral hazard and adverse
selection); ®

Risk sharing between owner and manager.

Comprehensive contract formation; o
Incentives compensation policy for
managers.
Controlling agency costs 1) behavior & 2)®
outcome observations.

°

An aggregative process between the ]
interests of owners and agents;
Leadership involves the brokerage of @
coalitions among different interests

Instantaneous response to owner/agent @
interests

Bounded rationality;
Mutual and voluntary acceptability of bargains;
Human ambivalence.

Partial separation of ownership and control (e.qg.,
split-share reform)

Multiple economic, social, and political goals
could conflict;

Interdependence of these interests.

Company’s economic interests are in conflict with
the government’s political and social interests and
agenda.

State’s direct intervention could be in conflicthvi
market-based principles and damage other
shareholder’s interests.

Two-way communication and influences under an
administrative orders (e.qg., political connections
serve as a major channel);

Formal contracts are incomplete; social and
psychological informal contracts are required,;
Ex-post allocation of power is important (Such as
turnover/promotion mechanisms);

Ownership and voting rights become state’s major
tools of control after the split-share reform).

An integrating process among multiple interests of
multiple stakeholders;
Leadership involves a trusteeship

A slow adaptation of the system with
institutionalization.
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Table 2. From State-ownership to State-stewardship

Pre-2006 Post-2006

State-manager
relationship

Governance model
(organizing principle)

Control rights

Dividend Policy

Method of state
control

Incentive structure

State ownership and control State-stewardship giagumore on
managers’ political connections)

Unification of ownership and control Partial separation of ownership and control
(large non-tradable government controlleddispersed state ownership); more

share blocks); more political oriented market-oriented “administrative”
“command” governance model governance model

The state possessed all control rights (in
some partially privatized SOEs, voting  Voting rights proportional to shareholdings
rights proportional to shareholdings)

No dividends. Most profit re-invested in  Proposal: at least 10% of profit paid to all
focal SOEs. shareholders (including state) as dividend.

Mainly control through government Mainly control through appointment of
ownership (large number of non-tradable executive personnel and administrative
shares), regulations and the state’s ultimabeders.

control (voting rights).

Fulfilling political, socialnd economic  Fulfilling political and economic objectives,
objectives, political and social goals are economic ones growing in importance
dominating.
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Table 3
Description of Variables

Variable Description

Dependent Variable:

Ln(Compensation) The natural logarithm of the tomth)ensation in cash of the top three highest{ogid
managers. Source: CSMAR (unit: RMB)

State Ownership and Control:
State Direct Ownership The percentage of firm'seth@awned by the State. Source: WIND.

State Ultimate This dummy variable equals one if the ultimate oallihg shareholder is the state or a

Shareholder government agency, and zero otherwise. The ulticatérolling shareholder is defined
as the largest shareholder (in terms of the numbehares held), or the shareholder
whose voting rights exceed those of the largesesisdder (who may be the largest in
terms of cash flow rights), or the shareholder Walals more than 30% of cash flow and
voting rights, or who can determine the nominatbmore than half of the directors
through exerting voting rights. The definition dfimate controller is similar as in the
Bapers by La Porta, Lopez-de-Silanes, Shleifendslany (1999) and Claessens,

jankov, Fan and Lang (2000). Source: CCER datatvadeCSMAR.

Self-dealing and Gray | ncome:

Other Receivables Other receivables as on the dalsireet

Firm Performance:

ROA Annual return on assets. Source: WIND.

Tobin's Q The ratio of the market value of equiiytie book value of equity. Source: WIND.
Managerial Expertise, Background and Education:

Political Experience This dummy variable equals ibtiee manager is or was an official in the centra
government, local government, or the military, aed otherwise. Source: manually
collected from managers’ CVs.

International Work This dummy variable equals one if the manager laked or is working in a foreign

Experience multinational firm, a foreign joint venture, an oseas subsidiary of a Chinese company,
or has worked abroad (including Hong Kong, Macawl, &aiwan), and zero otherwise.
Source: manually collected from managers’ CVs.

Overseas Education This dummy variable equalsfdahe manager was educated or obtained a degree
abroad, and zero otherwise. Source: manually delieitom managers’ CVs.

Accounting Experience This dummy variable equaksibthe manager has worked in an accounting firm o
position before, and zero otherwise. Source: ménuaallected from managers’ CVs.

Financial Experience This dummy variable equalsibtiee manager has worked in the financial industr
before, and zero otherwise. Source: manually deltefrom managers’ CVs.

Technology Experience This dummy variable equaésibthe manager has worked in a technology-relfitad
or position before, and zero otherwise. Source:uabycollected from managers’ CVs.

Academic Experience This dummy variable equalsittiie manager has worked in academia as a uniyersi
professor or researcher before, and zero other&marce: manually collected from
managers’ CVs.
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Gender This dummy variable equals one if the mamiagemale, and zero if he is male. Source:
manually collected from managers’ CVs.

Foreign Nationality The dummy variable equals drthe manager is non-Chinese, and zero if Chinese.
Source: manually collected from managers’ CVs.

Education Level The score ranges from 0 to 4: #dris highest education level is below junior egjé;
one in case of junior college; two in case of ahletar degree; three if the manager has
graduated with a master’s degree; and four if grsstliwith a doctoral degree. Source:
manually collected from managers’ CVs.

Age The manager’s age in the year reported. Soararually collected from managers’ CVs.
Internal Corporate Governance:

Independent Director This ratio is the number the independent diredorsled by the total number of
Ratio directors. Source: CSMAR.

Board Size Total number of the company’s board nemlSource: CSMAR.
Management Team Size Total number of the compaatgs management team members. Source: CSMAR.

Compensation Committee This dummy variable e%uaésitxhe company has a compensation committeezeiral
otherwise. Source: CSMAR.

Strategy Committee This dummy variable equals btieicompany has a strategy committee, and zero
otherwise. Source: CSMAR.

Managerial Duality This dummy variable equals drteeé positions of the general manager (presidzmd)
chairman are held by the same person, and zeronosige Source: CS%/IAI&.

Director Interlocks _Number of independent directot® are holding director positions in other listeths
|(r:1\}he year under consideration. Source: manuallgcted from independent directors’
S.

Information Centrality A firm’s relative positioriqloseness”) to the center of its directors’ societwork
(calcul%t;ad based on the geodesic paths betweepaangf firm-nodes — by means of
Ucinet

Firm Employment and Provincial Economic Performance:

Ln(Local GDP) _The natural logarithm of the grossnéstic 8rodut_:tﬁ§b(’5|DP) of the province where the firm
is headquartered. Source: NBS (unit: 10,000 milRdB)
Ln(Inward FDI) The natural logarithm of the flow imfward foreign direct investment (IFDI) of the &ic
[)Jrovmce where the firm is headquartered. SourténaCStatistical Yearbook (unit:
SD10,000)
Ln(Employees) The natural logarithm of the totaintuer of people employed by the firm. Source: WIND

Control Variables:

Leverage The ratio of the book value of total debtihe book value of total assets. Source: WIND
Sales Growth Annual sales growth rate. Source: WIND

Firm Size The natural logarithm of the total boskets value. Source: WIND

Capital Intensity The ratio of capital expendittmenet sales. Source: WIND

Ownership Concentration Percentage of total shaseed by the five largest blockholders.
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Table 4
Descriptive Statistics

Variable Obs. Mean Median Std. Dev. Min Max
Dependent Variable:

I\R/I&réa;genal compensation (OOQL5,314 884 600 1160 0 43300
State Ownership:

State direct ownership 15,544 24.56% 16.98% 25.79% 0% 100%
State ultimate shareholder 14,650 0.64 1 0.48 0 1
Self-dealing and Gray | ncome:

Other receivables/Assets 15,356 3.60% 1.60% 4.68% 0.11% 17.63%
Firm Performance:

ROA 15,618 3.90 3.73 5.44 -9.61 14.24
Tobin's Q 15,519 2.17 1.89 2.25 0.92 9.21
Managerial Expertise, Background and Education:

Political experience 16,419 0.20 0 0.40 0 1
Overseas education 16,422 0.04 0 0.20 0 1
International work experience 16,417 0.06 0 0.23 0 1
Education level 16,292 2.36 2 0.90 0 4
Academic experience 16,420 0.11 0 0.31 0 1
Technology experience 16,421 0.43 0 0.49 0 1
Accounting experience 16,421 0.12 0 0.32 0 1
Financial experience 16,421 0.06 0 0.24 0 1
Foreign nationality 16,424 0.01 0 0.10 0 1

Age 16,353 46.43 46 6.89 21 75
Gender 16,423 0.05 0 0.22 0 1
Internal Corporate Governance:

Independent director ratio 15,499 36.95% 33.33% 18.59% 0% 88.89%
Compensation committee 14,183 0.66 1 0.47 0 1
Strategy committee 14,187 0.51 1 0.50 0 1
Managerial duality 15,508 0.15 0 0.36 0 1

Board size 15,505 8.81 9 2.46 0 24
Management team size 15,464 7.08 6 3.95 1 64
Firm Employment and Provincial Economic Performance:

Local GDP 15,021 13568.8 10552.06 11209.39 138.73 53004
Inward FDI 16,132 751xf0 5.85x10 7.23x10 O 4.01x16
Employees 15,545 4205.03 1621 16959.4 1 5.53x10
Control Variables:

Sales growth rate 15,715 18.02% 14.92% 29.61% -34.51% 87.63%
Capital intensity 15,782 0.21 0.09 0.28 0.00 1.10
Firm size (Ln(Assets)) 15,642 21.35 21.21 1.24 10.84 28.66
Leverage 16,666 0.63 0.49 7.12 0 877.26
Ownership concentration 15,329 0.55 0.56 0.14 0.29 0.78

* All monetary terms are in RMB.

** Other receivable/assets, ROA, Tobin’s Q, salesagh rate, capital intensity, ownership concenbratire winsorized at 5%
level.

*** A correlation check suggests there is no mutiimearity between the explanatory and controlatales.
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Table 5.

Tests for the State-Stewardship View on Managers
The dependent variable is the natural logarithitheftop 3 highest paid managers’ compensationplgent variables are state ownership (%), a sliteate shareholder
dummy, ROA (winsorized at the 95% level), Tobin'fv@nsorized at the 95% level), independent direcatio , board size, management team size, coragiens
committee dummy, strategy committee dummy, manabeéuality dummy (equals 1 if the manager and chair is the same person), logarithm of local pravm&DP and
inward FDI, and of the total number of employeetheffirm, a series of managerial background durap@ad control variables (leverage, sales grovith capital intensity,
firm size (total asset value), and the ownershipceatration of the top 5 blockholders. More infotima on variable definitions can be found in TaBlée, **, and *** stand
for significance at the 10%, 5% and 1%, respedtivélandard errors are clustered at the firm lawel reported in parentheses. GLS estimations aik us

Full sample Pre-2006 period Post-2006 period

Coef. Std. Err.  Coef. Std. Err. Coef. Std. Err.  eCo Std. Err. Coef. Std. Err. Coef. Std. Err.
State Ownership:
State direct ownership -0.091**  (0.029) -0.225***(0.057) 0.004 (0.034)
State ultimate shareholder -0.013 (0.017) D06 (0.028) 0.014 (0.021)
Self-dealing and Gray | ncome:
Ln(Other Receivables) -0.011*  (0.005) -0.010**  @05) -0.020**  (0.008) -0.019**  (0.008) -0.001 0Ly -0.000 (0.006)
Firm Performance:
ROA 0.023** (0.001)  0.023**  (0.002) 0.020%*  (@02) 0.021**  (0.002) 0.020**  (0.001) 0.020**  (@01)
Tobin’s Q 0.015**  (0.003) 0.014**  (0.003) 0.004 (0.009) 0.004 (0.009) 0.012**  (0.003) 0.012**  @@WD1)
Managerial Expertise, Background and Education:
Political experience 0.041**  (0.015) 0.038** (as) 0.045* (0.026) 0.046* (0.026) 0.049**  (0.022) 007+ (0.022)
Overseas education 0.057*  (0.031)  0.041 (0.032) 910.0  (0.059) 0.075 (0.059) 0.074*  (0.041) 0.050 (8)04
International work experience  0.116**  (0.027) (024 id (0.027) 0.091** (0.044) 0.077* (0.044) 0.154** (0.042) 0.147**  (0.043)
Education level 0.028***  (0.007) 0.028**  (0.007) .@p4* (0.013) 0.025* (0.013) 0.023**  (0.010) 0.024* (0.010)
Academic experience 0.025 (0.019)  0.021 (0.019) 80  (0.034) 0.073*  (0.034) 0.016 (0.028) 0.017 .qRo)
Technology experience 0.031*  (0.013) 0.030** (®Bp1 0.036 (0.024) 0.036 (0.024) -0.007 (0.018) -0.01 (0.019)
Accounting experience -0.008 (0.017)  -0.009 (0.017) -0.022 (0.027) -0.020 (0.027) 0.029 (0.034) 0.016 (0.035)
Financial experience -0.037 (0.025) -0.032 (0.025) -0.034 (0.048) -0.033 (0.048) -0.063*  (0.035) -@95 (0.035)
Foreign nationality 0.231%** (0.072)  0.258**  (0.3] 0.139 (0.144) 0.156 (0.144) 0.154*  (0.091) 0208 (0.094)
Age 0.005*** (0.001)  0.004**  (0.001) 0.001 (0.002) 0.001 (0.002) 0.006***  (0.001) 0.006***  (0.001)
Gender -0.031 (0.028) -0.040 (0.029) -0.086 (0.055) -0.091*  (0.055) -0.029 (0.037) -0.037 (0.037)
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Table 5. (continued)

Tests for the State-Stewardship View on Managers

Full sample Pre-2006 period Post-2006 period
Coef. Std. Err.  Coef. Std. Err. Coef. Std. Err.  eCo Std. Err. Coef. Std. Err. Coef. Std. Err.

Internal Corporate Governance:
Independent director ratio 0.020 (0.036) 0.011 30)0 0.050 (0.112) 0.048 (0.112) -0.008 (0.039) 10.0 (0.040)
Board size 0.012**  (0.003) 0.012**  (0.003) 0.005 (0.005) 0.005 (0.005) 0.019**  (0.005) 0.019**  (@D5)
Management team size 0.013** (0.002)  0.012** (0 0.044**  (0.005)  0.043**  (0.005) 0.019** (0.02) 0.018**  (0.002)
Compensation committee 0.076** (0.016)  0.078** .qa7) 0.089***  (0.027)  0.088**  (0.027) 0.051*  (023) 0.055**  (0.024)
Strategy committee 0.005 (0.014)  0.003 (0.014) H.01 (0.029) 0.024 (0.029) 0.001 (0.016) -0.003 (0)016
Managerial duality 0.041*  (0.017)  0.042*  (0.017) 0.039 (0.032)  0.038 (0.032) 0.040**  (0.020) 0.039* (0.021)
Firm Employment and Provincial Economic Performance:
Ln(Local GDP) -0.028 (0.032) 0.048 (0.109) ar2 (0.043)
Ln(Employees) 0.017*  (0.008) 0.018*  (0.008) -0933*  (0.013) -0.036***  (0.013) 0.039***  (0.009) 0.01** (0.009)
Ln(Inward FDI) 0.038***  (0.013) 0.050** (0.026) 0.020 (0.020)
Control Variables:
Leverage 0.002***  (0.001) 0.002***  (0.001) -0.053* (0.030) -0.055* (0.030) 0.002***  (0.001) 0.002** 0(001)
Sales growth rate -0.009 (0.017) -0.007 (0.017) 01-D. (0.026) -0.019 (0.026) -0.006 (0.019) -0.007 .0%0)
Capital intensity -0.029 (0.027) -0.030 (0.020) 1a5**  (0.033) -0.105***  (0.033) -0.001 (0.036) @03 (0.037)
Firm Size 0.241** (0.010)  0.238** (0.010) 0.287*  (0.021)  0.281**  (0.021) 0.194*  (0.012) 0.193* (0.012)
Ownership concentration 0.107*  (0.059)  0.077 (0)059 0.243* (0.136)  0.072 (0.125) 0.040 (0.069) 0.030 (0.069)
Constant 6.565*** (0.339)  6.416** (0.256) 6.232%* (1.065)  6.227**  (0.530) 6.814**  (0.474) 7.755** (0.352)
Year fixed effect Yes Yes Yes Yes Yes Yes
Industry fixed effect Yes Yes Yes Yes Yes Yes
Province fixed effect Yes Yes Yes Yes Yes Yes
No. of observations 12401 12042 4916 4886 7485 7156
R-squared adjusted 53% 54% 41% 40% 44% 45%
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Table 6. SOEs versus Private Firms
The dependent variable is the natural logarithrtheftop 3 highest paid managers’ compensation pkagent variables are state ownership (%), ROAdqwevired at the 95%
level), Tobin's Q (winsorized at the 95% levelhgdépendent director ratio , board size, manageteant size, compensation committee dummy, strategyrittee dummy,
managerial duality dummy (equals 1 if the manageréairman is the same person), logarithm of Ipoavince’s GDP and inward FDI, and of total numbkemployees

of the firm, a series of managerial background digsmand control variables (leverage, sales groat capital intensity, firm size (total assetued| and the ownership
concentration of the top 5 blockholders. More infation on variable definitions can be found in Bl *, **, and *** stand for significance at th&®%, 5% and 1%,
respectively. Standard errors are clustered dirtindevel and reported in parentheses. GLS estonatare used.

Full sample Pre-2006 sample Post-2006 sample

SOE Private SOE Private SOE Private

State State State State State State

ownership ownership ownership ownership ownership ownership

> 30% < 30% > 30% < 30% > 30% < 30%

State Ownership:
State direct ownership -0.268***  (0.101) 0.054 @sp -0.724**  (0.173) 0.226 (0.221) -0.323**  (0.82 0.088* (0.103)
Self-dealing and Gray | ncome:
Ln(Other Receivables) -0.006 (0.007) -0.015** (@®pOo -0.009 (0.010) -0.033** (0.014) 0.011 (0.010) .0@6 (0.007)
Firm Performance:
ROA 0.026***  (0.002) 0.020***  (0.001) 0.026***  (0.03) 0.013**+*  (0.004) 0.023*** (0.002) 0.019*** (0.02)
Tobin’s Q 0.014*+*  (0.005) 0.009** (0.004) -0.001 0.013) -0.001 (0.012) 0.010* (0.006) 0.012%** (040
Managerial Expertise, Background and Education:
Political experience 0.018 (0.023) 0.039* (0.021) .0007 (0.034) 0.073* (0.043) 0.042 (0.041) 0.045* .0oB)
Overseas education 0.109** (0.050) 0.039 (0.042) 078. (0.076) 0.055 (0.091) 0.151** (0.075) 0.071 04®)
International work exper. 0.101** (0.043) 0.097*** (0.035) 0.121* (0.058) 0.026 (0.070) 0.250%** (89) 0.095** (0.047)
Education level 0.024** (0.011) 0.015 (0.010) 0.015 (0.016) 0.001 (0.021) 0.013 (0.018) 0.034*** (ap1
Academic experience 0.036 (0.027) 0.040 (0.027) 730 (0.042) 0.119** (0.056) -0.003 (0.051) 0.010 .08B)
Technology experience 0.005 (0.019) 0.050** (018 0.019 (0.029) 0.027 (0.040) -0.065** (0.030) ®03 (0.022)
Accounting experience -0.013 (0.024) -0.006 (0.025) -0.017 (0.034) -0.032 (0.043) 0.022 (0.059) 0.029 (0.041)
Financial experience -0.070* (0.042) -0.024 (0.032) 0.019 (0.069) -0.077 (0.067) -0.030 (0.068) -0.045 (0.040)
Foreign nationality 0.254 (0.211) 0.237*=*  (0.081) -0.128 (0.383) 0.259 (0.168) 0.655** (0.323) 0.133 (0.097)
Age 0.000 (0.001) 0.005**  (0.001) 0.001 (0.002) .03 (0.003) -0.001 (0.002) 0.008*** (0.002)
Gender -0.030 (0.048) -0.033 (0.036) -0.106 (0.074) -0.037 (0.079) 0.058 (0.081) -0.054 (0.042)
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Table 6 (continued). SOEs versus Private Firms

SOE Private SOE Private SOE Private

State State State State State State

ownership ownership ownership ownership ownership ownership

> 30% < 30% > 30% < 30% > 30% < 30%

Internal Corporate Governance:
Independent director ratio -0.129** (0.064) 0.076 0.047) -0.146 (0.131) 0.304 (0.200) -0.031 (0.077) 0.019 (0.048)
Board size 0.003 (0.004) 0.015**  (0.005) -0.002 .0@6) 0.008 (0.009) 0.013* (0.007) 0.021**  (0.006)
Management team size 0.016*** (0.002) 0.014%** ©2) 0.039*** (0.006) 0.048*** (0.008) 0.014*** (0m™) 0.018*** (0.003)
Compensation committee 0.079*** (0.023) 0.054** ae4) 0.059* (0.032) 0.117**=* (0.046) 0.071* (0.038) 0.022 (0.029)
Strategy committee 0.021 (0.022) 0.000 (0.019) ©®.02 (0.035) 0.025 (0.050) -0.008 (0.029) -0.002 (9)01
Managerial duality 0.012 (0.029)  0.064**  (0.022) .0n1 (0.042)  0.057 (0.049) -0.037 (0.041) 0.067** (0.024)
Firm Employment and Provincial Economic Performance:
Ln(Local GDP) 0.156*  (0.069) 0.100*  (0.0%
Ln(Employee) -0.007 (0.012) 0.033**  (0.010) -0.034 (0.017) -0.018 (0.021) 0.029** (0.015) 0.039**  0011)
Ln(Inward FDI) 0.014 (0.019) 0.038* (0.020) -0.001  (0.029) 0.143**  (0.049)
Control Variables:
Leverage -0.020**  (0.008)  0.002***  (0.001) -0.106** (0.050)  -0.016 (0.039) -0.012 (0.010) 0.002%+*  (01)
Sales growth rate -0.015 (0.025) -0.013 (0.022) 034. (0.033) -0.026 (0.041) 0.024 (0.034) -0.007 0Z0)
Capital intensity -0.109***  (0.030)  0.029 (0.029) 0.149** (0.043)  -0.068 (0.051) -0.073 (0.064) 0101 (0.046)
Firm Size 0.235***  (0.016) 0.244**  (0.013) 0.25%*  (0.026) 0.329***  (0.035) 0.183**  (0.019) 0.210* (0.014)
Ownership concentration 0.379**  (0.126)  0.005 w®p 0.878**  (0.221)  0.083 (0.196) 0.224**  (0.151) -0.028 (0.081)
Constant 7.335**  (0.387) 6.350**  (0.365) 7.382** (0.637) 4.076**  (0.951) 7.298**  (0.752) 6.700***  (0.543)
Year FE Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes
Province FE Yes Yes Yes Yes Yes Yes
No. of obs. 5207 6825 2993 1895 2294 5191
R-squared adj. 59% 50% 46% 38% 51% 44%
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Table 7. Regional subsamples (2001-2011)

The dependent variable is the natural logarithrtheftop 3 highest paid managers’ compensation pkagent variables are state ownership (%), ROAdqwevired at the 95%
level), Tobin's Q (winsorized at the 95% levelhgdépendent director ratio , board size, manageteant size, compensation committee dummy, strategyrittee dummy,
managerial duality dummy (equals 1 if the manageréairman is the same person), logarithm of Ipoavince’s GDP and inward FDI, and of total numbkemployees

of the firm, a series of managerial background digsmand control variables (leverage, sales groaty capital intensity, firm size (total assetued| and the ownership
concentration of the top 5 blockholders. More infation on variable definitions can be found in Bl *, **, and *** stand for significance at th&®%, 5% and 1%,
respectively. Standard errors are clustered dirtindevel but not reported so as to save spaces Edtimations are used.

(1) East (2) South (3) West (4) North ! (5)Regional North  (6) Northwest (7) Southwest ! (8)duegion (9) Municipality
State Ownership:
State direct ownership -0.078 (0.049) 0.281** 0@1) -0.124* (0.069) -0.110* (0.059j -0.090 (0.p70 -0.31¥+ (0.121) 0.002 (0.091): -0.093 (0.137)  -0.040 (8)05
Self-dealing and Gray |ncome:
Ln(Other Receivables) -0.008 (0.049) 0.014 (0.0149.015 (0.011) -0.022** (0.010) -0.022* (0.012) 0.037* (0.019) -0.006 (0.015) -0.016 (0.023) -0.00 (0.009)

Firm Performance:

0.017**(0.003) !

ROA (winsorized) 0.024*** (0.002) 0.020*** (0.003) 0.026*** (0.002)

Tobin’s Q (winsorized) 0.019** (0.005) 0.022** (009) 0.019** (0.006) 0.002 (o.oo7)f
Managerial Expertise, Background and Education:
Political experience 0.051* (0.025) -0.012  (0.p410.069*  (0.036) 0.035 (0.036):
Overseas education 0.009 (0.051) 0.104 (0.092) 96.14 (0.088) 0.071 (0.066)5
International work exper. 0.083** (0.042) 0.194*+0.066) 0.031 (0.074) 0.050 (0.0GQ)
Education level 0.032** (0.012) -0.018 (0.023) DM  (0.016) 0.049%* (o.017)§
Academic experience 0.021 (0.032) 0.032 (0.050)01®. (0.047) 0.025 (0.040)i
Technology experience 0.043** (0.021) -0.036 (8)030.110*** (0.030) 0.056* (0.029)§
Accounting experience -0.032 (0.027) 0.072 (0.05@)006 (0.041) 0.036 (0.037$
Financial experience -0.090** (0.044) 0.081 (0.0649.194+ (0.059) 0.071 (0.054)§
Foreign nationality 0.360*** (0.091) -0.267 (0.2410.347 (0.303) 0.503*** (0.170)5
Age 0.006*** (0.001) 0.003 (0.003) 0.006*** (0.002)0.006*** (0.002)
Gender -0.035 (0.041) -0.127* (0.076) 0.060 (0.069.019 (0.074)5

0.020*** (0.003)

0.011  (0.008)-0.004  (0.740)
0.093* (0.044) TEO (0.067)
0.092  (0.082) 0.264  (8)7
0.002  (0.066p.171  (0.196)
0.045* (0.021)  0.086* (0.030)
0.019  (0.046) -0.101 096)
0.051  (0.035) .085  (0.054)
0.045  (0.044) 0.032 .07D)
0.004  (0.067) -0.801(0.105)
0.721* (0.365) .167  (0.371)

0.028** (0.004)

0.020**(0.003) !
0.030"* (0.008)

0.078*  (0.047

0.120 (0.106)5
0016  (0.086)
0.006  (0.021)
0.047 (0.057)5
0.082 (0.040}
-0.063 (0.054)@
-0.171% (0.081)5

1.036* (0.499)

0.012%* (0.003) -0.002  (0.004)0.006™ (0.003)

-0.143  (0.099) -0.059

(0.108) @.14 (0.104)

0.027** (0.005)
0.036** (0.013)

0.017** (0.002)
@5  (0.006)

-0.008  (0.067)  0.099*{0.033)
0171  (0.321) 0.083  (0.053
0.043  (0.166) 0.060 .048)
0.070* (0.032) 0.001  QO5)
-0.105  (0.103) 0.078* (0.034
0.156** (0.058) O0&P* (0.027)
0.138* (0.084) 0.049  (0.030
-0.203* (0.109) 0.066  .qas)
0.116  (0.418)  0.619*(0.130)
0.010* (0.005)  0.005**  (0.002)
0.087  (0.115) -0.065  (0.056)

45



Table 7 (Continued). Regional subsamples (2001-2011

(1) East (2) South (3) West (4) North China (BpRnal North  (6) Northwest (7) Southwest ! (8) Amegion (9) Municipality

Internal Corporate Governance:

Independent director ratio 0.058  (0.082) 0.065  7{8)0 0.059  (0.075) -0.105 (0.0855) -0.073  (0.113) .130  (0.183) 0.139 (0.0853: 0.109  (0.216)  -0.150 .096)
Board size 0.012* (0.005) 0.042** (0.009) 0.011 0.¢07) -0.003 (0.007)5 -0.009  (0.008) -0.001  (0)0120.021* (0.009)5 0.010  (0.015) 0.000  (0.006
Management team size ~ 0.013** (0.003) 0.017** (@4 0.017** (0.004) 0.008** (0.004)5 0.004  (0.005) 0.017* (0.007)  0.013** (0.005)5 0.027** (0.007) 0.004  (0.004)
Compensation committee  0.068** (0.026) 0.032  (A)050.136** (0.040) 0.039  (0.037)  0.007  (0.045) 1D1* (0.069) 0.144** (0.054); 0065  (0.072) 0.124 (0.032)

Strategy committee 0.032 (0.022) -0.020  (0.042) 11@* (0.035) 0.082*** (0.031)§ 0.087** (0.038) -0.103* (0.058) -0.129+ (0.049)5 -0.084  (0.062)  0.008 (0.027
Managerial duality 0.054** (0.027) 0.044 (0.047) 087 (0.041) -0.008 (0.038)5 -0.020  (0.052) 0.035 .042) 0.078 (0.053)5 0.007 (0.078)  0.091** (0.036
Firm Employment and Provincial Economic Performance:

Ln(Local GDP) 0.131%* (0.131) 0.020  (0.030) 0049 (0.043) 0.191%* (0.054)
Ln(Employee) 0.020  (0.013) 0.073** (0.020) -0.016 (0.017) -0.008 (0.017)5 -0.001  (0.020) -0.880(0.031) -0.020 (0.023)5 0.004 (0.036)  0.001  (0)01.
Ln(Inward FDI) 0.035 (0.021) 0.158%** (0.026)i A®8** (0.031) -0.059  (0.036) 0.022 (0.032)

Control Variables: :

Leverage 0.004  (0.008) -0.004  (0.009) 0.002** @ -0.147* (0.042)5 -0.059  (0.046) -0.063  (0.095) 0.002***.(101)5 -0.112  (0.116)  0.009  (0.008)
Sales growth rate -0.056** (0.027) -0.057  (0.047)008  (0.037) 0.073* (0.036)5 0.026  (0.044) -0.002(0.062) -0.000 (0.050)5 -0.013  (0.066) 0.019  (0)03:
Capital intensity -0.032 (0.036) 0.044  (0.058) a2 (0.043) -0.066 (0.042) -0.083 (0.054) -0.072 @0 -0.176~ (0.058) | -0.127  (0.081)  -0.090* (0.040)
Firm Size 0.211** (0.018) 0.211** (0.029) 0.275* (0.024) 0.251** (0.021) 0.250** (0.025) 0.323* (0.042) 0.294** (0.032) 0.206*** (0.047)  0.22* (0.019)
Ownership concentration 0.088 (0.098) 0.090 (0.150)044  (0.148) 0.308** (0.140)5 0.266 (0.176) 0841 (0.265) -0.125 (0.199)5 -0.119  (0.279)  0.216* .1R9)
Constant 6.453** (0.430) 5.584** (0.634) 5.602*0.475) 4.855** (0.495) |  4.892** (0.582) 6.201* (0.821) 5.996** (0.659) |  6.688** (0.873)  5.626* (0.537)
Year fixed effect Yes Yes Yes Yes Yes Yes Yes Yes Yes

Industry fixed effect Yes Yes Yes Yes Yes Yes Yes Yes Yes

Province fixed effect Yes Yes Yes Yes Yes Yes Yes Yes Yes

No. of observations 4289 1810 2384 2340 1591 800 2201 770 2376

R-squared adj. 48% 50% 48% 57% 59% 58% 53% 49% % 58
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Table 8. Other Robustness Checks
The dependent variable is the natural logarithiiheftop 3 highest paid managers’ compensationplewgent variables are state ownership (%), a sliteate shareholder
dummy, ROA (winsorized at the 95% level), Tobin'$v@nsorized at the 95% level) , Independent doecitio , board size, management team size, cosapien
committee dummy, strategy committee dummy, manaleuality dummy (equals 1 if the manager and chair is the same person), logarithm of local pre/m&DP and
inward FDI, and of total number of employees offilm, a series of managerial background dummied,@ntrol variables (leverage, sales growth @pital intensity,
firm size (total asset value), and the ownershipceatration of the top 5 blockholders. More infotima on variable definitions can be found in TaBlée, **, and *** stand
for significance at the 10%, 5% and 1%, respectivglandard errors are robust or clustered atitivelével (for panel data estimations) and repomteparentheses. The
standard errors for the second stage of 2SLS d#timare after adjustment. GLS estimations are @isedll specifications.

Pooled OLS (2001-2011)

Random Effects (2001-2011) Firm fixed effects (2001-2011)

IV result (2SLS) 26P005

Coeff Std. Err. Coeff Std. Err. Coeff Std. Err. 1% stage (ROA) ¥ stage (Compensation)
State Ownership:
State direct ownership -0.129***  (0.030) -0.204**  (0.029) -0.083* (0.047) -1.102 (0.7412) -0.170**  (0.059)
Self-dealing and Gray |ncome:
Ln(Other Receivables) 0.007 (0.005) -0.019***  (0.005) -0.015*  (0.007)
Firm Performance:
ROA (winsorized) 0.036***  (0.001) 0.024**  (0.001) 0.019***  (0.002) 0.002*** (0.000) 0.088***  (0.017)
Tobin's Q (winsorized) 0.016***  (0.004) 0.022***  (0.003) 0.013**  (0.004) (Information centrality)
Managerial Expertise, Background and Education:
Political experience 0.029* (0.016) 0.033** (0.016) 0.047** (0.024) -0.017 (0.376) 0.049* (0.026)
Overseas education 0.087** (0.034) 0.070** (0.033) 0.030 (0.054) 0.834 (0.877) -0.048 (0.060)
International work experience ~ 0.122***  (0.025) 0.148**  (0.028) 0.109***  (0.038) -0.760 (0.670) 0.180**  (0.046)
Education level 0.048***  (0.007) 0.057**  (0.008) 0.018 (0.012) -0.112 (0.183) 0.024* (0.013)
Academic experience 0.045** (0.020) 0.015 (0.020) 0.018 (0.028) 1.110** (0.478) 0.002 (0.039)
Technology experience 0.020 (0.013) 0.017 (0.014) 0.023 (0.021) 0.717* (0.336) -0.020 (0.027)
Accounting experience 0.012 (0.019) -0.046** (0.018) -0.014 (0.027) -0.023 (0.388) 0.008 (0.027)
Financial experience -0.036 (0.029) 0.003 (0.026) -0.033 (0.039) 0.649 (0.749) -0.048 (0.049)
Foreign nationality 0.273**  (0.067) 0.206***  (0.076) 0.253** (0.104) 2.306 (2.152) 0.083 (0.154)
Age 0.006***  (0.001) 0.008***  (0.001) 0.004** (0.001) 0.014 (0.024) -0.002 (0.002)
Gender -0.081***  (0.027) -0.029 (0.030) -0.023 (0.043) 1.234 (0.759) -0.169***  (0.056)
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Table 8 (Continued). Other robustness checks

Pooled OLS (2001-2011)

Random Effect (2001-2011)

irmfixed effect (2001-2011)

IV result (2SLS) 202005

Coeff Std. Err. Coeff Std. Err. Coeff Std. Err. 1% stage (ROA) Va stage (Compensation)
Internal Corporate Governance:
Independent director ratio -0.019 (0.045) 0.284**  (0.034) 0.021 (0.058) 3.451* (1.932) -0.133 (0.124)
Board size 0.023*** (0.003) 0.012**  (0.003) 0.006 (0.005) 0.024 (0.066) 0.036*** (0.004)
Management team size 0.019*** (0.002) 0.013**  (0.002) 0.009***  (0.003) -0.178* (0.099) 0.006 (0.005)
Compensation committee 0.095*** (0.020) 0.196**  (0.016) 0.069***  (0.023) -0.242 (0.385) 0.111%** (0.027)
Strategy committee 0.024 (0.016) 0.056***  (0.014) 0.000 (0.019) 0.045 (0.420) 0.022 (0.029)
Managerial duality 0.028 (0.019) 0.053**  (0.018) 0.045* (0.027) -0.043 (0.487) 0.032 (0.031)
Firm Employment and Provincial Economic Performance:
Ln(Local GDP) 0.305***  (0.012)
Ln(Employee) -0.008 (0.007) -0.015**  (0.008) 0.028* (0.015) 0.741*** (0.142) -0.013 (0.018)
Ln(Inward FDI) 0.042** (0.018) 0.033* (0.020) -0.655 (0.495) 0.113%+* (0.027)
Control Variables:
Leverage 0.002*** (0.000) 0.002**  (0.001) 0.002**  (0.000) -5.090*** (0.192) 0.333*** (0.091)
Sales growth rate 0.002 (0.023) -0.002 (0.017) -0.007 (0.019)
Capital intensity -0.100***  (0.023) -0.096**  (0.020) -0.004 (0.029)
Firm Size 0.252*** (0.009) 0.306***  (0.010) 0.211**  (0.021)
Ownership concentration -0.116***  (0.050) -0.149*  (0.060) 0.339***  (0.118) 8.433*** (1.499) -0.189 (0.199)
Constant 5.888**  (0.281) 3.326*** (0.185) 6.958***  (0.438) 2.305 (7.132) 10.733***  (0.381)
Year fixed effect Yes No Yes Yes Yes
Industry fixed effect Yes No No Yes Yes
Province fixed effect Yes No No Yes Yes
Firm fixed effect No No Yes No No
No. of observations 12032 12401 12032 5776 5564

R-squared adj.

55%

43%

43%

20%

33%
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