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Abstract

Both Chinese and foreign scholars have conducted many studies in
executive compensation (EC) field. However, few researchers conducted
comparative analysis on Sino —US EC schemes. Based on EC
theories, this research, via empirical research and case studies,
compared and analyzed the difference of corporate governance and
EC schemes between Chinese and US listed companies especially in
information technology industry. This research aimed at providing new
perspectives in EC design to Chinese companies and proposing
references to Chinese regulatory authorities in policy formulation. The
main findings are listed below.

I . Generally speaking, the overall Chinese EC level was
relatively low compared with US peers. The EC structure was simply
designed, with a relatively small risk income proportion which
hampered the establishment of an effective incentive and restraint
mechanism. Furthermore, the popularity of long—term incentive plans
remained low in Chinese companies, the long—term incentive tools
were quite limited, administrative approval in part replaces the Board
of Directors’ corporate governance function, and the equity plans
were less effective.

II. Based on 2008 ~2010 information technology industry listed
company data in China and US, this research studied the relationship
among EC, corporate governance and firm performance. For Chinese
companies, firstly, it was found that both company scale and

performance had significant positive impact on EC. Compared with
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US peers, Chinese EC was relatively less sensitive to companies’
scale while more sensitive to firm performance. Secondly, management
ownership had substitution effect on EC. Thirdly , major shareholder
had played the key role on internal control systems and other
corporate governance mechanisms had failed to constrain the
management power. Finally, EC, management ownership and major
shareholder ownership had significant positive effects on firm
performances demonstrate that the implementation of equity incentive
plans will benefit firm performance in the long run.

In US sample, size of the Board and percentage of independent
director’s had a significant impact on EC but the ownership structure
and the dual role of Chairman didn’t. In the analysis of determinants
of firm performance, various EC components didn’t have a significant
positive effect on firm performance. Such as ROE that had significant
positive correlation to equity incentive while negatively correlated to
total compensation. Executive total cash had positive impact on firm
performance under the condition that it was structured as a lower
percentage of basic pay supplemented by higher bonus. The
comparison study showed that the impact of EC on firm performance
may have an interval effect. When executives pay level is relatively
low (similar as China samples) , increasing pay level may have
positive impact on performance. After executives pay reaches the
higher level stage ( similar as US samples) , simply increasing
executives pay won t benefit firm performance, but a well designed
compensation structure would be more meaningful for promoting firm
performance.

Il . Using the same aforementioned data, further research
explored the relationship between EC gap and firm performance.
Firstly , it was found that the EC gap of US listed companies was
much more widely distributed than that of the Chinese peers.
Secondly, it was found that the relationship of US companies’ executive

total cash compensation and firm performance was consisted with

o D .
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Tournament Theory, while the base salary design could be better
explained by Behavior Theory. Thirdly, for the Chinese listed IT
companies , there was positive correlation between relative total cash
compensation gap and firm performances, which was consistent with
the Behavioral Theory expectations. Given the equal relative gap
ratio, a greater absolute gap value benefited on firm performance.
Lastly, generally speaking , compared with US companies, corporate
governance structure factors of Chinese companies better explained firm
performance than executive pay differential arrangements.

IV. The research compared the difference of corporate governance
structure and EC information disclosure regulations between US and
China. Overall speaking, the Chinese companies’ compensation
committee and independent director mechanism were still lagging
behind and had failed to imposed effective constrain on the
management power. Moreover, Chinese information disclosure mechanism
on EC was insufficient due to lack of unified disclosure tools and the
quality of information. This research gave some recommendations to
Chinese regulators aiming at enhancing the function of monitoring and
governing the behavior of Directors and executives through market
mechanism.

V. In the end, this research studied the latest trend of EC and
corporate governance in the post—financial erisis era in US and Europe,
as well as the enlightenment for Chinese companies and regulatory

authorities.

Key Words: Executive Compensation; Corporate Governance;
Firm Performance; Equity Incentives; Sino—-US Comparision Study;

IT Industry
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