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Abstract

The issues of the continual rising of the compensation and the over compensation
of the top—executives of listed companies in China have caused a wide public concern.
The reasons of the over compensation are hot academic research issues. Due to the
“failure” of the compensation contracts, many scholars did some researches about the
over compensation problem of the top—executives from the perspective of the managers’
authority ; for the reasons of over compensation, the research conclusion is in favor of
the view that the over compensation of the top—executives is the compensation which is
gained through the power of the top—executives. In the compensation contracts of the
top—executives, due to the existence of the top—executive power, the compensation of
the top—executives are lack of incentive function, which will cause a higher agency
cost instead. According to Fama’s (1980) point of view, over compensation is a re-
flection which shows that the ability level of the top—executives is higher than the aver-
age level or the executive board’s expectation towards the ability of the top—executives.
However, doing research on the influence of top—executives’ ability on over compensa-
tion from the perspective of the top—executives’ ability is lack of systematicness. Which
one does over compensation of the top—executives belong to, power compensation or
ability compensation? Or even both? The premise for sorting out these problems is that
the over compensation of the top—executives should be measured reasonably.

Rational compensation is based on the managerial capability-and the efforts of the
executive. As the result of the managerial capability and the degree of the executive ef-
fort are not observed, the feasible method is inferring capability by individual charac-
teristics and appraising the efforts of executives through their performance. The compa-
ny performance is influenced by many factors, including the individual factors of top—

executives, the factors of organization and the heterogeneous factors of market envi-
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ronment. Therefore, reasonable compensation should be established on the considera-
tion of managerial individual characteristics, company characteristics and the
difference of environmental heterogeneity. The executive compensation is judged by the
managerial individual characteristics, and \execulive of organizational environment
compensation is judged by the difference of characteristics and environmental heteroge-
neity. In this book, the over compensation is the subject, and the general manager
and chairman of the board are the body. Using the human capital theory and compen-
sation contracts theory and from research view of managerial ability, it analyzes the
effects of company achievements and managerial capabilities of individual factors, or-
ganizational factors and environmental factors; it measures the compensation of human
capital and organizational environment by using the Hierarchical Linear Model
(HLM). Management of the actual salary using individual characteristic to explain as
reward of human capital ; to use company characteristics and environmental character-
istics of the explanation is called organizational environment compensation. The per-
sonality variables, organizational characteristics and environmental heterogeneity vari-
ables can explain salary for executives. The actual salary for executives over the expec-
tation value is the definition for over compensation in this paper. Paying for over com-
pensation is the nature of the power or capability. We can know the effects of over
compensation according to the results of the empirical analysis. Some reasonable advice
is given to the listed companies on over compensation.

This book consists of nine parts. The first part is the general information. It gives
a brief introduction of the background, research purpose and research significance.
The basic conception of the executives of listed companies, scope of top—executives
compensation and over compensation measures are also included. And it briefly intro-
duces the research ideas, research methods and plans to solve the main problems. The
second part is the literature basis. This part analyzes related literature of executive
compensation and over compensation both at home and abroad. It summarizes systemat-
ically the research achievements of the compensation contract, management power,
the top—executive over compensation and top—executives organizational environment.
Combining with the evaluation of existing literature, it finds out the research opportu-
nity and explores the research direction. The theory basis and the theory analysis struc-
ture form the third part. This part analyzes the necessity and effectiveness of executive

compensation incentive of listed companies from the perspective of the proxy—agent. By
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using the theory of contract, it analyzes the executive compensation contract incom-
pleteness and the opportunism behavior of top—executives. According to top—executives
characteristics, it infers their abilities with information theory. Drawing lessons from
the human capital theory, it analyzes the human capital value of the top—executives.
With the theory of organizational strategy, it analyzes the influence of organizational
environment matching on executive compensation. The measures of the expectation
compensation and over compensation for executives constitute the forth part of this pa-
per. This part systematically analyzes the factors that influence the top —executives
compensation. By using the HLM, it measures the executive compensation of human
capital and organizational environment compensation. According to the human capital
of executive compensation and organizational environment compensation, it measures
the expectation compensation and excessive compensation of senior executives. The
fifth and the sixth chapters analyze the influence factors from different perspectives
(the perspective of managerial power and the perspective of managerial ability), and
clarify whether the nature of management over compensation is the power excessive
compensation or capability excessive compensation. The fifth chapter makes an empiri-
cal analysis on the economic consequences of top—executives over compensation in a
listed company. In addition, the sixth chapter checks the logical relationship between
high salary and high performance compensation. It proves the rationality of the extra
compensation according to the incentive effect of over compensation for capability.
With the aid of research conclusions, the following two chapters put forward
reasonable suggestions according to the nature of the over compensation for executives
of listed companies in our country. According to the executives of listed companies,
the nature of the over compensation power (the seventh chapter) or capability (the
eighth chapter) builds appropriate incentive (the eighth chapter) and restraint (the
seventh chapter). The last part summarizes the conclusion, innovation and shortcom-
ings of the research. And we also look forward to the future research directions.

The main research conclusions of the article are as follows:

(1) Effective matching of executives, organization and environment not only af-
fects the capability of degree, but also affects the company’s performance and the
company’s long—term development. The evaluation of the top—executive over compen-
sation should analyze the influence factors from three dimensions: individual charac-

teristics, organizational characteristics and environment heterogeneity, and adopt ap-
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propriate methods to measure it.

(2) The influence factors of listed company executive over compensation are
power factors and capability factors. In listed companies, especially in state —owned
enterprises, executives’ positions are clost;ly related to the factors of over
compensation. The chairman of a listed company gains the over compensation mainly
through his power. The forms of a chairman’s power are duality, background of gov-
ernment work and a position in a shareholder’s company. That is the way to help chair-
man get over compensation of power. Chairman’s over compensation is mainly influ-
enced by chairman’s capability. The capability of managing forms mainly include the
social relations of the chairman. Outside the company, the higher chairman of the
number of part—time and part—time type of chairman is, the higher the chairman ac-
cordingly obtainning excess compensation levels are; higher social part—time type of
chairman shows that general manager meets the demand of the competitive market. The
listed companies in order to attract or retain him tend to pay competitive salaries.

(3) The most important factor of the top—executives compensation is the govern-
ment working experience, especially the higher Administrative position. Due to the
special market environment in our country, official executives become scarce human
resources of enterprises. In order to obtain the support of the government, the listed
companies are willing to pay official executive compensation which is the important
factor for the formation of excessive compensation. The over compensation of the chair-
man of the listed company board in China reflects the high power, high compensation-
and bad performance relationship. The chairman of the board after affectting excess
power compensation, leads to higher agency cost. For the excess power compensation,
it’s invalid for a chairman to improve the company’s future performance. The over com-
pensation accrued items significantly positive correlation with the company, cannot
motivate the effect but leads to higher agency cost. The chairman of China’s listed com-
panies over compensation reflects that the high capability brings high performance,
and has significant incentives, including improving the company’s future performance.

(4) The different natures of the over compensation cause significant differences
in the incentive effect. A chairman’s over compensation in the listed company presents
a relationship of high power, high compensation and poor achievement. And the over
compensation for power has not incentive effect but causes higher cost. While over

compensation of general manager is more incentive, it can promote the company’s a-
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chievement.

(5) The over compensation system of listed company executives should be ar-
ranged with the reality. That is the nature of the over compensation with appropriate
incentives or restriction system. In view of the chairman of the board of listed compa-
nies, over compensation should strengthen the construction of constraint mechanism,
and the capability over compensation of the chairman of listed companies should
strengthen the compensation incentive function, fitting for the system to set up incen-
tive mechanism.

The research innovations of this book mainly include these following three as-
pects ;

Firstly, it is a new research perspective to do research on the over compensation
issue of the top—executive from the perspective of the top—executives’ ability. Most of
the current research documents analyze the influencing factors of the top—executives’ o-
ver compensation issue from the view of the top—executives’ power, and ignore the fact
that top—executives’ ability is also an important motivation factor which influences the
top—executives’ over compensation. The research of this book makes up for this defect.

Secondly, it is a new research method to measure the over compensation issue of
the top—executives using the Hierarchical Linear Analysis Method ( HLAM). Every
top—executive is embedded in the organization, and the compensation issue of the top
—executives is an across — level problem essentially. Using the HLMA, this book
selects the reasonable factors which influence the top—executives’ compensation, de-
composes the actual compensation of the top—executives step by step, and measures
the over compensation of the top—executives reasonably from the aspects of the top—ex-
ecutives, the company’s organization and the environment. Using the HLMA to
measure the top—executives’ over compensation can avoid the hierarchy fallacy in re-
search methods. Compared with the Core Model, this method of measuring the top—
executives’ over compensation can make the samples distribute more reasonable, and
the kicking of the reasonable factors influencing the top—executives’ compensation will
be cleaner.

Thirdly, inspecting the influence of the top — executives’ power and top —
executives’ ability on the over compensation of the top—executives respectively, and
inspecting the economic results of over compensation of power and ability, which

shows the new research contents. Taking the two samples, including the chairman of
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the board and the general manager, as the research objects, this book inspects the
influence of the top—executives’ power and the top—executives’ ability on the over com-
pensation of the top—executives respectively. The research result shows that both the
top—executives’ power and the top—executiv;:s’ ability are the important influencing
factors of top —executives’ over compensation, and the nature of the top—executives’
compensation,, power or ability, mainly depends on the type of position which the top
—executive is holding in the company. It is embodied in the fact that the chairman’s o-
ver compensation is mainly affected by the power, while the over compensation of the
general manager is mostly influenced by the top—executives’ ability. The over compen-
sation of the chairman’s power does not have the incentive function, which is
embodied in the logical relationship of high power, high compensation and low per-
formance. However, the over compensation of the general manager’s ability has a sig-
nificant incentive function, which is embodied in the internal logical relationship of
high ability, high compensation and high performance.

The deficiencies of this article are as follows:

Firstly, the scope of over compensation is not comprehensive. It only selected
executives’ annual monetary compensation to replace the executive compensation. In
reality, the scope of executive compensation includes monetary compensation, owner-
ship incentive, executive benefits, on-the—job consumption, etc. It could lead to
bias of research conclusion.

Secondly, the selection of top—executives’ ability indicator may be bias. It choses
social relations to represent the managerial capability, and the innovation ability to re-
present the managerial capability in the steady examination. The managerial capability
is invisible and can’t be measured directly. In this book, the social recognition of the
managerial capability was measured by the number of part—time jobs external of the
company ; and whether managerial ability is suitable for the demand of the competitive
market was measured by the part—time types. This selection is lack of systematic theo-

retical analysis, which might cause deficiency in variable selection.

Key Words: Managerial Power; Managerial Capability; Over Compensa-

tion; Over Compensation for Capability; Over Compensation for Power
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