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Abstract. Executive compensation has long been at the center of corporate
governance debates, particularly in emerging markets such as China. Over the
past decade, managerial pay in Chinese listed firms has risen sharply, raising
concerns about governance efficiency and incentive alignment. This paper in-
vestigates the impact of governance performance—measured by Environmen-
tal, Social, and Governance (ESG) governance scores—on executive compensa-
tion among A-share listed companies between 2012 and 2022. Using firm-level
panel data and fixed-effects estimation, the study examines whether stronger
governance mitigates excessive executive pay and enhances the link between
pay and performance. Results indicate that higher governance scores are signif-
icantly associated with lower compensation levels and stronger pay—
performance sensitivity, particularly among privately owned enterprises. These
findings highlight the importance of effective governance systems in ensuring
equitable and performance-based pay structures in China.
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1 Introduction

Executive compensation serves as a key mechanism for aligning managerial and
shareholder interests. However, excessive or weakly performance-linked compensa-
tion often reflects governance failures and managerial power abuse [1][2]. In devel-
oped economies, such as the United States and the United Kingdom, decades of re-
search have explored the pay—performance relationship, uncovering mixed results
depending on governance quality and ownership concentration [3]. In contrast, re-
search in emerging markets—particularly China—remains limited, despite the coun-
try’s rapid growth and unique institutional framework.

In China, corporate governance has evolved rapidly following capital market re-
forms and the adoption of ESG frameworks. Governance systems have been strength-
ened through disclosure mandates, board reforms, and shareholder rights initiatives.
Nonetheless, executive compensation in Chinese firms continues to exhibit large dis-
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parities and frequent controversies [4]. The question of whether governance perfor-
mance effectively constrains managerial compensation therefore remains empirically
open.

This study aims to investigate the effect of governance performance, represented
by ESG governance scores, on executive compensation in Chinese listed firms. Com-
pared with traditional governance indicators (e.g., board independence, CEO duality),
ESG governance scores capture a broader and standardized measure of firm-level
governance quality [5]. Furthermore, ownership type plays a significant role in shap-
ing corporate behavior in China. State-owned enterprises (SOEs) and privately owned
enterprises (POEs) differ not only in objectives but also in governance effectiveness
[6].

Moreover, the interplay between regulatory reforms and market development in
China has created a dynamic environment in which governance practices are continu-
ously evolving. Empirical research must therefore account for temporal changes in
both governance institutions and compensation norms, as shifts in regulation or mar-
ket expectations can alter the incentive structure faced by executives. This study situ-
ates its analysis within this evolving institutional backdrop, employing a decade-long
panel to capture both cross-sectional and temporal variation in governance—pay dy-
namics.

From a policy perspective, executive compensation in China has attracted increas-
ing attention from regulators, media, and the general public. High-profile cases of
excessive managerial pay in underperforming firms have raised concerns about social
fairness and corporate accountability. These debates are particularly salient in the
context of China’s ongoing reforms to improve market discipline and corporate trans-
parency. Understanding whether governance mechanisms can effectively restrain
excessive compensation is therefore not only an academic question but also a matter
of regulatory relevance.

In addition, stakeholder pressures—including those from institutional investors,
creditors, and the public—have amplified the need for transparent and performance-
linked compensation. These pressures interact with formal governance mechanisms to
shape board decision-making and remuneration committee outcomes, reinforcing the
rationale for using standardized ESG governance scores as a proxy for a firm's gov-
ernance environment.

The contributions of this paper are threefold. First, it employs standardized gov-
ernance metrics from the Wind ESG database to explore their relationship with execu-
tive pay. Second, it examines the moderating effect of ownership structure on this
relationship. Third, it extends corporate governance and compensation research into
an emerging market context, providing empirical insights for both academics and
policymakers.

2 Literature Review and Theoretical Framework

Recent empirical research has leveraged large-scale and high-frequency data to ex-
plore the nuanced mechanisms through which governance influences executive incen-
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tives. However, many prior studies relied on cross-sectional or short-term designs,
potentially overlooking dynamic governance effects. By employing an extended panel
dataset, this study contributes to a growing literature that emphasizes the temporal
dimension of governance reform and its cumulative impact on pay structures.

Prior research consistently demonstrates that corporate governance is a major de-
terminant of executive pay levels and structures [1][3]. Early studies such as Jensen
and Murphy (1990) showed that weak pay—performance sensitivity may result from
managerial entrenchment. Core et al. (1999) further established that poor governance
systems are linked with excessive compensation and underperformance.

Subsequent research emphasizes the role of board monitoring and ownership con-
centration. Firms with independent and active boards tend to implement stricter com-
pensation policies, reducing managerial opportunism [7]. In addition, institutional
ownership improves monitoring incentives and enhances transparency.

In recent years, ESG-based governance metrics have gained prominence as com-
prehensive indicators of governance quality [8]. These scores integrate information on
board accountability, transparency, shareholder protection, and audit practices, offer-
ing a multidimensional governance assessment. Studies using ESG governance indi-
cators in Europe and Asia suggest that stronger governance correlates with both high-
er firm value and more efficient compensation structures [9][10].

However, evidence from China remains limited. Prior studies suggest that weak
governance in emerging markets is often associated with distorted incentive contracts
and ineffective executive incentive alignment. Moreover, ownership heterogeneity
complicates governance outcomes. In SOEs, political objectives often outweigh profit
maximization, reducing the effectiveness of governance constraints on executive
compensation.

From an agency theory perspective, executive compensation contracts are designed
to mitigate conflicts of interest between shareholders and managers by aligning incen-
tives with firm performance. However, when governance mechanisms are weak, man-
agers may exert influence over boards and remuneration committees to extract private
benefits. This phenomenon, often described as managerial power or entrenchment,
weakens the effectiveness of incentive contracts. Effective governance structures,
including independent boards, transparent disclosure, and strong shareholder rights,
are therefore critical in constraining opportunistic behavior and ensuring that compen-
sation reflects genuine value creation.

Based on the above literature and agency theory, this study proposes three hypoth-
eses:

H1: Higher governance scores are negatively associated with executive compensa-
tion.

H2: Governance performance strengthens pay—performance sensitivity.

H3: Governance effects are more pronounced in privately owned enterprises than
in state-owned enterprises.
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3 Data and Variables

The dataset is derived from the Wind Financial Terminal, which provides annual ESG
governance scores for all Chinese A-share listed companies from 2012 to 2022. The
governance score (Gscore) ranges from 0 to 10, with higher values indicating better
board independence, information transparency, and shareholder protection. Executive
compensation data are collected from the same database, representing total annual
compensation for top executives.

Control variables include firm size (log of total assets), profitability (ROA), lever-
age (total debt to assets), growth opportunities (Tobin’s Q), and ownership type (SOE
dummy). The sample excludes financial firms and is winsorized at the 1% and 99%
levels. The final dataset contains roughly 15,000 firm-year observations from 2,000
firms. Detailed definitions and measurement methods for all variables are reported in
Table 1.

Sample construction follows a rigorous multi-step process. First, all A-share listed
companies were identified and matched with corresponding ESG governance identifi-
ers from the Wind database. Second, financial firms were excluded, and data con-
sistency was verified by cross-checking annual compensation disclosures. Third,
missing or outlier values were addressed through winsorization and manual valida-
tion. This procedure ensured a reliable, representative dataset reflecting governance
diversity across industries.

The choice of ESG governance scores as the core explanatory variable is motivated
by their ability to capture multiple dimensions of governance quality in a standardized
manner. Unlike single indicators such as board independence or CEO duality, ESG
governance ratings incorporate information on board structure, audit quality, share-
holder protection, and information disclosure. This multidimensional nature reduces
measurement error and enhances comparability across firms and over time, which is
particularly important in an emerging market context where governance practices are
heterogeneous.

To ensure causal validity, we adopt multiple identification strategies. Lagged gov-
ernance scores are used to mitigate simultaneity bias, and industry-average govern-
ance measures serve as instruments, based on the assumption that industry norms
shape firm-level governance but not contemporaneous pay decisions. Additional pla-
cebo tests confirm that observed effects are not spurious.

4 Methodology and Model Specification

The empirical model employs a fixed-effects panel regression:
Comp it=a+ Bl Gscore it+ P2 X it+p i+A t+eg it (1)

where Comp it denotes executive pay, Gscore it the governance score, X it the
control variables, p i firm effects, and A_t year effects. A negative Bl supports HI,
suggesting governance reduces excessive pay.



246 Y. Wang

The fixed-effects specification controls for unobserved time-invariant firm charac-
teristics such as corporate culture, managerial style, and industry positioning, which
may simultaneously affect governance quality and compensation policies. Year fixed
effects are included to account for macroeconomic shocks and regulatory changes that
influence all firms. Standard errors are clustered at the firm level to correct for poten-
tial serial correlation and heteroskedasticity.

Table 1. Variable Definitions and Measurements

Variable Definition Measurement
Comp | Executive compensation | Natural log of total annual pay for top executives
Gscore | Governance score ESG governance rating (0—10) from Wind
Size Firm size Log of total assets
ROA Profitability Net income / total assets
Lev Leverage Total liabilities / total assets
TobinQ | Growth opportunities Market value / book value
SOE Ownership type 1 if state-owned, 0 otherwise

To test H2 and H3, the model includes interaction terms between governance, per-
formance, and ownership. Robustness tests involve lagged variables, random effects,
and instrumental variable estimation.

5 Results and Discussion

Regression results indicate a significant negative association between governance
scores and executive pay, consistent with H1. A one-point rise in governance score
corresponds to roughly a 4% decline in compensation, implying that governance miti-
gates rent-seeking [3][8].

For H2, the interaction between governance and ROA is positive and significant,
meaning governance enhances pay—performance sensitivity. Executives in well-
governed firms see greater pay rewards for better performance [9]

The economic interpretation of these findings indicates meaningful real-world ef-
fects. For instance, an improvement of two points in governance score is associated
with nearly an 8% decline in executive compensation, underscoring governance’s
moderating influence on rent extraction. Enhanced pay—performance sensitivity im-
plies that executives in well-governed firms are more strongly rewarded for positive
firm outcomes and more accountable for poor performance. These findings contribute
to the broader debate on whether governance reforms in emerging markets can effec-
tively curb managerial rent extraction. While prior studies often question the effec-
tiveness of formal governance mechanisms in transitional economies, the results of
this study suggest that standardized governance practices, as reflected in ESG scores,
do exert meaningful disciplinary effects. This implies that recent regulatory efforts to
improve disclosure quality and board accountability in China may be yielding tangi-
ble outcomes.

From a regulatory and managerial standpoint, these results suggest several policy
implications. Strengthening board independence, enhancing ESG disclosure, and in-
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stitutionalizing remuneration committee oversight can help align managerial incen-
tives with shareholder value. For SOEs, deepening market-oriented governance re-
forms could reduce the influence of political objectives and reinforce incentive effi-
ciency.

Regarding H3, governance effects are stronger in POEs than SOEs, consistent with
findings that state control weakens market discipline [6]. Robustness tests, including
GMM and random effects, confirm these relationships.

6 Conclusion

This study explores how governance quality, measured through ESG governance
scores, affects executive compensation in Chinese A-share firms. Results reveal that
governance reduces excessive pay and strengthens pay—performance alignment, par-
ticularly in private firms. Policy recommendations include enhancing ESG disclosure,
empowering remuneration committees, and reducing political influence in SOEs.

Despite these contributions, several limitations remain. First, ESG governance
scores, though comprehensive, may obscure differences across governance sub-
dimensions such as board structure and disclosure practices. Future research could
disaggregate these effects to identify which governance components most effectively
constrain managerial opportunism. Second, this study focuses primarily on monetary
compensation; non-monetary incentives, including career prospects and political con-
nections, merit further qualitative investigation. Finally, cross-country comparisons
with other emerging markets could enhance the generalizability of the results.

Future research should integrate environmental and social ESG dimensions, per-
form cross-country comparisons, and explore industry-level variations.
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