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Abstract

This study examines how the managerial interpretation of incentive arrangement affects corporate engage-
ment in social areas, as reflected in corporate social performance, from two interrelated perspectives: the
political influence view and the normative agency view. Building the theoretical framework on state-
owned enterprise (SOE) executives’ dual-career tracks perspective, we contend that economic factors (perfor-
mance decline and relative pay gap) and political factors (socialist imprints and political career horizon)
could divergently reshape the interpretation of incentive arrangement on corporate social performance.
Using ‘Pay Ceiling Order’ as a quasi-natural experiment context, a secondary analysis, and a controlled exper-
iment reveal that compensation restriction on top executives causes a decrease in corporate social perfor-
mance. This relationship is weakened when there are stronger socialist imprints inherited by a focal firm
and when the executives have a longer political prospect. In contrast, the relationship is strengthened
when firms face severe performance declines and when the executives’ compensation is relatively lower
than peers. The findings show that compensation is an indispensable incentive joining with political and eco-
nomic factors, enabling SOEs to engage in social areas. We discuss the implications of understanding top
executive incentives with incentive arrangements and how the government purpose influences top executive
responses to compensation incentive in ways that matter for long-term social value.
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Introduction

Few topics in strategy and corporate governance remain as tangled as state-owned enterprises (SOEs)
and corporate social responsibility (CSR). In this vein, CSR addresses a wide range of obligations a
business has to society (Campbell, 2007; Carroll, 1979; Wang, Tong, Takeuchi, & George, 2016),
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and SOEs serve as an extension of the government as the mainspring of corporate social performance
(Bai, Lu, & Tao, 2006; Lin, Cai, & Li, 1998). In this regard, prior scholars have paid growing attention
to various forms of state role in corporate social performance, focusing on whether and why govern-
ment control may promote CSR performance (Detomasi, 2008; Marquis & Qian, 2014; Wang & Qian,
2011). Relatedly, the government announced a series of guidelines and initiatives, emphasizing the
importance of companies adjusting operational strategies to coincide with a harmonious society
(Hofman, Moon, & Wu, 2017; See, 2009).

Two distinct perspectives offer insights into why SOEs outperform in the social responsibility area.
A disproportion of research infers from the political view and assumes that SOEs will comply with
political pressure, and the government plays a decisive role in propelling corporate involvement and
performance in social issues (Li & Lu, 2020; Luo, Wang, & Zhang, 2017). In contrast, the agency
view posits that SOEs maximize what dominant shareholders (the government) want at the expense
of minor shareholders (Hsu, Liang, & Matos, 2023; Hu & Xu, 2022; Tan & Tang, 2016).
Nevertheless, there remains a dearth of clarity regarding which analytical framework - be it political,
economic, or a synthesis of both — holds greater relevance in elucidating the motivations underpinning
SOEs’ engagement in corporate social performance.

To address this issue, we integrate the political and agency views by adopting the dual-career tracks
(economic and political) framework to incorporate the role of managerial incentive. In general, man-
agers engage in a reflective process to assess and interpret their interactions with stakeholders, which
serves to direct the attention allocation among their various duties (Basu & Palazzo, 2008; Ethiraj &
Levinthal, 2009). Specifically, managers in SOEs strive to generally meet multiple objectives such as
social and financial performance (Bai & Xu, 2005; Holmstrom & Milgrom, 1991; Zhou, Gao, &
Zhao, 2017), and normative agency theory proposes that compensation is a basic pivot aligning the share-
holders’ interests with agents’ interests (Cao, Lemmon, Pan, Qian, & Tian, 2019; Hu & Xu, 2022). With
respect to social performance, our inquiry is directed toward understanding how executives concurrently
assess managerial incentives through the dual lenses of political and economic considerations.

In this study, we analyze our research question using ‘Pay Ceiling Order’ (hereafter, the Order') as
the empirical context, providing an ideal exogenous shock to test the multiple incentives of SOEs’ exec-
utives. The direct effect of the policy relates to the economic side of managerial incentive, which pro-
vides room to examine the hybrid effect of economic and political influence on social investment. In
practice, to reduce the income gap in society®, the Chinese Central State issued a set of rules to com-
press executive pay in SOEs in 2014. As such, the Order immediately changes the incentive arrange-
ments of SOEs, and self-reflection incurred by the Order would motivate managers to reinterpret
managerial incentive and modify resource allocation, especially in the social area (Basu & Palazzo,
2008; Flammer, Hong, & Minor, 2019; Su, Jiang, & Tian, 2020). The Order emphasizes the emerging
goal of social equality, deprioritizing the political influence on conventional social issues. Meanwhile,
the Order compresses the compensation of top executives, disincentivizing the economic alignment
between executive engagement and societal interest.

Leveraging the dual-career tracks framework, we posit that political in tandem with economic fac-
tors reshape the reaction of top executives to CSR engagement in response to managerial incentive
change. From the perspective of a political view, socialist imprints, and political career prospects as
two crucial political influence constituents which could rectify the interpretation and resource alloca-
tion process (Li & Lu, 2020; Wang & Luo, 2019). First, Chinese SOE executives are quasi-officially paid
as business managers but governed by state officials (Lin, 2016, 2017); they are given political promo-
tion incentives and economic compensation incentives to drive their efforts (Cao et al., 2019; Wang,
Fu, Huang, & Wang, 2014). Second, SOEs with inherent socialist imprints and top executives are
inclined to carry political imprints propagated by the Party (Marquis & Qiao, 2020; Wang, Du, &
Marquis, 2019; Xu, Zhou, & Chen, 2022; Zhang, Ren, & Wu, 2023). In contrast, from the economic
view, the business prospect and current economic reward reshape top executives’ interpretation con-
cerning economic calculation (Bosse & Phillips, 2016; Wade, O’Reilly III, & Pollock, 2006). In partic-
ular, performance declines impose disciplinary pressures on top executives (Kuusela, Keil, & Maula,
2017), enhancing the sensitivity of top executives’ reactions to the disincentive effect. The Order
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will change the relative pay gap among top executive peers, which tempts the top executive to reduce
further efforts (Coles, Li, & Wang, 2018). Thus, these political factors — executive political career con-
cerns and socialist imprints — would weaken the negative effect, while the economic factors - perfor-
mance declines and relative pay gap — would strengthen the negative effect.

We tested our hypotheses using China’s publicly listed firms from 2010 to 2018, and a controlled
experiment with 79 participants, and the results largely support our conjectures. Our study offers two
main contributions. First, this study sheds light on the dual-career tracks of SOEs’ top executives, while
the typical executive incentive literature that emphasizes the economic incentive as a primary driver
(Cao et al, 2019; Hu & Xu, 2022; Jain, Zaman, & Harjoto, 2024). Our article thus provides a new
examination of the Chinese state sector, in which socialist imprints and political career horizons
reshape executive responses to economic incentives. Second, our study extends the role of SOE in
CSR research by investigating the managerial interpretation of stakeholder relationships that vary
on compensation arrangement. Existing research usually assumes that taking social responsibility is
an inherent role of SOEs, especially when external demands increase (Jia & Zhang, 2013; Luo &
Wang, 2021).

Theoretical Background and Hypotheses Development
Institutional Background of Compensation Restriction

Since the Reform and Opening Up policy in 1978, the Chinese economy has been transforming from
planned to market-oriented. Correspondingly, SOEs have experienced a series of critical reforms,
including operational rights, control rights, and modernization of corporate governance (Lin, Lu,
Zhang, & Zheng, 2020; Stan, Peng, & Bruton, 2014). Nevertheless, SOEs are born with social functions
(e.g., increasing employment, maintaining social stability and security, and providing various other
social services to employees and communities) and economic functions. Although SOEs have experi-
enced a range of privatization and modernization reforms, the state still retains control and substantial
influence in resource allocations (Gu, Tang, & Wu, 2020; Raynard, Lu, & Jing, 2020). With the state as
the ultimate controlling owner, SOEs themselves reflect the will of the state, which tends to have a
diverse set of social and political objectives (Bruton, Peng, Ahlstrom, Stan, & Xu, 2015; Stan et al,,
2014). Meanwhile, retained state control over SOEs’ top personnel, including compensation, evalua-
tion, appointment, and removal, reinforces state interventions over SOEs’ decision-making and oper-
ations (Du, Tang, & Young, 2012; Li & Lu, 2020).

Facing severe inequality in society and increasingly growing executive compensation, as shown in
Figure 1, the government prioritizes reducing income inequality and building a more harmonious soci-
ety featured by common prosperity. To this end, the government selects SOEs as the exemplar, issuing
the executives a tight compensation restriction (i.e., the Order). As a result, Figure 1 reveals a decrease
in top executive compensation relative to their counterparts in private-owned enterprises. In addition
to the political consideration, the Order shows some contradictions with conventional incentive
designs (Murphy & Jensen, 2018; Su et al., 2020). Existing literature on aligning interests between
the state and the executive focuses on two general themes for SOEs with multiple social and political
functions (Bai et al., 2006; Tirole, 1994). From the agency theory perspective, the first stream of liter-
ature focuses on direct economic incentives, such as compensation, in driving managerial efforts
(Firth, Fung, & Rui, 2006a; Groves, Hong, McMillan, & Naughton, 1994). From the perspective of
political influence, the second stream of literature focuses on political incentives, such as political
career concerns, in driving managerial efforts (Cao et al, 2019; Yang, Wang, & Nie, 2013; Zheng,
Li, Xu, Lin, & Zhao, 2012). Below, we briefly overview the institutional background and literature
review on these two themes.

Executive Incentives in SOEs

The classical theoretical perspective of executive compensation is normative agency theory, which pre-
dicts that compensation packages are an efficient design to incentivize executives (Conyon & He, 2011;
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Figure 1. The trend of executive compensation in three types of enterprises
Notes: TMT in the Y-axis denotes all the managers in management team, and the managers in the Y-axis denote all managers except for
ordinary employees. For brevity, the numbers in the Y-axis denote the original value divided by 1,000 yuan.

Holmstrom & Milgrom, 1991; Jensen & Meckling, 1976). In China, under the traditional central-
planned economy during Chairman Mao’s era, both managers (i.e., cadres) and employees were
paid in terms of seniority and identity (i.e., worker/cadre) according to the national remuneration sys-
tem based on collectivism and egalitarianism (Lin, 2016; Zhu, De Cieri, & Dowling, 1998). At that
time, the pay aimed to cover an employee’s daily consumption, and the pay gaps between ordinary
employees and executives were marginal (Chizema, Liu, Lu, & Gao, 2015; Lin et al., 1998). During
the 1980s, the contract responsibility system relaxed the compensation threshold, and some discretion
over remuneration decisions was gradually granted to SOEs with total budget constraints. Adopting the
contract responsibility system allows SOEs to retain part of profits, and employee and executive com-
pensations could vary along with firm-level economic improvements. As the reform went further,
market-based incentive schemes such as annual salary and bonuses were gradually adopted (Cao
et al., 2019; Groves et al.,, 1994).

Correspondingly, executive compensation has changed significantly along with the reform of the
state sector in recent decades (Chan & Ma, 2011; Lin, 2016). In the early period (1980-2003),
the state primarily designed executive compensation through the contract responsibility system,
including social and political objectives, in which profits were not the only objective (Bai & Xu,
2005). Although the role of the state has been changing from the owner into a shareholder of
SOEs, its retained control over top executives has enabled its continuous leverage over SOEs to realize
social and political objectives (Hu & Xu, 2022; Wang & Luo, 2019).

After 2003, China established the State-owned Assets Supervision and Administration Commission
(SASAC) to fulfill the interest of shareholders and directly monitor the SOEs, and performance-based
incentives increased substantially (Conyon & He, 2011; Jiang & Kim, 2020). In general, the compen-
sation of an SOE executive consists of three components: the base salary, performance-based bonuses,
and mid-to-long-term incentive compensation. Then, SASAC takes economic performance and polit-
ical and social indicators (e.g., employment, environmental protection, and social stability) into the
evaluation system, and the executive compensations increase with productivity following a series of
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reforms (Du et al,, 2012; Mengistae & Xu, 2004). Since the state tends to benchmark SOE executive pay
with civil service pay, the actual pay-performance sensitivity in SOEs is usually weaker than in pri-
vately owned or foreign enterprises (Conyon & He, 2011; Lin, 2016).

The multitasking nature of executive compensation of SOEs is well established, and many scholars
investigate whether executive compensation matters (Bai et al., 2006; Holmstrom & Milgrom, 1991). In
general, the empirical findings reveal a positive relationship between executive pay and firm financial
performance in SOEs, while this positive relationship is weaker when compared with the
pay-for-performance link in private firms in China (Cao et al, 2019; Conyon & He, 2011; Hu &
Xu, 2022; Mengistae & Xu, 2004). In addition, a few studies confirm that executive compensation pos-
itively correlates with firm social performance in terms of job creation in Chinese SOEs (Gu et al,
2020; Hu & Xu, 2022). However, whether and why executive compensation contributes to a firm’s
overall CSR engagement and performance is largely underexamined.

Political Influences on SOEs

After decentralizing authority and privatizing SOEs in the last two decades, the government retained
control over SOEs (Lin et al., 2020; Sun & Tong, 2003), and top executives in SOEs are quasi-officials
in a political system and a labor market for professional managers (Hu & Xu, 2022; Manion, 1985).
Thus, Chinese SOEs have two parallel personnel systems: regular corporate management and
Party-state systems (Walder, 1995; Wang, Yi, Zhang, & Peng, 2022). Cross-appointments between
these two systems are institutionalized such that a corporate manager of a given rank holds a position
of equivalent administrative rank in the Party-state system.’ Leading personnel are moved back and
forth between state bureaucracies and SOEs at the command of the Party-state, which provides SOE
executives with political promotion motives regarding upward moves in the Party-state system
(Wang et al., 2014; Yang et al,, 2013).

Rooted in agency theory, dual-career tracks — business and politics - motivate SOE executives to
balance multiple task requirements (Bai et al., 2006; Bai & Xu, 2005; Cao et al., 2019). The political
path refers to the job mobility track from an SOE executive position to a purely political position in
the state system. In contrast, the business path refers to the job mobility track from one current occupa-
tional position to another within the business field (Lin et al., 2020; Zhang, Liu, & Cai, 2015). Finally, the
incentives in each track present a somewhat substituted relationship (Cao et al., 2019; Chen, Guan, & Ke,
2013). For example, Cao et al. (2019) investigated the relationship between political promotion and firm
performance of SOEs. The results show that executive pay-for-performance sensitivity is higher when
SOE executives are less likely to receive a political promotion. The motives for pursuing job mobility
in the political job market could substitute explicit compensation incentives.

Political loyalty and conformity with political responsibility are essential for career advancement in
political screening and incorporation (Walder, 1995). Facing multiple demands from the government
simultaneously, the priority of resource allocation will vary with urgency and temporal emphasis.
Under the state’s priority over sustainable development, social welfare expansion, and the creation
of a ‘people-oriented” harmonious society, achievements in social policy areas such as employee treat-
ment, public security, resource consumption, resource conservation, and environmental protection
became new imperatives for political promotions (Li & Lu, 2020; Liu & Xiao, 2015). For example, envi-
ronmental protection performance carries more weight in the evaluation criteria of officials than in the
past.* Accordingly, executives must direct their efforts to social policy areas besides financial perfor-
mance to secure a political promotion.

The SOE executives face two intertwined channels with distinct demands ranging from economic
and social performance. Research emphasizes the political influence on SOEs’ CSR engagement and
performance, while the agents executing social obligations should not be negligible. In the meantime,
research deriving from agency theory always focuses on the interest conflicts between state sharehold-
ers with a social orientation and private shareholders with a profit maximization orientation. We need
more details about the role of specific incentive tools (e.g., compensation) in the executive action of
CSR, especially the managerial attention to incentive changes.
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Effect of Compensation Restriction on SOEs’ CSR Performance

In this study, we are interested in the SOE’s social performance in response to the compensation
restriction policy initiated by the government. According to the prior literature, two interrelated mech-
anisms lead to the policy effect: firstly, the political influence stemming from government oversight;
and secondly, economic incentives that foster alignment of interests between the principal and agent.

Political influence mechanism

The political view emphasizes the influence of the government, underscoring the intrinsic societal
objectives embedded within the ultimate distribution of economic resources (Hsu et al., 2023; Jia &
Zhang, 2013; Wang & Qian, 2011). In response to natural disasters, for example, SOEs expand the gov-
ernment to meet social desirability (Hofman et al., 2017; Jia & Zhang, 2013). The underlying reason is
that SOEs were born with multitasks, including social and economic goals, and are endowed with a
degree of discretion over operation and management decisions (Bai & Xu, 2005; Holmstrom &
Milgrom, 1991; Stan et al.,, 2014). Relatedly, top executives of SOEs are semi-state officials whose com-
pensation was mainly determined by the civil service pay system, implying equality between executives
and ordinary employees (Chizema et al., 2015; Lin et al., 1998). Although the corporate privatization
reform has transformed SOEs into economic engines boosting national economic growth, the essential
objectives of SOEs in mitigating social conflicts and enhancing national welfare remain unchanged (Ji,
Huang, & Li, 2021; Stan et al.,, 2014; Xu et al., 2022).

At its core, the Order signifies a governmental prioritization of addressing inequality, thereby
underscoring the emergence of a novel social concern that swiftly ascends the agenda of policy imper-
atives. In general, when there are multiple tasks, compensation ‘serves to direct the allocation of the
agents’ attention among their various duties’ (Holmstrom & Milgrom, 1991: 25). In this light, the
Order will divert the attention from normative social issues such as employee treatment and environ-
mental protection, and then the political pressure on these social issues may divert firms’ attention
toward deciphering the government’s agenda. Furthermore, the new emphasis would reduce the gov-
ernments’ monitoring effectiveness in propelling the SOEs to fulfill the social desirability concerning
social responsibility. For example, SOEs are positioned to shift their primary focus from the provision of
social welfare to the pursuit of efficient production during the transition process, and the executives can
redirect their efforts from social welfare responsibilities toward the maximization of economic gains (Bai
et al., 2006; Tirole, 1994). Integrating the inherent emphasis on social issues and distraction induced by
the Order, we posit that SOEs might respond neutrally in the subsequent CSR performance.

Economic incentive mechanism
From an economic perspective, the agency theory posits that executive compensation represents a
transactional process, wherein compensation is exchanged for the fulfillment of managerial duties
aligned with shareholder value maximization. Likewise, SOEs also use compensation as an incentive
to align the interests of executives and major shareholders (the government), and compensation
increases with the marginal return of executive action (Conyon & He, 2011; Mengistae & Xu,
2004). Along with the strong economic growth of the state sector, SOE top executive compensation
has increased significantly over past decades. However, such change is accompanied by rising pay dif-
ferentials between top executives and ordinary employees (Chizema et al., 2015). While compensation
is acknowledged as a pivotal determinant in driving managerial efforts (Conyon & He, 2011; Jensen &
Meckling, 1976), the phenomenon of excessive executive compensation has been identified as poten-
tially detrimental, undermining employee motivation, social equity, and overall firm performance
(Shaw, 2014; Wade et al., 2006). To mitigate the tendency of overpayment in the state sector, the
Order issued in 2014 imposes a maximum of 600,000-800,000 RMB on annual executive pay along
with a maximum of ten times the pay differential between executives and workers of the SOE.”

It is imperative to recognize that the SASAC appraises the performance of SOEs through a dual-
criteria framework, encompassing both financial and political dimensions (Du et al., 2012; Hu &
Xu, 2022; Wei, 2021). As previously indicated, SOE executives now assume the dual role of state
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officials and business managers, with their compensation contingent upon their success in achieving
both the financial goals of all stakeholders and the political mandates set forth by the state. In other
words, they are now driven by economic (i.e., compensation) and political incentives (Cao et al., 2019;
Hu & Xu, 2022). In practice, financial performance is inherently linked to objective metrics that offer
limited scope for manipulation by top executives (Du et al., 2012). Conversely, political performance
encompasses a broad spectrum of activities, providing executives with the discretion to modulate their
engagement and investment of effort within this domain (Lin, 2016; Yang et al., 2013). However, some
anecdotal evidence supports that a bonus ceiling on executive compensation would disincentivize
managerial efforts to improve financial performance in private firms (Murphy, 2013; Murphy &
Jensen, 2018). The compensation rearrangement might distort the effort allocation of SOE executives,
and we contend that SOEs are more inclined to demonstrate less compliance with the regulatory direc-
tives, as manifested in their social performance, rather than through the more readily quantifiable met-
rics of financial performance.

Based on the abovementioned arguments, we contend that the confluence of political influence and
economic incentive mechanisms predict a negative relationship between compensation restriction and
the corporate social performance of SOEs, which engender a diminished motivational drive among
executives to adhere to the intrinsic societally desirable objectives of their organizations. In light of
the recent regulatory directive, the Order prioritizes social equality as a pivotal objective; there is an
inferred de-emphasis on social issues that have been previously highlighted. Considering the disincen-
tive effect of compensation restriction and final performance evaluation criteria, we posit that a con-
comitant decline in the resource allocation dedicated to CSR initiatives. Consequently, executives may
perceive this regulatory shift as indicative of a diminished emphasis on economic incentives and polit-
ical impetus, potentially leading to a diluted commitment toward the comprehensive enactment of cor-
porate social responsibilities. Thus, we propose the following baseline hypothesis:

Hypothesis 1 (H1): Compensation restriction will have a negative effect on SOEs” CSR performance.

Unpacking the Two Parallel Perspectives

Thus far, our theorizing is built on the assumption that SOE executives are motivated by monetary
rewards following the normative agency theory prediction and political influence fueled by the evalu-
ation and consideration of political promotion. The literature on executive compensation suggests that
executives differ in motives (i.e., what they most want and fear), and these differences will diverge the
‘valence’ of monetary rewards in motivating their efforts (Finkelstein, Hambrick, & Cannella, 2009). In
developing the model of person-pay interaction, Wowak and Hambrick (2010: 804) recognized that
‘the role that individual differences play in shaping, or moderating, the effects of pay arrangements
on organizational outcomes’.

In particular, top executives of SOEs have two career tracks to pursue, and we build a set of mod-
erators to capture the heterogeneous effects among SOEs. To this end, we consider two representatives
of economic factors — performance declines (disciplinary pressures) and relative pay gap (violation of
the fairness belief) - will increase the valence of monetary incentives and thus strengthen the negative
effect of compensation restriction on SOEs” CSR performance; two political factors — individual polit-
ical prospect (executive political career horizon) and collective political values (i.e., exposure to com-
munist imprints) - will decrease the valence of monetary incentives and thus attenuate the above
negative effect of compensation restriction on SOEs’ CSR performance.

Disciplinary Pressure of Performance Declines

Performance declines impose disciplinary pressures on poorly performing executives, and the subse-
quent organizational responses are contingent upon the executives’ subjective interpretations and cog-
nitive appraisals of the situation (Audia, Locke, & Smith, 2000; Firth, Fung, & Rui, 2006b; Jordan &
Audia, 2012). In this light, the shortfalls of economic performance will threaten the business prospect
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and manager’s career, and hence lead to conserving resources through cost-cutting and efforts for
greater economic efficiency and performance recovery (Staw, Sandelands, & Dutton, 1981; You,
Shin, & Chung, 2023; Zhong, Ren, & Song, 2022). For corporate social performance, constant resource
investment is necessary to maintain the status quo of corporate social performance (Wang & Choi,
2013). When the firm faces earnings pressure, which requires executives to protect and prioritize eco-
nomic returns, the manager responds by reducing the likelihood and performance of corporate social
engagement (Zhang, Zhang, Jia, & Ren, 2020). Hence, the disciplinary pressures ensuing from dimin-
ished performance may exacerbate the demotivational effects on executives, potentially disincentiviz-
ing them from prioritizing social performance in their strategic decision-making processes.

Compensation arrangements aim to align the interests of executives with the interest of shareholders,
and the performance status quo determines the alignment effect (Hambrick, 2007; Popli & Raithatha,
2023). A performance decline situation could shape how executives view and respond to environmental
changes and affect firms’ decisions by filtering and interpreting the ambient situations (Campbell, Bilgili,
Crossland, & Ajay, 2023; Hambrick, Finkelstein, & Mooney, 2005). For example, decreasing financial
resources resulting from substantial performance declines affect the emphasis on resource-freeing rather
than resource-consuming organizational change in response to performance shortfalls (Kuusela et al.,
2017; Mannor, Wowak, Bartkus, & Gomez-Mejia, 2016). Thus, when executives experience a ceiling
on their pay regardless of how hard they work, especially performance declines that lead to increasing
resource constraints, this would further demotivate their engagement in long-term social issues.

With respect to the disincentive effect of compensation restriction, disciplinary pressures and
resource constraints resulting from performance declines will further urge the executives to assess
the prospects concerning business tracks and then conserve resources and preserve the firm’s eco-
nomic trajectory. Therefore, we integrate the previous ideas from performance disciplinary and lose
aversion will operate in tandem to influence executive decisions and actions regarding social domains,
the executives experiencing performance declines might be more sensitive to the change in compen-
sation arrangements. By contrast, a lower performance decline could leave room for executives to con-
serve resources and function as a financial buffer that gives executives the freedom to respond to
compensation restrictions by deviation from long-term social performance. As such, we posit that
top executives in a situation of performance decline will further attenuate their engagement in social
issues. Therefore, we propose the following:

Hypothesis 2 (H2): Performance declines will moderate the relationship between compensation
restriction and SOEs” CSR performance, in such a way that the negative effect will be stronger
when the top executives experience performance declines.

Moderating Role of Executive’s Relative Pay Gap

Perceptions of financial wealth relative to salient referents drive executive behavior, and executive com-
pensation research shows that the effectiveness of pay arrangements in directing managerial efforts is
partially determined by executives’ perception of fairness or equality about their pay (Bosse & Phillips,
2016; Devers, Cannella Jr, Reilly, & Yoder, 2007). In a social context, almost everyone cares about fair-
ness to some degree and is more sensitive to underpayment than overpayment (Adams, 1965; Fong,
2010). Empirical evidence confirms that a negative violation of the fairness norm (i.e., being unfairly
underpaid) will lower the valence of monetary incentives due to the rising concern about fairness
(Shaw, 2014; Wade et al., 2006). We posit that the observed divergence in executive responses to com-
pensation restrictions stems from a complex interplay of individual and contextual factors, leading to a
heterogeneous array of strategic reactions among executives. As perceptions of unfairness are deter-
mined through social comparison with other similarly situated executives (Wade et al., 2006), we intro-
duce the executive’s relative pay gap as a moderator to the main relationship.

Executives are sensitive to underpayment, and a large relative pay gap will induce their perceptions
of unfairness (Coles et al., 2018; Fong, 2010; Fong, Misangyi, & Tosi, 2010). This perception initiates a
recalibration of the executives’ economic calculus, subsequently amplifying their propensity to mitigate
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their efforts in the face of imposed compensation limitations. Executives who perceive their compen-
sation as inadequate may seek to rectify this discrepancy by either augmenting the output through
enhanced performance outcomes, such as securing a salary increment, or by adjusting the input by
moderating their exerted efforts (Fong et al., 2010). We contend that executives exhibit a pronounced
preference for the latter course of action, given the diminished agency in influencing outcomes within
a framework of compensation constraints, thereby necessitating a strategic reallocation of their efforts
(Coles et al., 2018; Cowherd & Levine, 1992).

Accordingly, the imposition of compensation restrictions, particularly when executives are con-
fronted with substantial relative pay disparities, may precipitate a reduction in their investment of
effort toward CSR initiatives, culminating in a significant degradation of CSR performance metrics.
In contrast, a small relative pay gap is unlikely to induce perceptions of unfairness. Because the
norm is that SOE executives are state officials receiving civil service pay — which should be lower
than most top executives across corporations (Chen et al., 2013; Lin, 2017). Thus, we do not expect
a small relative pay gap to influence an executive’s response to compensation restriction.
Accordingly, we should observe more CSR performance declines among SOEs whose top executives
experience large relative pay gaps. This leads to the following hypothesis:

Hypothesis 3 (H3): The top executive’s relative pay gap will moderate the relationship between com-
pensation restriction and SOEs’ CSR performance, in such a way that the negative effect will be stron-
ger when the top executive experiences a large relative pay gap.

Moderating Role of Executive Political Career Horizon

Whereas compensation restriction disincentivizes managerial efforts in social areas, the likelihood of
promotion in the political ladder may somewhat recalibrate the managerial interpretation of compen-
sation restriction (Cao et al., 2019; Hsu et al.,, 2023). Immediate monetary incentives and future career
opportunities are the two main components of career concerns that motivate executives’ efforts simul-
taneously (Cao et al,, 2019; Holmstrém, 1999). For top executives of SOEs, the future promotion to
administrative rank is a kind of deferred compensation. Executives pursuing political careers tend
to direct their efforts toward firm political performance and be less sensitive to current economic
incentives (Hu & Xu, 2022; Zheng et al., 2012). Social and environmental issues have become a priority
in the state’s goal (Zuo, 2015). To secure a political promotion, these executives must effectively signal
their compliance with state demands and competence in fulfilling political objectives set by the state
(Du et al., 2012; Liu & Xiao, 2015; Zheng et al., 2012). Thus, top executives subjected to the compen-
sation restriction may continue advancing the firm’s political performance due to their political pro-
motion motives.

Executive political career horizon refers to the possibility of future mobility to a higher position in
the political hierarchy (Li & Lu, 2020; Wang & Luo, 2019). Under the condition where a maximum
compensation threshold is established, executives with a high likelihood of political promotion are
less sensitive to compensation restriction and more likely to continue to dedicate their efforts to
improve firm CSR performance when their compensation peaks. Prior studies confirm that strong
political promotion incentives can substitute for direct monetary incentives in aligning SOE executives’
interests with that of the state (Cao et al, 2019; Hu & Xu, 2022). Thus, immediate compensation
restriction might reduce managerial efforts on CSR improvement. However, executives with extended
career horizons could experience a mitigated demotivational effect, attributed to their heightened
anticipation of future promotional opportunities within the organizational hierarchy.

In contrast, when executives approach the culmination of their careers with a diminished prospect
of political advancement, they exhibit a reduced propensity to sustain their efforts toward enhancing
firm CSR performance when their compensation peaks. In such instances, these executives are inclined
to preserve the established baseline level of CSR performance, driven by a strategic imperative to avert
potential demotion or disciplinary measures (Liu & Xiao, 2015). In this light, SOE executives close to
retirement age have limited political promotion opportunities; they are less likely to devote efforts to
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performance targets that contribute to career advancement (Li & Lu, 2020; Wang, Zhu, Chen, & Luo,
2021). Hence, we argue that executives with long political career horizons, as compared to short polit-
ical career horizons, will be less sensitive to current monetary rewards and demotivated by compen-
sation restrictions. Accordingly, we propose that firms whose executives are subject to compensation
restriction are less likely to experience CSR performance decline when their executives have a long
political career horizon. Therefore, we propose the following:

Hypothesis 4 (H4): The top executive political career horizon will moderate the relationship between
compensation restriction and SOEs’ CSR performance, in such a way that the negative effect will be
weaker when the top executive has a long career horizon.

Moderating Role of Firm Exposure to Socialist Imprint

Firms’ founding era shapes historical and ideological underpinnings for organizational culture, which
continue to permeate individual cognition and behavior in reinforcing the firm’s imprint on individual
decision-making. Given that ‘organizations formed at one time typically have a different social struc-
ture from those formed at another time’ (Stinchcombe, 1965: 154), the persistent effect of imprinting
could influence current decision-making (Marquis & Tilcsik, 2013; Stinchcombe, 1965). In particular,
the government accords precedence to social stability, thereby influencing firms to align their opera-
tional behaviors with the foundational imprints established by initial policies (Kogut & Zander, 2000;
Lin et al., 1998; Marquis & Qian, 2014). In the context of SOEs, executives are subject to the enduring
influence of the socialist imprint, which serves as a critical information filter. This filter channels their
focus toward fulfilling political mandates across a spectrum of social concerns, transcending the pur-
suit of mere economic incentives. The socialist imprinting significantly molds firm-specific capabili-
ties, exerting a pervasive influence that extends to both individual and organizational behaviors,
particularly among those who have experienced the era of Mao (Han & Zheng, 2016; Raynard
et al., 2020; Wang & Luo, 2019). In this context, the imprints of collectivism and egalitarianism, deeply
ingrained within organizational structures, practices, and operational routines, manifest with particular
intensity in SOEs established during Chairman Mao’s era, which is due to the intensive training and
socialization processes of the party’s doctrines and values (Raynard et al., 2020; Zhang, Ren, et al,,
2023). Consequently, as the economic landscape underwent a paradigm shift toward a market-oriented
economy, enterprises established during the era of planned economy exhibited a more pronounced
imprint of socialist values, reflecting the ideological legacy of their foundational period (Boeker,
1989; Kriauciunas & Kale, 2006; Wang & Luo, 2019; Zhang, Ren, et al., 2023).

During the socialist training and socialization processes, which historically emphasized people-
oriented and egalitarian preferences (Haack & Sieweke, 2018; Han & Zheng, 2016), these imprints are
likely to persist and exert a corrective influence on current decision-making, particularly in the domain
of compensation policies concerning compensation restriction. Although socialist imprints will decay
during the market transition (Haack & Sieweke, 2018; Zhang, Ren, et al., 2023), ‘training programs
and wage systems are more internal and people-oriented’ (Kriauciunas & Kale, 2006: 674), which suggests
that these imprints continue to channel executive focus toward the promotion of social equality within
compensation structures. We posit that executives operating within SOEs that bear the hallmark of social-
ist imprinting are inclined to integrate collective and egalitarian values into their decision-making frame-
works. Consequently, the motivational potency of monetary incentives is recalibrated, influencing their
directional focus toward the adoption of compensation restrictions.

Drawing from the preceding arguments, enterprises that were established during the period when
socialist values were deeply entrenched in China’s economic paradigm were inherently shaped by a
social structure and institutional environment that championed labor protection and a human-centric
ethos. Meanwhile, SOEs emerged as extensions of the state, embodying the principles of collectivism
and egalitarianism, while monetary incentives were strongly disdained with a strong emphasis on ‘spir-
itual encouragements’ (Raynard et al., 2020). Considering the profound socialization exerted by the
Party during the socialist era, we propose that SOEs established during this period are likely to be
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imbued with political values that advocate collectivism and egalitarianism. Consequently, top executive
in such firms, underpinned by collective values, are inclined to prioritize communal interests over indi-
vidualistic pursuits. Furthermore, in decision-making processes, top executives in those organizations
that embrace egalitarian principles are more likely to favor compensation structures characterized by
minimal pay disparities between executives and their rank-and-file employees (Haack & Sieweke, 2018;
Kriauciunas & Kale, 2006). Accordingly, organizations with a more pronounced socialist imprint are
hypothesized to exhibit a diminished sensitivity to the disincentivizing effects of compensation restric-
tions, particularly when compared with firms lacking such historical influences. This diminished sen-
sitivity arises because compensation restrictions align with the promotion of social equity, the
reduction of income disparities, and the core values of these organizations. Executives within such
firms are likely to experience a reduced motivational impact when faced with compensation limita-
tions, as these restrictions resonate with their intrinsic egalitarian ideals permeated through cognition
and socialization. In this context, the alignment of organizational policies with executives’ values can
partially attenuate the disincentive effect of compensation restrictions. This attenuation occurs not by
diminishing the executives’ efforts but by redefining the significance of monetary incentives in relation
to their overall value system. We contend that social imprints could significantly rectify the attention
toward income equality and attenuate the decrease in CSR performance. Therefore, we propose the
following hypothesis:

Hypothesis 5 (H5): Firm exposure to communist imprints will moderate the relationship between
compensation restriction and SOEs” CSR performance, in such a way that the negative effect will
be weaker when the firms are exposed to stronger communist imprints.

To summarize the above hypotheses, the general framework of the study is shown in Figure 2.

Study 1: Archival Study for the Observed Effect

Utilizing an archival study is to paint a preliminary portrait of the declining corporate social perfor-
mance in response to compensation restriction in SOEs. It is posited that as executives tend to be dis-
incentivized toward the compensation restriction of the government’s policy design, they possess a low
engagement when processing such information since the compensation restriction is pertinent to
interpreting a disincentive design. As such, pairing a disincentive motivation and government direc-
tion should result in a negative response to the subsequent social performance. At the same time, con-
sidering the executives occupy dual-career tracks, the political and economic tracks might reshape the
interpretation of compensation restriction. Given that the political track aligns the purpose of execu-
tives with the government, while the economic track partially diverges the interests of executives with

Performance declines Relative pay gap
Executive pay restriction : ]: »| CSR performance
Socialist imprints Political career horizon

Figure 2. Conceptual model
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the government. Thus, if there are inherent political forces toward the political track, decreasing the
executives’ compensation will result in less negative evaluations of the compensation design as a func-
tion of the subsequent social performance. In contrast, if there are inherent economic forces toward the
economic track, decreasing the executives’ compensation will result in more negative evaluations of the
compensation design as a function of subsequent social performance.

Archival Methods

Empirical context

We adopt a difference-in-differences (DID) design to examine the effect of compensation restriction
on CSR performance by using the ‘Pay Ceiling Order’ as a quasi-natural experiment. The Order issued
in 2014 provides a unique setting to test our model for three reasons. First, the Order is mandatory. It
was promulgated by the Central Politburo of the Communist Party® — the highest state agency in
China. The aim is to mitigate the tendency of extremely high executive compensation in a group of
Central SOEs rather than regulating CSR practices in SOEs. Second, the Order is exogeneous. It signals
to top executives that their future compensation has a strict ceiling, which is beyond their negotiation
capacity. And it does not impose additional changes on the evaluation criteria and process of SOE
executives. Third, the Order was carried out in a group of Central SOEs (the treatment group), allowing
us to use the rest of the SOEs and private firms as the control group of Central SOEs. Notably, the
Order recommended the local SOEs should also be actively and steadily promoted with reference to
the spirit of the compensation reform.” As such, we also test the effect on all SOEs (the treatment
group) with private firms as the control group. Therefore, the ‘Pay Ceiling Order’” provides a unique
setting to investigate whether and how top executives respond to compensation arrangement by chang-
ing the resource allocation in social performance.

As with the corporate management system everywhere, top executives in listed SOEs commonly
include the CEO, Vice-CEO, CFO, the board of directors, a chairman, and independent board mem-
bers. While all these executives matter, the Chairman of the Board of Directors (CBD, Yi-ba-shou) and
the CEO (Er-ba-shou) are considered as the most influential top executives in Chinese firms (Cao et al.,
2019; Yang et al., 2013). We thus focus on the Chairman of the board and the CEO as the represen-
tatives of the top executives who are subjected to compensation restrictions in our main analysis.

Sample and data

Our sample consists of all SOEs and private-owned enterprises listed on the Shanghai and Shenzhen
stock exchanges between 2010 and 2018, holding four years surrounding the enforcement of the Order
to observe the reactions. Information on firms’ CSR was drawn from the HeXun (www.hexun.com),
the first vertical financial portal and one of the largest financial and securities information service pro-
viders in China. HeXun provides CSR scores based on firms’ annual CSR reports and annual reports.
Other CSR ratings, such as the Rankins CSR ratings (RKS), cover only firms that issue annual CSR
reports. The HeXun CSR index allows us to include firms that did not publish CSR reports during
our research window. It also has a theoretical stakeholder framework and adopts a unified rating
scheme to calculate the total CSR score. With a broader range of information sources and more com-
prehensive CSR ratings, the HeXun CSR index has been widely used in previous studies (e.g., Cheng,
Chu, Deng, & Huang, 2022; Li & Guo, 2022). We thus use the HeXun CSR index in our main analysis.
In robustness checks, we use CSR data offered by the Information Technology Co., Ltd (GTA), another
widely used source of CSR information in previous research (Zhang, Wang, & Zhou, 2020; Zhang,
Zhou, & Lyles, 2023).

Information on firm-level and executive-level characteristics was collected from the Chinese Stock
and Market Accounting Research (CSMAR) database. We exclude financial firms because their disclo-
sure requirements and accounting rules are significantly different from those of firms operating in
manufacturing industries. Firms that are specially treated (ST or *ST) or delisted during our research
window are excluded. After excluding observations with missing information, our final sample consists
of 21,636 firm-year observations (3,500 firms).
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Measures

Dependent variable. CSR performance. The Hexun dataset provides CSR performance on five major
dimensions: investors, employees, suppliers, customers, and environmental and social responsibility.
Following previous studies (Li, Xu, Mclver, Liu, & Pan, 2022; Xu & Ma, 2022), we measure firm
CSR performance as the sum of these five dimensions.

Independent variables. Treat. Using the 2014 Order as the exogeneous event, we first identify a group
of 357 Central SOEs whose top executives are subjected to the Order as our treatment group, and we
use the rest listed firms as the control group. Treat is set to 1 if a firm was identified as the treatment
group; otherwise, it is set to zero. Because the Order also spreads to local SOEs, as the suggested
announcement, to improve the validity of the hypotheses, we conduct additional analyses where we
identify Central SOEs and local SOEs (totaling 1,029 firms) as the treatment group while using the
rest of the private firms as the control group.

Post. We take 2014 as the event year, as the Order was formally enforced on January 1, 2015. Then, we
compare the treatment and control groups in the pre-event period (2010-2013) versus the post-event
period (2015-2018). Thus, Post is set to 1 for fiscal years 2015 to 2018 and zero for 2010 to 2014.

Moderators

Performance declines. Consistent with previous studies (Audia et al., 2000; Kuusela et al., 2017; You
et al., 2023), we measure the performance decline variable in three steps. First, we compute
industry-adjusted return on assets (ROA®) performance to capture operating performance. Second,
we compute a difference measure by subtracting the current year’s adjusted performance from the pre-
vious year’s adjusted performance. Third, we invert the coding of the difference in order to make the
results easier to understand. The larger value indicates that the firms are experiencing a severe perfor-
mance decline.

Executive’s relative pay gap. Given that every top executive (i.e., CEO, Chairman) in the same prov-
ince” has the incentive to compete for the executive position with the highest pay, they are familiar
with each other in terms of regional interaction (Coles et al., 2018; Jain et al., 2024). We calculate
the compensation gap between the highest total executive pay (cash pay) and the executive under con-
sideration in the same province based on the two-digit Chinese National Industry Classification
(CNIC) codes and the focal executive’s total pay. Then, we measure the relative pay gap using the nat-
ural logarithm of the relative distance plus one (Coles et al., 2018; Jain et al., 2024).

Executive political career horizon. In line with previous studies (Cao et al., 2019; Li & Lu, 2020; Wang
& Luo, 2019), age is a definitive criterion for a potential candidate to retire (at age 68). The top exec-
utives of Central SOEs have similar political status, and we adopt a conservative measure to capture the
political career horizon as the number of years before the CEO or Chair retires. This reflects the
amount of time remaining until the executive reaches retirement age (Matta & Beamish, 2008): the
greater the number, the higher the possibility of a manager’s political promotion.

Executive exposure to socialist imprint. Following previous studies about socialist imprint (Han &
Zheng, 2016; Marquis & Qiao, 2020; Wang et al.,, 2019; Xu et al., 2022; Zhang, Ren, et al., 2023),
we contend that pro-market institutions could significantly change firms’ decision making and create
socialist imprint variable through a continuous variable as the number of years between 1992 and the
year a firm had founded. To easily interpret, we then reverse-coded the continuous number so that the
greater the value of this variable, the stronger the socialist imprint.

Control variables
To rule out alternative explanations, we controlled for a vector of characteristics that might influence
the firms’ social performance (Fu, Tang, & Chen, 2020; Luo & Wang, 2021; Marquis & Qian, 2014;
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Zhang, Marquis, & Qiao, 2016). We control for five typical firm-level variables that have been sug-
gested in previous studies to influence our dependent variables. Firm size is measured as the natural
log of total assets (McWilliams & Siegel, 2001; Zhang, Chen, & Jia, 2023). Firm age (the logarithm of
number of years since the firm was founded) is included to control for the effect of firm life-cycle
(Cuypers, Koh, & Wang, 2016). Advertising intensity (the ratio of selling expenditures to sales) is included
to control for firm visibility (Wan, Wang, Geng, & Huang, 2023; Wang & Qian, 2011). Two variables, ROE
and Tobin’s Q, are included to control for firm financial performance (Li & Lu, 2020).

We control for several characteristics of corporate governance (Aguinis & Glavas, 2012; Chen,
Crossland, & Huang, 2020). Two variables, share concentration (the proportion of shares owned by
the top 10 shareholders) and percentage of independent board directors, are included to control for
the monitoring effect of corporate governance on CSR (Lau, Lu, & Liang, 2016; Li & Lu, 2020).
Managerial ownership, measured as the natural log of 1 plus the total shares owned by a firm’s top exec-
utives, is included to control for the potential incentive effect of corporate governance on CSR (Flammer
etal., 2019). Leverage (the natural log of 1 plus the total debt scaled by total assets) is included to control
for external monitor that may tempt firms to change the degree of CSR engagement (Lin, Tan, Zhao, &
Karim, 2015). We also include big-4 to control for market intermediaries that may influence the trans-
parency and quality of firm CSR (Li, Li, & Wang, 2019). Big-4 is a dummy variable that equals 1 if a
firm’s audit firm is any of PwC, Deloitte, EY, or KPMG and zero otherwise.

In addition, a dummy variable, mandatory disclosure, is included to control for institutional influ-
ences on CSR quality (Chen, Hung, & Wang, 2018; Zhang et al., 2023); It equals 1 if a firm is mandated
to issue a CSR report and zero otherwise. Finally, we include both firm- and year-fixed effects to con-
trol for any potential unobserved time-invariant factors across different years of observations.

Estimation strategy
We employ a standard DID approach to examine our model. H1 is tested based on the following model
specification:

CSRyotal,, = By + By Treat; + B,Post; + B;Treat; X Post;

+ B;Control;;_; + Firm FE + Year FE + ¢;; )
In this equation, i indicates firm, ¢ indicates the observation year, and g;, is the error term.
CSRyotal,, indicates the CSR performance of firm i in year t. Treat; indicates whether top executives
of firm i are subjected to compensation restriction. Post, indicates whether year ¢ is in the post-event
period. The coefficient of Treat; x Post, 35 gives the estimates of the main effect, which is our focus.
Control;;_, represents the matrix of control variables in the last period. Firm FE and Year FE repre-
sents firm-specific fixed effects and year-specific fixed effects, respectively.
The moderating effect is tested by adding the moderator and the interaction terms into equation (1).
We test H2-5 separately, based on the following model specification:

CSRyotal;, = By + By Treat; + B,Post; + B;Treat; X Post;
+ B,Treat; x Post; x Moderator; + 8;Moderator;
+ BgModerator; x Post; + 8,Moderator; x Treat;
+ B;Control;;_; + Firm FE + Year FE + ¢;;

In this equation, we add the Moderator; and three interaction terms, including Moderator; x Post,,
Moderator; x Treat;, and Treat; x Post, x Moderator;, based on equation (1). The coefficient of the last
three-way interaction term S, gives the estimates of the moderating effect, which is our focus. It is
noteworthy that we report regression results with two different treatment groups. Regressions under
the subtitle of ‘Central SOEs’ use Central SOEs as the treatment group, with local SOEs and private
firms as the control group. Regressions under the subtitle of ‘All SOEs’ use both Central and local
SOE:s as the treatment group, with private firms as the control group.
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Results

Table 1 displays the descriptive statistics and correlation among variables in the subsequent empirical
analyses. The correlations between CSR performance and SOEs are positive and significant, which pro-
vides preliminary support for the social obligation arguments. The average portion of central and all
SOEs is 13% and 41%, respectively.

Table 2 reports the empirical analyses for compensation restriction and CSR. Given the Order will
spread to all SOEs rather than only targeting the Central SOEs, we analyze and compare the effects on
these two samples separately in the following regressions. As shown in Table 2, the coefficient of
Treat x Post in model 2 is negative and significant (8= —4.920, p <0.01), indicating that compensation
restriction leads to significant CSR performance declines among Central SOEs. The coefficient of
Treat x Post in model 4 is also negative and significant (= —3.345, p <0.01), suggesting that compen-
sation restriction leads to significant CSR performance declines among all SOEs (i.e., Central and local
SOEs). Thus, H1 is supported.

We next explore the boundary conditions of the relationship between compensation restriction and
CSR. The main purpose is as follows: While the mechanism proposed in the arguments might be
implausible to measure directly, we use the moderators to validate it somewhat. The idea of the dual-
career track suggests that the top executives of SOEs are economic and political humans (Hu & Xu,
2022; Zhou et al., 2017), providing a comprehensive framework to incorporate both political and eco-
nomic factors to identify the motivation change surrounding the compensation restriction.

H2 predicts that performance declines exacerbate the negative effect of compensation restriction on
CSR performance. As shown in Table 3, the coefficient of Treat x Post x Performance declines in
model 2 is not significant (8=3.317, p>0.1); the reason for the result might be that the Central
SOEs are not sensitive to financial performance change. By contrast, the coefficient of Treat x
Post x Performance declines in model 4 is negative and significant (§=—21.204, p <0.05), indicating
that firms facing performance decline situations exacerbate the negative effect of compensation
restriction, especially for all SOEs. We speculate the reasons behind the differences come from the
resource endowment and evaluation criteria (Cao et al., 2019; Wei, 2021). Therefore, H2 is not fully
supported.

H3 predicts that the executive’s relative pay gap exacerbates the negative effect of compensation
restriction on CSR performance. For the sake of robustness, we separately present the results for
CEO and chairman of the board of directors. For CEO, as shown in Table 4, the coefficient of the
Treat x Post x Pay gap in model 2 is negative but not significant (8=—-0.971, p <0.05), indicating
that the CEO’s relative pay gap does not exacerbate the negative effect of the compensation restriction
in Central SOEs. Meanwhile, the coefficient of Treat x Post x Pay gap in model 6 is negative and insig-
nificant (8 =—-0.051, p > 0.1), suggesting that the CEO’s relative pay gap does not consistently exacer-
bate the negative effect of compensation restriction in all SOEs. For chairman of the board of directors,
analyses of the Chairman’s relative pay gap reveal a different pattern. In Table 4, the coefficient of
Treat x Post x Pay gap in model 4 is f=-0.789, p<0.1). This suggests that the Chairman of the
board’s relative pay gap exacerbates the negative effect of compensation restriction on CSR perfor-
mance in Central SOEs, proving some support for H3. Yet, the coefficient of the Treat x Post x Pay
gap in model 8 is insignificant (f=—0.103, p >0.1); this suggests that the Chairman of the board’s
relative pay gap does not consistently exacerbate the negative effect of compensation restriction in
all SOEs, providing no support for H3. Overall, the executives of Central SOEs are more sensitive
to the relative pay gap than all SOEs, which might be the fairness is imperative for individuals in high-
ranking status. Thus, H3 is not fully supported.

H4 predicts that the top executive political career horizon alleviates the negative effect of compen-
sation restriction on CSR performance. As shown in Table 5, the coefficient of Treat x Post x Political
career in model 2 is positive and significant (= 0.528, p <0.01), indicating that CEO career horizon
weakens the negative effect of compensation restriction in Central SOEs. Also, the coefficient of
Treat x Post x Political career in model 5 is positive and significant (8= 0.467, p <0.01), suggesting
that CEO career horizon weakens the negative effect of compensation restriction in all SOEs. These
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Table 1. Descriptive statistics and correlations analysis

Variables Mean  SD 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21
CSR 2382 1535  1.00

Central SOEs 0.13 0.34 0.11 1.00

All SOEs 0.41 0.49 0.14 0.47 1.00

Central SOEs x Post 0.06 023 000 063 029 100

All SOEs x Post 016 037 -0.03 028 053 055 100

Performance declines 0.01 009 -016 -0.02 -0.04 -0.01 -0.02 1.00

Socialist imprint -569 547 004 007 026 001 008 -001 100

Political career (CEO) 1893 6.44 -0.02 -0.05 -0.07 -0.08 -0.13 001 -0.01  1.00

Political career (Chair)  15.52 7.08 -0.06 -0.02 -0.01 -0.05 -0.06 0.01 0.00 0.31 1.00

Pay gap (CEO) 1125 642 005 002 000 -001 -003 001 003 -0.03 -0.03 1.00

Pay gap (Chair) 1123 646 006 002 001 -0.02 -0.04 000 003 -0.03 -0.03 096 1.00

Firm age 279 042 -0.08 -0.03 -0.02 015 032 -002 045 -0.14 -0.11  0.00 -0.01  1.00

Firm size 21.85 141 0.31 0.20 0.25 0.21 031 -0.02 -0.01 -0.15 -0.16 0.05 0.04 0.26 1.00

Leverage 0.04 007 012 010 023 003 006 001 015 -002 001 021 021 -002 041 1.00

ROE 0.05 018 039 000 -002 000 -002 -053 -006 -002 -005 001 002 -003 012 -0.03 1.00

Tobin’s Q 1.9 123 -0.12 -0.05 =-0.17 0.00 -0.05 -0.01 -0.01 0.04 007 014 014 011 -037 -018 0.02 1.00

Share concentration 017 012 018 014 023 006 006 -002 -011 -0.05 -0.04 -0.09 -007 -023 019 008 012 -0.18 1.00

Mandatory disclosure 013 034 045 019 024 014 016 000 008 -007 -0.08 -008 -009 008 050 020 008 -010 010 1.00

Independent board 034 01 -002 -003 -011 003 003 -001 -017 -002 003 032 032 037 016 004 002 007 001 002 100

Managerial ownership 7.1 812 -0.07 -0.21 -0.48 -0.09 -0.17 0.03 -0.36 0.01 -0.03 0.24 0.22 0.02 -0.09 -0.18 0.06 0.07 -0.19 -0.20 0.11 1.00
Advertising intensity 073 0.04 -002 -012 -018 -0.07 -0.07 005 -0.07 000 -002 005 005 001 -016 -0.14 -0.04 0.16 -0.08 -0.08 004 015 1.00
Big-4 0.07 025 021 016 013 011 009 -001 004 -007 -0.09 -004 -004 003 041 011 007 -012 016 030 002 -0.13 -0.01

Notes: Using list-wise deletion to handle missing values. Correlation coefficients greater than 0.01 are significant at p <0.05 level.
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820 P. Ning et al.

Table 2. Compensation restriction and CSR performance

(1)

Central SOEs All SOEs
Treat 1.563 1.158 0.535 1.200
(0.764) (0.676) (0.371) (1.016)
Post —2.061*** —1.725*** —1.232*** —0.564
(—5.986) (—2.658) (—3.132) (—0.782)
Treat x Post —5.205*** —4.920*** —4.022*** —3.345***
(—5.540) (—5.769) (—6.729) (—5.860)
Firm age —4.789** —6.785***
(=1.972) (=2.731)
Firm size 3.783*** 3.541***
(10.931) (10.151)
Leverage —7.112*** —6.957***
(—2.810) (=2.755)
ROE 25.646*** 25.714***
(25.062) (25.113)
Tobin’s Q 0.390*** 0.293**
(3.055) (2.300)
Share concentration 5.835** 6.447**
(2.009) (2.205)
Mandatory disclosure 11.437*** 11.417%**
(12.437) (12.367)
Independent board 7.614** 7.873**
(2.228) (2.280)
Managerial ownership 0.059* 0.052*
(1.877) (1.670)
Advertising intensity —16.720** —16.645**
(—2.218) (—2.220)
Big-4 0.970 0.647
(0.704) (0.464)
Constant 22.027*** —43.359*** 21.966*** —32.702***
(59.304) (—3.675) (37.383) (=2.757)
Observations 21,636 21,636 21,636 21,636
Adjusted R-squared 0.505 0.571 0.506 0.570
Firm FE Y Y Y Y
Year FE Y Y Y Y

Notes: The t statistics reported in parentheses are based on all standard errors clustered at the firm level. All tests are two-tailed. ***p <0.01,

**p<0.05, *p<0.1.
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Table 3. Moderating effect of performance declines
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(1)

Central SOEs

Treat 1.254 1.363 1.170 1.158
(0.718) (0.778) (0.979) (0.969)
Post —7.642*** —7.623*** —5.548*** —5.654***
(—5.361) (—5.348) (—3.674) (—3.748)
Treat x Post —4.986*** —4.993*** —3.409*** —3.306™**
(—5.755) (—5.768) (—5.812) (—5.645)
Treat x Performance declines —9.127 10.990*
(—1.003) (1.896)
Post x Performance declines 3.358 9.247**
(0.863) (2.182)
Treat x Post x Performance declines 3.317 —21.204**
(0.240) (—2.425)
Performance declines -3.014 —4.241 —3.339 —8.872**
(~1.242) (—1.350) (-1.371) (—2.538)
Firm age -3.014 —4.241 —3.339 —8.872**
(~1.242) (—1.350) (-1.371) (—2.538)
Firm size —5.876** —5.918** —8.232*** —8.286™**
(—2.104) (—2.120) (—2.871) (—2.891)
Leverage 3.854*** 3.850*** 3.608"** 3.604***
(10.590) (10.576) (9.827) (9.816)
ROE —7.065*** —7.033*** —6.895*** —6.887***
(=2.701) (—2.688) (—2.642) (—2.638)
Tobin’s Q 24 473*** 24.619*** 24.450*** 24.714***
(18.498) (18.295) (18.423) (18.223)
Share concentration 0.375*** 0.372*** 0.275** 0.260*
(2.792) (2.771) (2.050) (1.935)
Mandatory disclosure 5.810* 5.799* 6.361** 6.408**
(1.953) (1.949) (2.125) (2.141)
Independent board 11.635*** 11.659*** 11.608*** 11.606***
(12.431) (12.440) (12.347) (12.355)
Managerial ownership 7.361** 7.322** 7.602** 7.428**
(2.050) (2.041) (2.096) (2.048)
Advertising intensity 0.068** 0.069** 0.061* 0.062*
(2.039) (2.047) (1.820) (1.857)
Big-4 —17.053** —17.107** —16.773** —16.965**
(—2.151) (—2.160) (—2.129) (—2.159)
Constant 1.448 1.473 1.088 1.068
(0.973) (0.989) (0.720) (0.707)
(Continued)
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Table 3. (Continued.)

(1) () @3) (4)
Central SOEs All SOEs
Observations 20,174 20,174 20,174 20,174
Adjusted R-squared 0.571 0.571 0.570 0.571
Firm FE Y Y Y Y
Year FE Y Y Y Y

Notes: The t statistics reported in parentheses are based on all standard errors clustered at the firm level. All tests are two-tailed. ***p <0.01,
**p <0.05, *p<0.1.

results provide support for H4. Analyses of the chairman’s career horizon reveal similar findings sup-
porting H4. In Table 5, the coefficient of Treat x Post x Political career in model 4 is 0.372 (p <0.1),
and this is 0.289 (p <0.01) in model 8, suggesting that the Chairman of the board’s career horizon
weakens our main effect. Thus, these results provide strong support for H4.

H5 predicts that executive exposure to socialist imprint alleviates the negative effect of compensa-
tion restriction on CSR performance. Table 6 reports regression results for the moderating effect of
executive exposure to socialist imprint. Given our conservative measure of socialist imprint proxied
by communist imprints of the firm where an executive works, the value of this variable for the
CEO and the Chairman of the board of the same firm will be the same. We thus do not conduct sep-
arate analyses. As shown in Table 6, the coefficient of Treat x Post x Socialist imprint in model 2 is
positive and significant (3 =0.433, p < 0.05), indicating that executive exposure to communist imprints
weakens the negative effect of compensation restriction in Central SOEs. Likewise, the coefficient of
Treat x Post x Socialist imprint in model 4 is positive and significant (8= 0.350, p <0.01), suggesting
that executive exposure to communist imprints weakens the negative effect of compensation restriction
in all SOEs. Thus, these results provide support for H5.

Robustness Checks

To test the robustness of the regression results, we perform a battery of robustness checks, including
the parallel trend assumption for the validity of a quasi-experimental analysis, alternative raters for
CSR measure, and alternative time windows and samples.

Graphical checks on parallel trend assumption

We begin the robustness check with validation tests of our quasi-experiment design. In this section, to
verify the parallel trend assumption, we examine whether the Order decreases the CSR performance of
SOEs and whether there is a significant difference between SOEs and other enterprises before the
Order implementation. Following previous research (Fiechter, Hitz, & Lehmann, 2022), we plot the
gradual decrease in CSR performance after the Order. In Figure 3, the coefficient differences prior
to the Order, the Central SOEs, and other firms are associated with parallel trends. Unfortunately,
the difference pattern between all SOEs and other firms is somewhat confusing. The reason might
be that the Central SOEs are the direct targets of the Order, while the other SOEs only have a somewhat
volatile spillover effect. Given that we consider Central SOEs and all SOEs in the regressions, the results
show a similar pattern, and we can still believe the empirical findings.

Alternative raters of social performance to mitigate the concern of certain rater biases

To mitigate the concern of potential rater biases in our dependent variable, we use an alternative mea-
sure of CSR performance. Several studies have questioned the agreement across different raters of CSR
and suggest we be cautious in interpreting the results of a specific rater (Berg, Koelbel, & Rigobon,
2022; Chatterji, Durand, Levine, & Touboul, 2016). To mitigate this concern, we use firms’ CSR
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Table 4. Moderating effect of the relative pay gap

(1) () @) (4) (5) (6) (@) (8)
Central SOEs All SOEs
CEO Chair CEO Chair
Treat 1.214 —5.438 —3.237 1.227 2.796 1.201 5.736
(0.709) (—1.031) (—0.513) (1.039) (0.655) (1.018) (1.239)
Post —7.584*** —13.312*** —15.378*** —5.698*** —9.284*** —5.764*** —11.415***
(—5.828) (—4.554) (—4.631) (—4.158) (—2.816) (—4.210) (—3.050)
Treat x Post —4.932*** 9.742 7.071 —3.331*** —2.468 —3.347*** —4.805
(—5.789) (1.401) (1.128) (—5.839) (—0.453) (—5.863) (—0.864)
Treat x Pay gap 0.440 —0.236 —0.110 —0.307
(1.321) (—0.717) (—0.398) (-1.022)
Post x Pay gap 0.381** 0.513** 0.239 0.378*
(2.189) (2.531) (1.202) (1.647)
Treat x Post x Pay gap —0.971** —0.789* —0.051 0.103
(—2.146) (~1.929) (—0.143) (0.282)
Pay gap —0.141 —0.301** —0.257* —0.120 —0.186 —0.036 —0.114
(—1.428) (—2.035) (—1.668) (—=1.221) (—1.004) (—0.319) (—0.671)
Firm age —4.772** —4.863** —4.984** —6.763*** —6.912*** —6.790*** —7.015***
(—1.967) (—2.015) (—2.058) (=2.724) (—2.784) (—2.732) (—2.823)
Firm size 3.761*** 3.727** 3.740*** 3.525*** 3.510*** 3.536*** 3.505***
(10.880) (10.811) (10.857) (10.106) (10.063) (10.152) (10.066)
Leverage —7.050*** —6.986*** —7.022*** —6.903*** —6.894*** —6.953*** —6.920***
(—2.787) (=2.770) (—2.782) (—2.735) (=2.737) (—2.754) (-2.742)
ROE 25.618*** 25.639*** 25.672*** 25.689*** 25.700*** 25.712*** 25.731***
(25.059) (25.128) (25.100) (25.106) (25.145) (25.112) (25.165)
(Continued)
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Central SOEs All SOEs
CEO Chair CEO Chair
Tobin’s Q 0.386*** 0.370*** 0.389*** 0.362*** 0.291** 0.281** 0.292** 0.269**
(3.027) (2.897) (3.047) (2.838) (2.281) (2.200) (2.293) (2.115)
Share concentration 5.804** 5.999** 5.846™* 6.326* 6.416™* 6.614** 6.454** 6.810**
(2.001) (2.074) (2.013) (2.170) (2.197) (2.263) (2.208) (2.322)
Mandatory disclosure 11.443*** 11.435"** 11.436*** 11.400*** 11.422*** 11.409*** 11.416™** 11.376***
(12.455) (12.436) (12.437) (12.438) (12.379) (12.360) (12.366) (12.345)
Independent board 7.664** 7.601** 7.625** 7.636** 7.916** 7.927** 7.881** 7.858**
(2.242) (2.230) (2.231) (2.238) (2.290) (2.292) (2.281) (2.272)
Managerial ownership 0.058* 0.058* 0.058* 0.059* 0.051 0.051* 0.052* 0.053*
(1.843) (1.851) (1.869) (1.910) (1.643) (1.649) (1.665) (1.726)
Advertising intensity —16.711** —-16.181** —16.702** —15.925** —16.631** —16.249** —16.631** —16.065**
(—2.221) (—2.163) (—2.217) (—2.130) (=2.222) (—2.182) (—2.220) (—2.164)
Big-4 0.962 1.034 0.964 1.003 0.641 0.682 0.642 0.684
(0.699) (0.755) (0.700) (0.729) (0.459) (0.490) (0.460) (0.489)
Constant —34.862*** —31.890*** —36.487*** —32.738*** —25.418** —24.029** —26.816™* —24.871**
(—3.050) (—2.765) (—3.192) (—2.841) (—2.208) (—2.032) (—2.330) (—2.118)
Observations 21,636 21,636 21,636 21,636 21,636 21,636 21,636 21,636
Adjusted R-squared 0.571 0.571 0.571 0.571 0.571 0.571 0.570 0.571
Firm FE Y Y Y Y Y Y Y Y
Year FE Y Y Y Y Y Y Y Y

Notes: The t statistics reported in parentheses are based on all standard errors clustered at the firm level. All tests are two-tailed. ***p <0.01, **p <0.05, *p<0.1.
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Table 5. Moderating effect of political career horizon

(1) () (3) (4) (5) (6) () (8)
Central SOEs All SOEs
CEO Chair CEO Chair
Treat 3.800* 6.124 3.784* 7.397** 3.679*** 7.645%** 3.686*** 6.285***
(1.822) (1.597) (1.810) (2.306) (2.579) (3.171) (2.578) (3.012)
Post —10.778*** —11.883*** —10.837*** —11.179*** —7.825*** —6.737*** —7.900%** —7.569%**
(—10.692) (—8.713) (—10.717) (—9.288) (=7.321) (—4.817) (—7.368) (—5.987)
Treat x Post —7.021*** —16.246™** —7.010*** —12.625"** —5.838*** —14.308*** —5.828*** —10.202***
(—6.302) (—4.394) (—6.285) (—4.124) (=7.909) (—6.069) (—7.887) (=5.215)
Treat x Political career —-0.137 —0.228 —0.219** —0.166"*
(—0.811) (~1.477) (—2.137) (-1.678)
Post x Political career 0.060 0.021 —0.058 —0.024
(1.181) (0.455) (-1.112) (—0.503)
Treat x Post x Political career 0.528*** 0.372** 0.467*** 0.289**
(2.807) (1.989) (3.949) (2.484)
Political career 0.072*** 0.019 0.017 0.006 0.077*** 0.102** 0.028 0.047
(2.695) (0.422) (0.576) (0.143) (2.856) (2.151) (0.935) (0.958)
Firm age —5.059* —4.932* —5.219* —4.944* —9.462*** —9.202*** —9.558*** —9.338***
(—1.696) (—1.668) (~1.742) (~1.663) (-3.101) (—3.042) (—3.119) (—3.060)
Firm size 3.899*** 3.837*** 3.899*** 3.849*** 3.451*** 3.441*** 3.456*** 3.447**
(10.650) (10.506) (10.605) (10.458) (9.396) (9.377) (9.378) (9.342)
Leverage —8.165™** —8.140*** —8.222*** —8.049*** —8.076*** —8.120*** —8.131*** —8.017***
(—3.025) (—3.021) (—3.046) (—2.988) (—3.001) (—3.023) (—3.022) (—2.981)
ROE 25.065*** 25.123*** 25.051*** 25.079*** 25.123*** 25.109*** 25.112*** 25.091***
(23.812) (23.839) (23.804) (23.805) (23.883) (23.915) (23.880) (23.880)
(Continued)
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Table 5. (Continued.)

(1) () (3) (4) (5) (6) () (8)
Central SOEs
CEO Chair Chair
Tobin’s Q 0.473*** 0.460*** 0.476*** 0.466*** 0.262* 0.254* 0.266* 0.262*
(3.407) (3.329) (3.427) (3.353) (1.890) (1.834) (1.916) (1.889)
Share concentration 6.843** 7.056™* 6.668™* 6.627** 8.396™** 8.472*** 8.227*** 8.211***
(2.235) (2.309) (2.176) (2.166) (2.733) (2.765) (2.675) (2.673)
Mandatory disclosure 10.374*** 10.396*** 10.364*** 10.351*** 10.362*** 10.387*** 10.354*** 10.368***
(10.157) (10.194) (10.139) (10.090) (10.061) (10.124) (10.045) (10.056)
Independent board 8.130** 8.007** 8.058** 7.897** 8.381** 8.261** 8.294** 8.265**
(2.214) (2.197) (2.196) (2.153) (2.263) (2.243) (2.241) (2.235)
Managerial ownership 0.054* 0.055 0.054 0.055* 0.042 0.041 0.041 0.042
(1.677) (1.685) (1.645) (1.689) (1.294) (1.262) (1.266) (1.291)
Advertising intensity —17.072** —17.006** —16.951** —16.956** —17.203** —17.115** —17.124* —16.813**
(—2.140) (—2.136) (—2.134) (—2.136) (=2.172) (—2.168) (—=2.173) (—2.137)
Big-4 1.108 1.189 1.132 1.120 0.779 0.815 0.803 0.781
(0.758) (0.826) (0.775) (0.770) (0.524) (0.560) (0.540) (0.527)
Constant —37.341*** —35.340*** —35.788*** —35.252*** —16.256 —17.274 —15.054 —16.021
(—2.858) (—2.691) (—2.718) (—2.665) (~1.234) (~1.302) (~1.136) (~1.200)
Observations 19,886 19,886 19,886 19,886 19,886 19,886 19,886 19,886
Adjusted R-squared 0.557 0.558 0.556 0.557 0.558 0.560 0.558 0.558
Firm FE Y Y Y Y Y Y Y Y
Year FE Y Y Y Y Y Y Y Y

Notes: The t statistics reported in parentheses are based on all standard errors clustered at the firm level. All tests are two-tailed. ***p <0.01, **p <0.05, *p<0.1.
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Table 6. Results for moderating effect of the socialist imprint effect

(1)

()

Central SOEs

Treat 1.158 0.403 1.200 0.111
(0.676) (0.174) (1.016) (0.077)
Post —7.721*** —8.535*** —5.802*** —7.329***
(=5.957) (—6.270) (—4.252) (—5.238)
Treat x Post —4.920*** —2.575** —3.345*** —1.653**
(=5.769) (—2.062) (—5.860) (—2.070)
Treat x Socialist imprint —0.119 —0.244
(—0.220) (—0.705)
Post x Socialist imprint —0.001 —0.024
(—0.024) (—0.349)
Treat x Post x Socialist imprint 0.433** 0.350***
(2.329) (2.926)
Firm age —4.789** —3.062 —6.785*** —4.049
(-1.972) (~1.041) (=2.731) (—1.339)
Firm size 3.783*** 3.738*** 3.541*** 3.490***
(10.931) (10.880) (10.151) (10.048)
Leverage —7.112*** —7.101*** —6.957*** —7.052***
(—2.810) (—2.813) (—2.755) (=2.792)
ROE 25.646*** 25.662*** 25.714*** 25.735***
(25.062) (25.038) (25.113) (25.150)
Tobin’s Q 0.390*** 0.377*** 0.293** 0.274**
(3.055) (2.965) (2.300) (2.157)
Share concentration 5.835** 5.872** 6.447** 6.273**
(2.009) (2.024) (2.205) (2.150)
Mandatory disclosure 11.437*** 11.464*** 11.417%** 11.451***
(12.437) (12.460) (12.367) (12.394)
Independent board 7.614** 7.412** 7.873** 7.794**
(2.228) (2.189) (2.280) (2.276)
Managerial ownership 0.059* 0.060* 0.052* 0.054*
(1.877) (1.924) (1.670) (1.756)
Advertising intensity —16.720** —16.852** —16.645" —16.490**
(—2.218) (—2.238) (—2.220) (—2.192)
Big-4 0.970 0.973 0.647 0.697
(0.704) (0.696) (0.464) (0.498)
Constant —37.363*** —40.636"** —27.464** —33.384***
(—3.304) (—3.379) (—2.417) (—2.763)
Observations 21,636 21,636 21,636 21,636
(Continued)
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Table 6. (Continued.)

(1) @) 3) (4)
Central SOEs All SOEs
Adjusted R-squared 0.571 0.571 0.570 0.571
Firm FE Y Y Y Y
Year FE Y Y Y Y

Notes: The t statistics reported in parentheses are based on all standard errors clustered at the firm level. All tests are two-tailed. ***p <0.01,
**p<0.05, *p<0.1.

data from the China Listed Firm Corporate Social Responsibility Research Database maintained by the
GTA (Zhang, Wang, et al., 2020; Zhang, Zhou, et al., 2023) and re-run our analyses in terms of nine
fields except for deficiency field. Regression results are reported in Table 7. As shown in Table 7, the
coefficient of Treat x Post in model 2 is significantly negative (8= —0.575, p <0.01), indicating that
compensation restriction leads to significant CSR performance declines among Central SOEs.
Likewise, the coefficient of Treat x Post in model 4 is significantly negative (8 = —0.504, p < 0.01), con-
firming that compensation restriction leads to significant CSR performance declines among all SOEs.
These results provide consistent support for the hypothesized negative effect of compensation restric-
tion on CSR performance, suggesting that the concern of potential rater biases is not an issue in our
study.

Sample range changes to mitigate omission and arbitrary deletions of the observations

To mitigate the concern of omissions and arbitrary deletions of the observations, we conduct three
additional analyses in which we change the sample range. Regression results are reported in
Table 8. As the Order was announced in 2014, firms that do not experience its announcement and
formal enforcement will lack comparisons. To mitigate this concern, we exclude firms established
before 2014 from our final sample, and then we re-run our analysis with all SOEs as the treatment
group and the rest of the private firms as the control group. As shown in model 1 of Table 8, the coef-
ficient of Treat x Post is negative and significant (8= —3.345, p <0.01), which is consistent with the

(a) (b)
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Figure 3. Dynamics of the Order and CSR performance difference

Notes: (a) The coefficient change in CSR performance between Central SOEs and other firms. (b) The percentage change in CSR perfor-
mance between all SOEs and other firms. A six-year window spanning from three years before to three years after the Order enactment.
The dotted lines represent the 99% confidence intervals of the estimated effect based on standard errors clustered at the firm level.
The year of the Order enactment serves as the benchmark year and is omitted from the presentation.
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Table 7. Alternative raters of CSR performance

(1) () ©) )

Central SOEs All SOEs
Treat 0.405* 0.186 —0.037 —0.180
(1.690) (0.795) (=0.111) (—0.584)
Post 1.636™** 0.938*** 1.409*** 0.683***
(20.148) (6.715) (19.427) (5.471)
Treat x Post —0.834*** —0.575*** —0.661*** —0.504***
(~9.105) (—6.116) (—5.540) (—4.402)
Firm age 1.932*** 2.278***
(4.216) (5.025)
Firm size 0.322*** 0.381***
(4.427) (5.295)
Leverage 0.762 0.772
(1.621) (1.637)
ROE 0.434*** 0.411***
(2.851) (2.711)
Tobin’s Q 0.004 0.026
(0.165) (1.018)
Share concentration —0.447 —0.635
(—0.727) (—1.035)
Mandatory disclosure 1.689*** 1.689***
(11.970) (12.005)
Independent board 0.101 0.031
(0.154) (0.048)
Managerial ownership 0.012* 0.014**
(1.859) (2.115)
Advertising intensity 2.510 2.571*
(1.644) (1.675)
Big-4 —0.397* —0.359*
(—1.867) (—1.664)
Constant 4.185*** —10.485*** 4.352*** —12.704***
(41.929) (—4.382) (71.741) (—5.403)
Observations 21,800 21,800 21,800 21,800
Adjusted R-squared 0.610 0.622 0.608 0.621
Firm FE Y Y Y Y
Year FE Y Y Y Y

Notes: The t statistics reported in parentheses are based on all standard errors clustered at the firm level. All tests are two-tailed. ***p <0.01,
**p<0.05, *p<0.1.
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prediction of H1. We also exclude firms that went IPO before 2014 from our final sample, and the
results provide consistent support for H1; the coefficient of Treat x Post in model 2 is negative and
significant (8=—3.470, p <0.01). Finally, we include financial firms in our final sample, the results
providing further support for our theory; the coefficient of Treat x Post in model 3 is negative and sig-
nificant (8= —3.328, p <0.01). Together, these results suggest that omissions are not an issue in our
study.

Alternative observation windows to validate the timing of policy effect

Following previous research (Shi, Xia, & Meyer-Doyle, 2022), we adopt three alternative time windows
(i.e., 2009-2019, 2011-2017, and 2013-2016) to verify the negative effect of compensation restriction
on CSR performance. Regression results are reported compared with the period of 2010-2018 used in
our main analyses (see Table 3). As shown in Table 9, using both Central SOEs and local SOEs as the
treatment group, the coefficient of Treat x Post across models 2, 3, and 4 is negative and significant at
p <0.1, suggesting that compensation restriction leads to significant CSR performance declines among
SOEs. These results provide further support for H1.

Further Analyses

To further explore the heterogeneous effect of compensation restriction on CSR components, we test
the relationship between compensation restriction on subdimensions of CSR. Moreover, the initial
purpose of the Order is to alleviate inequality and boost common prosperity, and we further test
the policy effect on compensation changes of top executives and all employees.

CSR subdimensions

The above results and arguments show that the compensation restriction disincentivizes the top exec-
utives in overall CSR performance, while we still do not know the effect on specific dimensions of CSR.
CSR is a kind of complex corporate activity comprising multiple dimensions ranging from the inside
employee to the outside society of the firms (Farooq, Rupp, & Farooq, 2017; Hawn & Ioannou, 2016;
Hsu et al., 2023). To elucidate the underpinnings of the nexus between compensation constraints and
the firm’s social responsibility decision-making, our study conducts a meticulous analysis of the
impact of compensation restrictions across the various subdimensions of social responsibility. The
empirical findings reveal that the imposition of compensation restrictions exerts a significant negative
influence on the investment allocated to employee welfare and the cultivation of client and customer
relationships. Furthermore, there is a marked decline in the firm’s environmental performance metrics,
indicating a broader impact on the company’s social responsibility initiatives. However, SOEs enhance
the responsibility of the shareholder - the government, which dominates and directs the ultimate
resource allocation. The reason might be that financial performance is a critical criterion of perfor-
mance evaluation for SOEs (Du et al., 2012; Zuo, 2015). Noticing that the performance in society
dimension does not significantly change after the enforcement of compensation restriction, the reason
might be that the SOEs are an extension of the government and are responsible for societal issues (Bai
et al., 2006; Lin et al., 1998). Accordingly, the compensation restriction will not change the investment
in societal issues. Considering each subdimension in isolation, one with a more accurately observed
outcome would have a higher-powered incentive because the outcome is easy to motivate (Flammer
et al., 2019). Overall, the total effect (TE) of compensation restriction on CSR is negative, with the spe-
cific effect on different dimensions depending on the degree of priority of SOEs’ goals (Table 10).

Top executive compensation change

Although Figure 1 shows top executives’ compensation change before and after the Order, we still
know little about the effect except for the role of firm factors in this process. We employ the regression
approach to identify the net effect of the policy with a series of firm characteristics and fixed effects.
Apart from the allowance, top executive compensation has a significant reduction after the Order,
which verifies that the policy restricts the final compensation substantially (Tables 11 and 12).
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Table 8. Sample changes in CSR performance

(1) () 3)

Established <2014 IPO <2014 Financial firms
Treat 1.200 1.271 1.137
(1.016) (1.093) (0.976)
Post —0.564 —0.346 —0.375
(—0.782) (—0.476) (—0.521)
Treat x Post —3.345*** —3.470*** —3.328"**
(—5.861) (—6.089) (—5.872)
Firm age —6.785*** —7.081*** —6.550***
(=2.731) (—2.854) (—2.639)
Firm size 3.541*** 3.562*** 3.560***
(10.151) (9.915) (10.282)
Leverage —6.957*** —7.075*** —7.283***
(=2.755) (=2.731) (—2.897)
ROE 25.714*** 25.450*** 25.734***
(25.114) (24.648) (25.130)
Tobin’s Q 0.293** 0.311** 0.309**
(2.300) (2.290) (2.428)
Share concentration 6.447** 6.435** 6.350**
(2.205) (2.180) (2.181)
Mandatory disclosure 11.417*** 11.707*** 11.239***
(12.367) (12.633) (12.431)
Independent board 7.873** 8.089** 8.004**
(2.280) (2.254) (2.328)
Managerial ownership 0.052* 0.065* 0.054*
(1.670) (1.920) (1.754)
Advertising intensity —16.645** —17.242** —15.396**
(—2.220) (—2.202) (—2.100)
Big-4 0.647 0.981 0.465
(0.464) (0.681) (0.337)
Constant —32.701*** —32.958*** —34.933***
(—=2.757) (—2.687) (—2.962)
Observations 21,635 18,682 21,828
Adjusted R-squared 0.571 0.586 0.579
Firm FE Y Y Y
Year FE Y Y Y

Notes: The t statistics reported in parentheses are based on all standard errors clustered at the firm level. All tests are two-tailed. ***p <0.01,
**p<0.05, *p<0.1.

Employees’ compensation change
In addition to the effect on top executive compensation, we examine the effect on employee compen-
sation (Kong, Kong, & Lu, 2020; Wang, Dai, & Kong, 2021). Given the top executive control and
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Table 9. Alternative time windows of CSR performance

(1) () ©) 4

2010-2018 2011-2017 2013-2016 2009-2019
Treat 1.200 2.068 2.464 1.654
(1.016) (1.353) (1.218) (1.592)
Post —0.564 —1.190 5.221*** —0.732
(—0.782) (~1.589) (6.175) (—0.928)
Treat x Post —3.345%** —2.588*** —-1.196* —3.670%**
(—5.860) (—4.330) (—1.785) (—6.442)
Firm age —6.785*** —9.650*** —9.994* —6.007**
(=2.731) (—2.845) (-1.922) (=2.572)
Firm size 3.541*** 4.325"** 4.790*** 2.931***
(10.151) (10.217) (8.021) (9.098)
Leverage —6.957*** —9.178*** —11.747*** —5.315**
(—2.755) (—3.090) (—2.875) (=2.272)
ROE 25.714*** 28.264*** 27.558*** 24.954***
(25.113) (18.405) (13.007) (29.925)
Tobin’s Q 0.293** 0.551*** 0.731*** 0.193
(2.300) (3.554) (3.890) (1.640)
Share concentration 6.447** 6.110* 3.776 6.998"*
(2.205) (1.812) (0.848) (2.529)
Mandatory disclosure 11.417*** 11.013*** 11.871*** 10.895***
(12.367) (9.255) (6.988) (13.354)
Independent board 7.873** 6.265 8.200 7.360**
(2.280) (1.486) (1.503) (2.295)
Managerial ownership 0.052* 0.052 0.045 0.032
(1.670) (1.370) (0.884) (1.160)
Advertising intensity —16.645** —20.955"* —23.380" —16.206**
(—2.220) (—2.300) (—1.754) (—2.398)
Big-4 0.647 0.760 2.178 0.512
(0.464) (0.464) (1.035) (0.395)
Constant —32.702*** —39.004** —47.661** —21.349*
(—=2.757) (—2.561) (—2.105) (—1.943)
Observations 21,636 16,749 11,724 24,892
Adjusted R-squared 0.570 0.576 0.602 0.557
Firm FE Y Y Y Y
Year FE Y Y Y Y

Notes: The t statistics reported in parentheses are based on all standard errors clustered at the firm level. All tests are two-tailed. ***p <0.01,
- "
p<0.05, *p<0.1.

determine the final allocation of subordinate compensation, the compensation restriction policy might
trigger the social comparison motivation. In this regard, the top executives could reduce employee
compensation simultaneously. If that is the case, we will see a significant reduction in employee
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1)

()

3)
Suppliers and

(4)

(5)

Shareholder Employee customers Environment Society
Treat —0.873** 0.367* 0.717* 0.811** 0.178
(—2.236) (1.706) (1.710) (2.247) (0.545)
Post 0.141 —0.262* —0.333 0.238 —0.349*
(0.614) (—1.764) (—1.502) (0.888) (—1.842)
Treat x Post 0.922*** —0.974*** —1.410*** —1.897*** 0.014
(5.682) (—8.278) (—7.843) (—9.036) (0.101)
Firm age —4.989*** —0.371 —0.129 —2.103* 0.807
(—6.948) (—0.694) (—0.164) (—2.133) (1.568)
Firm size 1.206*** 0.665*** 0.530*** 0.658*** 0.483***
(9.815) (9.034) (4.866) (5.393) (4.723)
Leverage —6.100*** —0.332 —0.047 0.809 —1.286*
(-7.778) (—0.641) (—0.060) (0.914) (—-1.697)
ROE 19.697*** 0.116 0.156 0.251 5.494***
(31.971) (0.755) (0.731) (0.988) (19.073)
Tobin’s Q —0.009 0.116*** 0.098** 0.131*** —0.042
(—0.203) (4.545) (2.350) (3.125) (—1.114)
Share 6.023*** —0.193 —0.068 —0.691 1.376
concentration
(6.403) (—0.342) (=0.075) (—0.697) (1.638)
Mandatory 1.193*** 2.313*** 3.739*** 3.644*** 0.528***
disclosure
(5.427) (12.019) (11.594) (9.725) (2.718)
Independent board —0.752 1.523** 2.052* 2.153* 2.897***
(—0.708) (2.134) (1.817) (1.720) (3.241)
Managerial 0.047*** 0.002 —0.001 0.005 —0.001
ownership
(4.463) (0.365) (—0.102) (0.447) (~0.112)
Advertising —15.964*** 3.143** 0.105 3.555% —7.485***
intensity
(—4.919) (2.399) (0.043) (1.937) (—2.800)
Big-4 0.484 0.430 —0.100 0.540 —0.705
(1.033) (1.391) (—0.233) (1.121) (—1.604)
Constant 11.452*** —14.944*** —12.355*** —12.281*** —4.575
(2.660) (—6.434) (—3.241) (—3.115) (-1.323)
Observations 21,636 21,636 21,636 21,636 21,636
Adjusted R-squared 0.721 0.552 0.471 0.473 0.493
Firm FE Y Y Y Y Y
Year FE Y Y Y Y Y

Notes: The t statistics reported in parentheses are based on all standard errors clustered at the firm level. All tests are two-tailed. ***p <0.01,

**p<0.05, *p<0.1.

Downloaded from https://www.cambridge.org/core. IP address: 3.129.209.49, on 31 Mar 2025 at 04:50:52, subject to the Cambridge Core terms of use, available at
https://www.cambridge.org/core/terms. https://doi.org/10.1017/mor.2024.47


https://www.cambridge.org/core/terms
https://doi.org/10.1017/mor.2024.47
https://www.cambridge.org/core

[¥'720Z°410W//101°01/B10"10p//:5d1Y *SwIR1/2103/610 96pLIquIed Mmm//:sd1iy

1e 3|gejieA. ‘asn 4o swus) 2107 3bpugqwie) sy 03 193[qNS ‘ZS:05:0 18 SZ0Z JBIN LE UO ‘6760762 LS :SSaIPPE dI "2102/6.10 26pLiquiedmmm//:sdiy woly papeojumod

Table 11. Top executive compensation changes

1) (2) @) ) (5) (6)
Top 1 Sum Allowance Top 3 Top 3 managers Top 3 directors
Treat —9.886 —54.630 0.189 —22.266 —25.614 —13.278
(~1.093) (=0.732) (0.328) (—0.971) (~1.110) (—0.628)
Post 43.675*** 184.016*** —0.815** 103.678*** 94.483*** 85.479***
(9.666) (7.595) (—-2.212) (9.122) (9.708) (8.261)
Treat x Post —10.934*** —42.863** —0.238 —23.631*** —16.950** —27.384***
(-3.522) (—2.396) (—0.940) (—3.091) (—2.544) (—4.000)
Firm age —42.117*** —233.197*** 1.263 —102.528*** —98.524*** —94.278***
(—3.144) (—2.741) (1.100) (—3.069) (—3.420) (—3.054)
Firm size 24.706*** 167.154*** 0.069 65.251*** 57.779*** 57.446***
(7.192) (6.566) (0.405) (7.493) (7.117) (6.943)
Leverage —26.736 —187.526*** 0.145 —55.093* —53.855* —56.401**
(—1.640) (—2.936) (0.118) (—1.846) (—1.944) (—2.021)
ROE 28.719*** 154.196*** —0.519 68.889*** 65.481*** 62.025***
(3.488) (7.671) (—1.226) (5.184) (5.250) (5.020)
Tobin’s Q 3.426™** 18.459*** —0.001 8.895*** 7.985*** 8.677***
(4.148) (4.408) (—0.022) (5.000) (4.750) (5.315)
Share concentration 46.615 69.917 —2.195** 69.267 72.230 61.911
(1.572) (0.652) (—2.284) (1.267) (1.375) (1.245)
Mandatory disclosure 9.010* 73.398*** —0.236 15.709 20.236** 12.836
(1.805) (2.956) (—0.414) (1.530) (2.077) (1.382)
Independent board —16.015 —340.325"** —1.246 —68.468" —49.505 —217.314***
(—1.032) (—4.212) (—0.685) (—1.886) (—1.518) (—6.226)
Managerial ownership 0.819*** 3.582*** 0.012 1.900%** 1.518*** 2167
(2.597) (3.195) (0.887) (3.235) (2.629) (3.857)
(Continued)
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Table 11. (Continued.)

()

)

®3)

)

(5)

(6)

Top 1 Sum Allowance Top 3 Top 3 managers Top 3 directors
Advertising intensity 77.549 97.193 8.575** 122.749 132.597 37.225

(1.162) (0.235) (2.241) (0.796) (0.910) (0.274)
Big-4 32.937** 70.030 —0.086 79.966** 75.160* 44.846

(2.030) (0.587) (—0.197) (1.975) (1.816) (1.369)
Constant —418.049*** —2,562.979*** —9.730* —1,051.109*** —922.034*** —823.868***

(—4.462) (-6.319) (-1.713) (—4.979) (—4.755) (—4.566)

Observations 21,772 21,781 15,588 21,784 21,772 21,783
Adjusted R-squared 0.682 0.757 0.521 0.727 0.723 0.703
Firm FE Y Y Y Y Y Y
Year FE Y Y Y Y Y Y

Notes: All compensation-related values are divided by 10,000. The t statistics reported in parentheses are based on all standard errors clustered at the firm level. All tests are two-tailed. ***p <0.01, **p <0.05, *p <0.1.
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Table 12. Compensation restriction and employee compensation

(1) ()

Central SOEs All SOEs
Treat —3.652 —2.599
(—1.134) (~1.229)
Post 1.261 1.826
(1.007) (1.271)
Treat x Post 2.135** —0.372
(2.264) (—0.386)

Firm age 9.905*** 9.693**
(2.627) (2.541)
Firm size 0.800 0.669
(1.394) (1.132)
Leverage 2.916 2.729
(0.791) (0.749)
ROE —0.464 —0.442
(—0.523) (—0.502)

Tobin’s Q 0.265** 0.217*
(2.536) (1.882)
Share concentration 3.420 3.665
(0.600) (0.613)
Mandatory disclosure 0.828 0.869
(0.914) (0.956)
Independent board —1.109 —1.399
(—0.396) (—0.491)
Managerial ownership 0.024 0.019
(0.494) (0.394)
Advertising intensity 13.556* 12.978
(1.707) (1.642)

Big-4 3.403* 3.454*
(1.667) (1.690)

Constant —45.769** —41.249**
(—2.390) (—2.117)
Observations 21,641 21,641
Adjusted R-squared 0.245 0.244

Firm FE Y Y
Year FE Y Y

Notes: All compensation-related values are divided by 10,000. The t statistics reported in parentheses are based on all standard errors clustered
at the firm level. All tests are two-tailed. ***p <0.01, **p <0.05, *p <0.1.
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compensation after the enforcement of the Order. We re-run the regression in terms of equation 1, and
the results show that the employee compensation does not reduce as predicted. We argue that SOEs
realize the underlying purposes of the Order and comply with the common prosperity calling.
Based on the above results, we could infer that restricting executive compensation could ameliorate
within-firm income inequality (Dittmann, Maug, & Zhang, 2011), consistent with the purported effect.
Unfortunately, the compensation of ordinary employees does not significantly increase at the same
time. Accordingly, the compensation restriction order could fulfill the common prosperity goal to
some extent because the within-firm income inequality accounts for more than one-third of the
income inequality of the whole society (Song, Price, Guvenen, Bloom, & Von Wachter, 2019).

Conclusion

The findings of Study 1 support the speculation according to dual-career tracks, in which the pollical
factors attenuate the negative relationship between compensation restriction and corporate social per-
formance while the economic factors accentuate it. In sum, the executives of SOEs are both business
managers and politicians. The compensation restriction could only achieve one goal of reducing social
inequality while losing another social good as a cost.

However, a key limitation of our archival study is that it was unable to capture the proposed under-
lying mechanisms associated with executives’ motivational and attitudinal response to compensation
rearrangement, advice giving and creativity. To address this gap, we conducted a controlled experiment
study whereby we aimed to replicate our main findings, establish causality, and further test the under-
lying mechanism that emerge from executives’ motivation and perception.

Study 2: Experimental Study for Mechanisms and Causation

An archival study cannot conclusively show causality and directly tackle mechanisms. Therefore, we
designed an experimental study to establish a causal relationship between compensation restriction
and corporate social performance. One aim is to replicate the main finding of the above archival
study: compensation restriction incurs effort distortion in regard to work engagement and reinterpre-
tation in regard to social pressure associated with political consideration. Apart from the replication,
we also aim to provide evidence of the causal mechanisms of these disincentive interpretations.

Basic Procedure

We conducted an experimental vignette consistent with prior studies, as shown in the Appendix
(Alesina, Ferroni, & Stantcheva, 2021). To balance the internal and external validity, the participants
were MBA students (Audia et al., 2000; Krause, Whitler, & Semadeni, 2014). As is common in exper-
imental studies, participants were told that their current role was the top executive of a central SOE,
and then we randomly assigned subjects to a hypothetical SOE executive that either met or did not
meet a compensation restriction situation.'” To this end, we provided identical information about
the policy background and the firm’s business scope to all participants, and the only difference was
the trend of compensation change in the following years. In doing so, the descriptive scenarios
could differentiate the compensation restriction from the consistent compensation policy, and the
observed behavioral differences reflect the compensation change. Finally, the sample contained 79 par-
ticipants, consisting of 42 participants in the treatment group and 37 participants in the control group.

Previous research suggests that subjective assessment effectively evaluates CSR performance (Latif &
Sajjad, 2018; Ong, Mayer, Tost, & Wellman, 2018). Accordingly, we use Ong et al. (2018) eight-item
scale to capture the executive engagement in social issues, such as ‘gives adequate contributions to
charities” and ‘cares about the well-being of people in general (i.e., the well-being of employees, cus-
tomers, suppliers, shareholders, local community)’.

Moreover, given the reduction of engagement in the social area we observed in the compensation
restriction situation, we next use data from the self-reported survey to measure the potential
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mechanisms driving the effect. We explore the conceptual predictions that existing literature suggests
reactions following the compensation change, which, in turn, could lead to performance change in
social areas. On the one hand, based on economic calculation, the work attitude change in response
to compensation change is located in work engagement and work withdrawal (Kong, Park, & Peng,
2023). For all survey questions, we ask respondents to agree or disagree with the proposed statements,
using a standard 6-point Likert scale ranging from Strongly Disagree (=1) to Strongly Agree (=6).

Work engagement refers to individuals’ psychological connection with their work role and pertains
to their full investment of physical, emotional, and cognitive resources in work (Christian, Garza, &
Slaughter, 2011; Lin, 2010; Schaufeli, Bakker, & Salanova, 2006). In this study, we use Lin’s (2010) six-
item scale to measure work engagement, such as ‘At my work, I feel full of energy’ and ‘T am immersed
in my work’. Similarly, work withdrawal refers to individuals’ disengagement from their work role to
alleviate anxiety and escape the stressful work environment (Kong et al., 2023; Scott & Barnes, 2011).
In this study, we use Kong et al.’s (2023) four-item scale to measure work withdrawal, such as ‘Came to
work late without permission” and ‘Taken a longer break than you were allowed to take’.

On the other hand, we consider the change in managerial interpretation of perceived social pressure
stemming from political view in the process. In this light, perceived social pressure refers to managers’ per-
ceptions of institutional pressures pertaining to their focus on proactive social engagement (Buysse &
Verbeke, 2003; Yang, Wang, Zhou, & Jiang, 2019). In this study, we use Yang et al’s (2019) four-item
scale to measure perceived social pressure, such as ‘National (regional) governments influence our environ-
mental issues management’ and ‘Local public agencies influence our environmental issues management’.

Effects of the intervention on social performance and exploration of potential mechanisms

Test for the proposed main relationship. Based on the scenario description, we analyzed the difference
in mean value in these two groups, as is common in prior studies (Crilly, Ni, & Jiang, 2016; Exley,
2018). Figure 4a reveals the significant difference in corporate social engagement between the com-
pensation restriction and consistent compensation groups. When the executives experience a com-
pensation restriction, the participants have less active engagement (mean=3.61) in social issues
than their counterparts (mean = 4.50; p <0.01).

In addition, we also examined the relationship between compensation restriction and potential reactions
from the executives. In response to the compensation restriction, managerial cognition would change
around the policy. With respect to work engagement and work withdrawal, the participants showed a
lower level of engagement in the compensation restriction group (mean = 3.56) than their counterparts
(mean = 4.23; p < 0.01). By contrast, the work withdrawal level did not show a very significant difference
(means =229 vs 1.82, p=0.06). Meanwhile, we also compare the perception difference about social
pressure; the participants showed a lower level of social pressure in the compensation restriction group
(mean = 3.67) than their counterparts (mean = 4.12; p < 0.03). Figures 4b-4d depict these results.

Test for underlying mechanisms

To examine the proposed mechanisms, we employ the conventional three-step method for testing
mediation consistent with prior experimental studies (Exley, 2018; Flammer & Kacperczyk, 2019;
Krause et al.,, 2014). Models 1-4 in Table 13 further support the above independent sample t-test.
Model 5 in Table 13 suggests that work engagement mediates the negative relationship between com-
pensation restriction and corporate social performance. Moreover, the coefficient of perceived social
pressure in Model 6 in Table 13 is statistically significant, suggesting that social pressure is also a
force driving the reduction of corporate social performance.

The above results provide a preliminary portrait of the mediating effect, and we use sern command
in Stata 17 to further examine the indirect effect (IE), direct effect (DE), and TE of the mediation with
structural equation model consistent with recent research (Portocarrero & Burbano, 2024). The results
in Table 14 support a mediating effect of work engagement reduction (IE =—0.183, p <0.1) and per-
ceived social pressure (IE =—0.144, p <0.1), and the work withdrawal (IE = —0.032, p > 0.1) does not
mediate the process. In sum, the reaction of managerial cognition in response to compensation restric-
tion demotivates the work engagement and perception of social pressure, leaving the work withdrawal
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Figure 4. Level choosing to engage in social areas
Notes: This graph displays the level of individuals’ motivation to engage in the corporate socially responsible areas across the treatment and
control groups.

alone. This pattern may be because top executives would not shirk basic responsibility despite dissat-
isfaction with compensation arrangements.

In conclusion, the results of our experiment supplemented and extended the conclusions from
archival study, which further supported the negative effect of compensation restriction on corporate
social performance and uncovered the economic and political forces underlying the negative relation-
ship. It offers evidence for the causal inference and disincentive effect that explains this pattern.

Discussion

This study explores and finds a negative effect of compensation restriction for top executives of SOEs
on CSR performance. Historically, SOEs are a kind of agent to take responsibility for social issues, and
the dual-career tracks of top executives determine the managerial interpretation of compensation
arrangements. According to the political view, socialist imprints and political career concerns rectify
the disincentive effect and direct the firms’ resources to enhance social performance, and a compen-
sation restriction will not immediately disincentivize them in social performance. According to eco-
nomic view, however, top executives in SOEs also have economic motivation in the business track,
and disciplinary pressure induced by performance declines and unfairness perception triggered the
low pay ranking in peer executives, further prompting a disincentive effect. This study uses the
Order as a quasi-experimental setting and a controlled experiment to empirically test the economic
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Table 13. Compensation restriction and level choosing to engage in social performance

(1)

) €)

(5)

Perceived
Work Work social
Variables CSR engagement withdrawal pressure CSR CSR
Work 0.291*** 0.234**
engagement
(3.153) (2.544)
Work 0.044 —0.011
withdrawal
(0.428) (—0.108)
Perceived social 0.267**
pressure
(2.538)
Compensation —0.896*** —0.662** 0.473* —0.455* —0.725*** —0.615***
restriction
(—4.027) (—2.378) (1.909) (-1.975) (—3.284) (—2.829)
Constant 4.503*** 4.225*** 1.824*** 4.122*** 3.194*** 2.438***
(27.750) (20.824) (10.090) (24.533) (6.240) (4.223)
Observations 79 79 79 79 79
Adjusted 0.163 0.056 0.033 0.036 0.246 0.297
R-squared
Notes: The t statistics reported in parentheses. All tests are two-tailed. ***p <0.01, **p <0.05, *p <0.1.
Table 14. Results of simple mediation analyses
CSR
DE IE TE
Panel A
Work engagement as mediator —0.713*** —0.183* —0.896***
(0.214) (0.094) (0.219)
R-squared 0.273
Panel B
Work withdrawal as mediator —0.864*** —0.032 —0.896***
(0.224) (0.051) (0.219)
R-squared 0.179
Panel C
Social pressure as mediator —0.752*** —0.144* —0.896***
(0.213) (0.086) (0.219)

R-squared

Notes: Standard error in parentheses. Observation number is 79. ***p <0.01, **p <0.05, *p <0.1.
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incentive and joint effect with political and economic factors in CSR performance. Additionally, we
find a significant effect in improving income equality within a firm, which could provide preliminary
suggestions for future policy enactment and enforcement. In sum, the policy might catch one goal (i.e.,
societal equality) while losing another goal (i.e., social performance).

Theoretical Contributions

This study contributes to the literature on CSR performance and SOE incentives. First, we contrib-
ute to CSR performance literature by exploring the compensation restriction policy from an indi-
vidual perspective. Prior research investigates institutional pressure and shareholder conflicts in
determining the CSR performance of SOEs (Hu & Xu, 2022; Li & Lu, 2020; Marquis & Qian,
2014); another stream of research focuses on the compensation arrangement including CSR
requirements (Flammer et al., 2019; Maas, 2018). However, little research pays attention to the
compensation regulation for SOEs and the boundary role of political and economic factors related
to dual-career tracks. To fill this gap, we explore the compensation restriction policy issued by the
central government, which provide a quasi-experimental context to qualify the effect of economic
incentive on SOEs’ top executives. The empirical findings support that the economic disincentive
effect will negatively affect CSR performance, even though the SOEs have an inherent purpose
of social obligations. In doing so, this study complements extant research emphasizing political
influence in SOEs’ CSR engagement.

Second, we also broaden the understanding of agency theory by directly incorporating political and
economic factors of dual-career tracks into conceptual and empirical models. The separation of own-
ership and control rights leads to a series of agency issues, and prior research of SOEs has shown a
government intervention and private-government principal conflicts in finance performance (Bai &
Xu, 2005; Hu & Xu, 2022; Zhou et al., 2017). However, we need a more comprehensive understanding
of the dual-career tracks in social performance. Based on the compensation restriction policy, we
emphasize the factors in political career tracks that could complement the economic prediction of
agency theory.

Third, we enrich the SOE incentives literature by theorizing a novel way in which managers interpret the
change in compensation arrangement. Prior research on SOE incentives focuses on pay-for-performance
sensitivity and perks (Firth et al., 2006a; Groves et al., 1994; Mengistae & Xu, 2004). However, the imprinted
values and relative pay gap receive little attention in this stream of literature. Based on typical multitasking
agency theory (Ethiraj & Levinthal, 2009), we posit that top executives make sense of social and economic
goals by weighting either political or economic concerns, depending on the context. The economic incentive
has an influential effect on the interest alignment of shareholders (i.e., the state) and managers (Hu & Xu,
2022), and promotion-based incentives (i.e., political career concerns) and socialist imprints also show a
decisive effect (Wang & Luo, 2019; Xu et al., 2022).

Practical Implications

In addition to theoretical contributions, this study provides practical implications for policymaking
and corporate governance. First, the policymaking process should consider both short-term incentives
and long-term performance when arranging top executives’ compensation. Given the nature of dual-
career tracks for SOE executives, economic incentives account for contemporary work engagement,
while political incentives might benefit the broader society, such as social welfare. Given that the eco-
nomic incentive is a kind of explicit incentive strategy and the promotion-based incentive is a kind of
implicit incentive strategy, the organizational attributes and prospective career concerns are indispens-
able in the design of the incentive arrangement. In this respect, SOE executives are both economic and
political men, considering the economic and political tracks into interpretation of resource allocation
process. Although the SOEs are responsible for social issues by default, the economic incentives influ-
ence the dedication to social obligations as well. In this light, policymakers should value policy accord-
ing to incentive compatibility in compensation arrangement.
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Second, corporate governance and executives should pay attention to the balance between short-
term and long-term goals, and the internal and external governance systems ensure the work engage-
ment of top executives. Job security and managerial reaction are crucial factors for top executives, espe-
cially when the compensation arrangement changes by restricting their compensation. In practice,
achieving the goal of common prosperity in the whole society should not purely restrict the income
of the high-income group; the effect of ‘splitting the pie’ is not usually effective. Instead, more policies
related to ‘growing the pie’ for both the high-income and low-income groups and providing the latter
with a higher income growth rate might be plausible to achieve the goal.

Limitations and Future Research Directions

Our study also has several limitations that provide opportunities for future research. First, the study
uses compensation restriction policy as an exogenous shock to explore the firms’ reaction; the eco-
nomic and political forces behind the reaction need more nuanced settings to capture them fully.
Future work could examine the process of managerial interpretation if there are available qualitative
archives involving the reaction of top executives. Second, we still cannot exclude the possibility of
information leakage before the formal announcement of the policy, although we employ the DID
approach to examine the policy effect. We designed a controlled experimental study and obtained qual-
itatively similar results, and we hope future work can mitigate the alternative channel of inside infor-
mation to deepen the understanding. Likewise, the empirical results show an inconsistent pattern of
SOE reactions, the future research needs more details to disentangle the nuanced differences between
Central SOEs and local SOE:s in response to governmental policy. Finally, we claim that top executives
have two kinds of motivations in the regular decision-making processes, a conceptual problem arising
from not being able to observe the hiring process at a more granular level. Future research could use
interviews or survey methods to dive into the underlying motivations and directly measure the cogni-
tive and motivational reactions during resource allocation processes.

Conclusion

Our findings show that compensation is an important force that drives top executives in SOEs and
affects resource allocation among various social issues. Meanwhile, two components of political
concerns — socialist imprint and political career horizon - significantly attenuate the disincentive
effect of compensation restriction on CSR; two components of economic concerns - performance
declines and relative pay gap partially accentuate the disincentive effect of compensation restriction
on CSR. Our investigation delves into the integrative motivations underpinning SOE social respon-
sibility behaviors, encompassing both economic and political views. By doing so, our research offers
a holistic framework that elucidates the nuanced heterogeneity observed in SOEs’ approaches to
social responsibility.
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Notes

1. Reform Scheme on Executive Compensation of the Central State-Owned Enterprises; Opinions on Rationalizing and Strictly
Regulating Position-Related Treatments and Business-Related Expenses of Top Managers of the Central State-Owned Enterprises
issued on 29 August 2014 went effective in 2015.
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2. In SOEs, the average pay differential between executives and ordinary employees of the firm was 9.85 times in 2002. It was
13.39 times in 2010 and around 12 times in 2014. China Daily, January 16, 2017. Available from URL: http://www.sasac.gov.cn/
n2588025/n2588139/c2822445/content.html [Cited 16 April 2022].

3. As with the corporate management system everywhere, top positions in this system commonly include CEO, Vice-CEO, CFO,
and if the board of directors, a chairman and independent board member. Top positions in the local SOE Party-state system include
the secretary of the local SOE Party Committee, several deputy secretaries, and a secretary of the local SOE Discipline Inspection.
4. One-Vote Veto Signs China’s Toughest Environmental Performance Evaluation. Sun, Xiuyan, May 29, 2014. Available
from URL: http:/finance.people.com.cn/n/2014/0529/c1004-25078075.html [Cited 16 April 2022].

5. In 2002, pay differential between executive annual pay and the average worker annual pay of the SOE was 9.85 times among
SOEs under the supervision of SASAC. This pay differential was 13.39 times in 2010 and around 12 times before the restriction.
China Daily, January 16, 2017. Available from URL: http://www.sasac.gov.cn/n2588025/n2588139/c2822445/content.html [Cited
16 April 2022].

6. The Central Politburo of the Chinese Communist Party assessed and passed the Reform Scheme on Executive Compensation
in Central State-Owned Enterprises. Xinhua News Agency, August 29, 2014. Available from URL: http:/www.gov.cn/xinwen/
2014-08/29/content_2742373.htm [Cited 22 April 2022].

7. The meeting of the Political Bureau of the CPC Central Committee decided to deepen the reform of the salary system for
heads of central enterprises. Available from URL: https:/www.mohrss.gov.cn/SYrlzyhshbzb/dongtaixinwen/buneiyaowen/
201409/t20140902_139543.html [Cited 10 June 2024].

8. In addition to the common operation in existing research, the rules for the implementation of comprehensive performance
evaluation of central enterprises also emphasize the industry comparison in determining the final performance. Available
from URL: https:/www.gov.cn/gzdt/2006-10/27/content_425677.htm [Cited 10 June 2024].

9. We also use the same industry as reference point, and the results do not qualitatively change. Notably, we alternate between
the terms ‘executives’ and ‘CEOs’ in the empirical analysis. Our theory applies to executives in general, but CEOs and Chairman
represent the potentially most compelling cases for illustrating our arguments.

10. In practice, we make sure the randomness of the subject assignment with the help of random module in Credamo platform
(https://www.credamo.com/#/), which has been widely used in experiment research in marketing and organizational behavior areas.

Appendix
Experimental Design

Statistics show that the total pay level of top executives in charge of central state-owned enterprises is about two to three times
higher than that of the top executives of listed companies in Shanghai and Shenzhen in the same period, and the pay gap with
ordinary employees is as much as 12 times. Historically, central state-owned enterprises are the cornerstone of China’s economy,
and bear a special and important mission in China’s national economy and social development.

The government has considered and adopted the Pay Ceiling reform for the top executives of central state-owned enterprises,
and the next step in the pay of top executives of central state-owned enterprises will be to adopt a differentiated approach to
mitigate societal inequality.

Assume that you are now an executive in charge of Company A, a central state-owned enterprise. The company is a medium-
sized state-owned manufacturing company currently listed on the Shanghai Stock Exchange. Its products include machine tools,
food machinery, and spare parts.

Note that your total pay arrangement is shown below.

Total pay
A
Managers + ¢ *
Employees+ @ ®
| | %
2023 2024  Year
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It is important to note that the only difference in the treatment and control group scenario description is the total pay
arrangement diagram.
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