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Ownership Property , Management Incentive and Over-investment
LV Jun

(Institute of Quantitative and Technical Economics,Chinese Academy of Social Sciences, Beijing,100732,China)
Abstract: From the view of the relationship of management incentive intensity and corporate excessive investment, this
article explores the different impacts of management incentive (including the way and the intensity) on agency cost ( excess
investment level) , and evaluate the reasonability of China government’s regulation on management incentive of the state-
owned enterprise. Existing research in China has found that the intensity of management incentives (including compensation
incentives and equity incentives) is inversely related to the company’s over-investment level, supporting the effective
contract theory and interest convergence theory, which challenges the government’s “pay limit order” and equity incentive
regulation for the management of state-owned enterprises. Using the data of A-share listed companies in China from 2008 to
2016, this paper finds that only for non-state-owned companies, management incentives apply the effective contract theory
(for compensation incentives) and interest convergence theory ( for equity incentives) , while for state-owned companies,
monetary compensation incentives apply both effective contract theory and managerial power theory. For state-owned
companies, there is a U-shaped relationship between management monetary compensation and corporate over-investment
level,and there is no significant correlation between management equity incentives and corporate over-investment. Further
empirical analysis finds that the management excess-pay and corporate over-investment of non-state-owned companies are
inversely related ,which means management’s excess pay has an incentive effect on reducing corporate agency cost. However,
for state-owned companies in competitive industries , management’s excess-pay and corporate overinvest level has a positive
relationship , which implies management’s excess-pay is the result of management rent-seeking with higher power. The reason
arising from this phenomenon should be the result of the joint effect of “inner control” of state-owned enterprises and
management’s failure to fully assume the responsibility of investment failure. In terms of equity incentive, there is no
significant relationship between management equity incentive and corporate excessive investment in state-owned enterprises.
There may be three reasons. First, the incentive effect is not obvious because the equity incentive intensity of the
management is still relatively low. Second, the implementation of management equity incentive motivation is mixed
(incentives or welfare or reward ), and the implementation of equity incentive is likely the embodiment of the power
management, different motivation equity-incentive effects may cancel each other out; Third, the investment of state-owned
enterprises is subject to more government intervention. The reason of managementincentive mechanism difference between
state-owned companies and non-state companies results from not-yet-fully-straightened-out relationship between government
and state-owned enterprise. Therefor,the government’s “pay limit order” and equity incentive regulation for the management
of state-owned enterprises are still reasonable under the current circumstances. The implementation of the “market-based”
incentive system and the relaxation of equity incentive regulationfor the management of state-owned enterprises needs to be
carried out on the basis of further clarifying the relationship between government and enterprises. For non-state-owned listed
companies , securities regulators may consider introducing reward or restrictions policies and measures to encourage managers
to hold corporate shares for longer term. Compared with extant related literature in China,the incremental contribution of this
paper is further analysis of the impact mechanism of management incentive on excessive investment level, discussion of the
reason of management incentive mechanism difference between state-owned companies and non-state companies based on the
theory of effective contract (or interests convergence theory) and management power theory (or managerial entrenchment
theory) as well. After theoretical analysis, this paper verifies theoretical viewpoints by empirical model using data of Chinese
listed companies.
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