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Pay Gap, Government Service Experience of Executives

and Innovation of State-owned Enterprise
LI Wengui, SHAO Yiping
(School of Accounting, Zhejiang University of Finance and Economics, Hanzhou 310018, China)

Abstract: With the state-owned listed companies as research samples and the amount of patent application as an index to
measure enterprise innovation, this paper examines the effect of pay gap between executives and employees on the innovation of
state-owned enterprises and whether the government’s office experience of executives affects the relationship between pay gap
and enterprise innovation. . The test results show that the internal pay gap is conducive to carrying out a significant number of
innovative activities for relatively reasonable enterprises, which reflects that a reasonable salary gap can promote enterprise in-
novation. But the innovation effect of the pay gap is significantly smaller in state-owned enterprises in which executives have
government service experience. Further tests show that the managerial power doesn’t weaken the incentive effect of pay gap on
innovation of state-owned enterprise, which shows that the pay gap has an important incentive effect on management. However,
the incentives of potential administrative promotion faced by the management with government service experience have weak-
ened the incentive effect of the pay gap, thus providing important empirical evidence for the classification management of exec-
utive compensation contract.

Key Words: pay gap; government service experience of executives; innovation of state-owned enterprise; corporate govern-

ance; pay control; cap on salary; effective contract perspective
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