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The Effect of Pending Litigation on Pay-Performance Sensitivity

ZHANG Junrui, LIU Hui
(School of Management, Xi’an Jiaotong University, Xi’an 710049, China)

Abstract: Based on the Chinese A-share main board listed companies of Shanghai and Shenzhen Stock Exchange during the
year of 2008—2014, this paper not only portrays the situation of pending litigation of Chinese listed companies from such di-
mensions as the frequency of pending litigation, and the amount of money of the pending litigation during this period, but also
examines the impact of pending litigation on pay-performance sensitivity. The findings of our study are as follows. First, rela-
tive to the progress of litigation, the pending litigation can experience more significant reduction in the pay-performance sensi-
tivity than the settled ones. Second, the frequency of pending litigation and the amount of money of the pending litigation can
lower the pay-performance sensitivity. Third, the reduction of the pay-performance sensitivity is more pronounced in the non-
state-owned listed companies than in the state-owned listed companies.

Key Words: pending litigation; frequency of pending litigation; amount of money of the pending litigation; pay performance

sensitivity ; nature of property right
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