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Will the enterprise performance be enhanced by reduction of perks of
executives of the state-owned enterprises?

Xu Wang
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ABSTRACT: This paper carries out the quasi-experiment through the policy implementation of “eight provi-
sions”, and researches the relationship between the perks of the state-owned enterprises and enterprise perfor-
mance. Before and after the policy implementation through the Difference in Differences (DID), compared with
the private enterprises, the state-owned enterprise performance controlled by the local government is significant-
ly declined after the policy implementation, because the perks becomes a way for the executives to obtain per-
sonal invisible welfare due to the regulation of the executive compensation of the state-owned enterprise. After
the policy implementation of eight provisions, the executive incentive is limited, so that the state-owned enter-

prise performance e is also declined to a certain extent.
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1 INTRODUCTION

In recent years, the perks of the executives of the
state-owned enterprises has repeatedly been exposed
with serious waste problem, which has been widely
criticized by the public. How to regulate the perks of
the executives of the state-owned enterprises has al-
ways been valued by the government. In December
2012, the General Secretary, Xi Jinping proposed
“eight provisions” and “six prohibitions” related to
improving work style and maintaining close ties with
the masses, and required that the administrative insti-
tutions and state-owned enterprises to strictly imple-
ment (although the real impact of the perks of the
state-owned enterprises is “six prohibitions”, but
herein collectively referred to as “eight provisions™),
thus suddenly reducing recreational activities at public
expenses.

The perks involves in all aspects of the enterprise
executive work. Does it improve the working effi-
ciency for the enterprise, or is it not conducive to en-
hance the enterprise performance? In the case of regu-
lation of the executive compensation of the
state-owned enterprises by the central government,
will the strict implementation of “eight provisions”
enhance the enterprise performance? To answer these
questions, this paper carries out the “quasi- experi-
mental” research through the implementation of “eight

perks; enterprise executives; state-owned enterprises; enterprise performance

provisions”, and discusses whether the strict imple-
mentation of “eight provisions” will reduce the perks
of the state-owned enterprises, or enhance the enter-
prise performance by the use of DID, with the policy
implementation group of the state-owned enterprise
controlled by the local government and the contrast
group of the private enterprise. To reduce the biased
error of the sample selection, this paper adopts the
Propensity Score Matching (PSM) to do PSM-DID on
the basis of matching with the state holding enterpris-
es and private enterprises.

2 THEORETICAL ANALYSIS AND
HYPOTHESIS PROPOSAL

The perks refers to the welfare obtained from the duty
of manager, or the benefits from implementation of
specific work (Wan Hualin, 2007), which forms two
main viewpoints on the impact of the enterprise per-
formance: agency concept and efficiency concept. The
agency concept believes that there is a principal-agent
relationship between the enterprise owners and man-
agement layer. Due to the interest-oriented difference
and information asymmetry, the management layer
may use their power to pursue personal enjoyment,
excessive post-related consumption and other
self-interested behaviors, thus damaging the decisions
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of owners’ interests (Jensen and Meckling, 1976).
Therefore, the perks is considered to be the agent cost
of the enterprise, which has a negative impact on the
enterprise value. For example, Yermack (2006) be-
lieves that the perks increases the private benefits of
the management layer, but damages the shareholders’
equity. The controlling shareholder of the state-owned
enterprise in China is the state. However, due to mul-
ti-level relations of agency, the government is prone to
“absence of owner” in the regulatory process, so it is
difficult to effectively monitor the state-owned assets
on behalf of the state, and safeguard the interests of
state-owned property right. If the internal supervisory
mechanisms of the state-owned enterprise are inade-
quate, the executives may use their power to pursue
additional consumption, so that the agent cost of the
enterprise is significantly higher than that of non-
state-owned enterprise. Chen Donghua, et al. (2005),
Lu Rui, et al (2008) find that the perks of the
state-owned enterprise has a significant negative cor-
relation with the enterprise performance or enterprise
value, but without correlation with non-state- owned
enterprises.

The efficiency concept believes that, the perks has a
reasonable positive side as an implicit incentive,
which can improve work efficiency of the managers,
and enhance the enterprise value. In the case of sepa-
ration of two rights of corporate governance, in order
to improve working enthusiasm of the managers, the
owners achieve the maximization of the shareholder
wealth, and the perks can generally reduce the internal
organization cost of the enterprise. For example,
Hirsch (1976) believes that luxury perks can bring
spiritual and material satisfaction for the executives,
which can effectively improve the management effi-
ciency of the executives, and strengthen the status and
authority of the executives (Rajan and Wulf, 2004).
Adithipyangkul, et al. (2009) find that, the perks has a
positive correlation with the future return on assets,
which supports the viewpoint that the perks can im-
prove the enterprise performance and play an incen-
tive role. Chen et al. (2010) believe that, as an implicit
compensation, the perks of the executives is the same
with the monetary compensation, which plays a posi-
tive incentive role. The perks has a significant positive
correlation with the current and future performance of
the enterprise. Li Yan, et al. (2010), Jiang Fuxiu and
Huang Jicheng (2011) also believe that, for the execu-
tives of the state-owned enterprise, as an implicit
compensation, the perks creates a good working envi-
ronment for the executives to work hard, which plays
a stronger incentive role for the executives, and is also
helpful for improving their work efficiency, and en-
hancing the enterprise performance.

Although the agency concept and efficiency con-
cept are seemingly opposite, Wan Hualin (2007) be-
lieves that there is a certain internal logic consistency.
The incentive way of the executives and the com-
pleteness of the corporate governance affects whether

the perks is line with the agency concept or efficiency
concept. In addition to the monetary consumption,
stock ownership incentive and other explicit contracts,
the incentive contract of the enterprise executive also
includes the perks, insider trading profits, political
promotion and other forms of implicit contracts. As an
important component of the executive’s implicit com-
pensation contract, the perks is a special right enjoyed
by the position of the enterprise executives (Chen
Donghua, et al, 2010; Luo et al, 2011), which is
equivalent to the explicit monetary compensation in a
sense. Therefore, the impact of the perks on the enter-
prise performance is not evaluated in isolation, which
shall be analyzed together with the executive com-
pensation and other incentive ways.

Chinese government implements strict compensa-
tion regulation for the managers of the state-owned
enterprises, especially after 2008, the effort of com-
pensation limitation is constantly strengthened, so that
the compensation of the management layer is unable
to be self-regulated by the market, and the increase of
the monetary compensation is limited. In order to
obtain the maximum personal benefits, the executives
of the state-owned enterprise view the perks as an
alternative selection of the income of the managers
(Xu et al., 2014). Therefore, the high consumption of
the perks of the state-owned enterprises is directly
related to the constraint of the compensation regula-
tion. With respect to non-state-owned enterprises,
there is not such an issue (Grove et al, 1995; Chen
Donghua, et al, 2005). In the case of the compensation
regulation of the executives of the state-owned enter-
prise, after strict implementation of “eight provisions”
by the state-owned enterprise, the cost of perks should
be significantly reduced, which may affect the enter-
prise performance. Therefore, according to the above
analysis, this paper proposes the following alternative
hypothesis:

Hypothesis 1a: The reduction of the perks level of
the executive of the state-owned enterprise will reduce
higher agent costs, so that the performance is in-
creased compared with the performance of private
enterprises (agency concept).

Hypothesis 1b: In the case of the compensation reg-
ulation, the perks level of the state- owned enterprise
is reduced, so that the performance is decreased com-
pared with the performance of private enterprises (ef-
ficiency concept).

3 RESEARCH METHODS AND SAMPLE
SELECTION

3.1 Research methods

DID is an important research method to assess the
policy effectiveness, which is used widely in the do-
mestic and foreign research due to reduction of the
endogenous bias to some extent. Therefore, this paper
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also adopts DID to analyze whether the reduction of
the perks is conductive to enhance the state-owned
enterprise performance, and make analogy of the im-
plementation of “eight provisions” as the qua-
si-experiment on a certain “treatment” applied by the
test objects. The implementation of “eight provisions”
is concentrated in the state-owned enterprises. The
ownership structure of the state-owned enterprises
supervised and managed by the central government is
significantly different from that of the general private
enterprises, the majority has a large scale and is often
in a monopoly position of the industry, and the private
enterprises are difficult to match with it. Therefore, we
choose only the state-owned enterprises supervised
and managed by the local governments as the policy
impact group, and the private enterprises in the
non-state holding enterprises as the control group to
investigate the impact of “eight provisions” on the
enterprise performance by DID. DID model is set as
the formula (1):

Y, =By +B,SOEs; +B,Year, +B,DID, +B, X, +e&, (1)

Y;; is the explained variable, enterprise performance;
SOEs are the enterprise groups of policy implementa-
tion, which are taken as 1 when they are local
state-owned enterprises (treatment group), while taken
as 2 when they are private enterprises (control group).
The difference between the state-owned enterprise
group and private enterprise group is expressed as fi;
the annual time variable is expressed as Year, of
which the previous year of implementation of eight
provisions is 1, while the next year is 0 (that is, the
value before 2013 is 0, while the value after 2013 is 1);
the interaction item DID (SOEs*Year) reflects the
impact of policy on the enterprise performance. If
“eight provisions” have a positive effect on the enter-
prise performance, the symbol of f; is significantly
positive, otherwise it is negative. The factor that may
affect the enterprise performance in the model can be
as a control variable, Xj,.

The policy evaluation needs to satisfy two prerequi-
sites by the use of DID: (1) the treatment group and
the control group must satisfy the hypothesis of com-
mon trend. That is, before the implementation of
“eight provisions”, the change trend of the actual per-
formance of the state-owned enterprise groups and
private enterprise groups should have the same trend
(see detailed analysis in Table 2). (2) The enterprise
selection of the treatment group and control group is a
random selection. Due to some inherent differences
between two samples of the state-owned enterprises
and private enterprises, in order to control this prob-
lem, we carry out matching selection of the samples of
the control group through the propensity score match-
ing (Heckman et al., 2010), and find out the private
enterprises that are similar to the characteristics of the
samples of the state-owned enterprises as the samples
of the control group, so that the treatment group and

control group have a certain degree of similarity be-
fore introduction of the policy, with comparability,
and ensure that our evaluation has a smaller biased
error, and finally estimate the policy effect by
PSM-DID method.

3.2 Sample selection

The policy of “eight provisions” was enacted by the
end of 2012, and the policy impact began from 2013.
Therefore, this paper selects the data related to the
listed companies before and after policy implementa-
tion from 2011 to 2014, and screens the samples in the
following ways: (1) to delete the financial and ST, PT
enterprises; (2) to delete the enterprises with incom-
plete data; (3) to delete the enterprises with changes in
the nature of actual controller, namely, the enterprises
with changes between the central state-owned enter-
prises, local state-owned enterprises and private en-
terprises; (4) to delete the state-owned enterprises
supervised and controlled by the central government,
but only research the state-owned enterprises and pri-
vate enterprises supervised and controlled by the local
governments. Finally, this paper obtains four years of
data related to the effective samples of 3044 enter-
prises, and also carries out Winsor treatment of con-
tinuous variables at the level of 1%. Except that the
data of perks is acquired by the manual way, the data
of other variables is from the GTA and CCER data-
base.

3.3 Variable selection

As a kind of invisible benefit of the enterprise manag-
er, the perks has not yet obtained a uniform measure-
ment form. This paper views a total of eight costs,
namely, the travel expense, business entertainment
expense, communication expense, overseas training
expense, car expense, office expense, board of direc-
tors’ expense and conference expense in the foot-note
to financial statements - “cash flow related to other
operating activities” as the perks of the executives by
the use of the methods of Chen Donghua et al. (2005).
In order to avoid the impact of the enterprise size, this
paper measures the perks by the use of the proportion
of the sum of eight detailed costs and main business
revenues (Perk) (Lu Rui et al., 2008).

The indicators measuring the enterprise perfor-
mance are more and not uniform, and also have their
shortcomings. In order to avoid the limitations of
measurement with a single indicator, and preferably
reflect the enterprise performance in a certain period,
this paper refers to the methods of Liu Shaowei and
Wan Dayan (2013) to select the enterprise value (To-
bin’s Q), return on equity (ROE), return on assets
(ROA) and return on sales (TTM) and other indicators
to establish comprehensive indicators of the enterprise
performance (PEF), and also uses the principal com-
ponent analysis method to measure the enterprise per-
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Table 1. Annual changes of perks and executive compensation

Item Enterprise category 2011 2012 2013 2014

On-duty compensation State-owned enterprise 0.41 0.40 0.34 0.28
Private enterprise 0.45 0.45 0.44 0.41

Executive compensation State-owned enterprise 0.09 0.09 0.08 0.08
Private enterprise 0.10 0.18 0.16 0.16

Table 2. Changes of annual enterprise performance

Annual performance of enterprise 2011 2012 2013 2014

State-owned enterprise 0.05 -0.34 -0.41 -0.61

Private enterprise 0.48 0.04 0.11 0.09

formance of the principal component.

This paper adds the executive compensation
(ExPay), enterprise size (Size), financial leverage
(Lev), CEO duality (Dual), enterprise growth
(Growth), board independence (DirRatio), enterprise
rent (Rent), executive share (ExShare) and the degree
of ownership concentration (Disp) and other control
variables in the model.

4 ANALYSIS OF EMPIRICAL RESULTS

4.1 Descriptive statistics

Table 1 shows that the mean value of the perks of the
state-owned enterprise is significantly reduced from
0.41 to 0.28 (2013), indicating that “eight provisions”
have a significant impact on the perks of the
state-owned enterprise, but little change for the private
enterprises. The total amount of the perks of the
state-owned enterprises is far more than that of the
private enterprises, but the level of mean value is low-
er than that of the private enterprises (Dong Meisheng,
2012). Figure 2 shows that the government continues
to limit the compensation of the executives of the
state-owned enterprise, but the monetary compensa-
tion of the executives is not significantly reduced, and
the change of annual mean value is little, with the
same conclusion of Shen Yifeng and Li Peigong
(2010). The expected effect of the ‘“compensation
limiting order” is not obvious, which is the same with
the perks. The compensation of some executives of the
state-owned enterprise is at a sky-high price, but the
average level still has a certain gap with that of the
private enterprises.

To calculate the comprehensive indicators of the
enterprise performance PEF, this paper adopts the
principal component analysis method to analyze four
performance variable indicators - TobinQ, ROE, ROA
and TTM. The test value of KMO is 0.7172, and the
statistics of Bartlett’s sphericity test is 4252.6, indi-
cating that there is a correlation between various indi-
cators of measuring performance, which is more suit-
able for the principal component analysis. The char-
acteristic root of the first principal component is 2.4,
greater than 1, while the characteristic root of the sec-
ond principal component is less than 1, so there is only

a need to extract the first principal component, thus
explaining 70.48% of the total variance. The first
principal component is represented as the linear com-
bination of various variables, so that the expression of
the comprehensive indicators of the enterprise per-
formance is as follows:

PEF=0.3651*TobinQ+0.47*ROE+0.6092*ROA+
0.5241*TTM )

The formula (2) can be used to calculate the value
of each enterprise performance PEF. The mean values
of the performance of the state-owned enterprises and
private enterprises each year are shown in Table 2,
which shows that the state-owned enterprise perfor-
mance is worse than the private enterprise perfor-
mance. Before policy implementation, the difference
between the changes of the state-owned enterprise
performance and the private enterprise performance is
fixed in 2011 and 2012, and the change trends are
basically the same, which are in line with the hypothe-
sis of DID application. However, after 2012, there are
different trends, of which the state-owned enterprise
performance continues to decline, while the private
enterprise performance basically remains unchanged.

4.2 Model result analysis

DID model results are shown in Table 3. DID coeffi-
cients of the interaction item of the model (1) (without
controlling over other variables) and model (2) (con-
trolling over other variables) are significantly negative,
indicating that eight provisions lead to decline of the
state-owned enterprise performance. Year2013 and
Year2014 of the model (3) analyze the changes in
2013 and 2014, and the coefficients are respectively
-0.37 and -0.60, which are reduced significantly. That
is, the first year of the policy implementation signifi-
cantly affects the enterprise performance, and even the
second year also has a further impact, indicating that
the central government constantly strengthens the
implementation of eight provisions. To reduce the
biased error of the sample selection, we use the kernel
matching propensity score matching to construct a
counter fact of the private enterprise that has a com-
mon supporting area with the state-owned enterprise,
so that DID estimation results are more reliable. After
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kernel matching PSM matching through controlling
over other variables, the number of samples after
matching is 2510, and DID estimation result is -0.245,
which is significantly negative at the level of 10% (see
the model (4) in Table 3). It supports the hypothesis
1b proposed previously, that is, the implementation of
eight provisions reduces the state-owned enterprise
performance.

To further analyze the impact of the perks of the
state-owned enterprises on the performance, this paper
adopts the grouping regression method to control over
the industry and annual years in the regression model,
and adopts White (1980) standard error to control over
the heteroscedasticity. The results are shown in Table
4. The model (5) is the whole sample estimation, the
models (6), (7), (8) are the samples of the state-owned
enterprise, and the models (9), (10), (11) are the sam-
ples of the private enterprise. As can be seen from the
table, the perks and enterprise performance do not
have a significant correlation in the whole enterprise
samples. However, the perks of the state-owned en-

Table 3. DID model results

terprises in 2011 and 2012 and the enterprise perfor-
mance have a significant negative correlation, and the
coefficients after 2013 are insignificantly positive,
indicating that, before introduction of the policy of
“eight provisions”, the perks of the state-owned enter-
prises and the enterprise performance have a negative
correlation, and the perks declines the enterprise per-
formance, but the reduction of the perks affects the
enterprise performance after 2013. The private enter-
prise does not have change in the process of imple-
mentation of “eight provisions”, and the perks and
enterprise performance are insignificantly reverse.

4.3 Robustness test

This paper also tests the robustness of the empirical
results through the following ways: (1) There is no
difference between results by the use of the method of
measuring the perks by the relative number of man-
agement expense ratio (James et al, 2000); (2) in terms
of the performance measurement indicators, TobinQ,

PEF Model (1) Model (2) Model (3) Model (4)
Year -0.16%* -0.09 0.08 -0.13*
(-2.54) (-0.82) (1.36) (-1.75)
SOEs -0.59%%%* 0.07 0.08 -0.36%**
(-7.41) (1.01) (1.01) (-4.38)
DID -0.21%* -0.48%** -0.245*
(-1.80) (-2.79) (-1.67)
Year 2013 -0.37%%*
(-3.46)
Year 2014 -0.60***
(-4.42)
Control variables No Yes Yes Yes
Adj-R2 0.09 0.31 0.33 0.03
Number of samples (N) 3044 3044 3044 2510

Notes: T values, ***, ** and * in the brackets respectively represent that they are significant at the level of 1%, 5% and 10%.

Table 4. Grouping regression model results

Whole samples State-owned enterprise

Private enterprise

Model (5) Model (6) Model (7) Model (8) Model (9) Model (10) Model (11)
2011-2014 2011-2014 2011-2012 2013-2014 2011-2014 2011-2012 2013-2014
Perk 0.024 -0.024 -0.111%%* 0.559 -0.056 -0.108 -0.045
(0.60) (-0.53) (-4.10) (1.47) (-0.83) (-1.32) (-0.50)
ExPay 0.649** 3.552%** 1.844%** 3.365%** 0.523%* 0.576* 0.630
(2.24) (3.06) (2.07) (2.82) (2.13) (1.70) (1.60)
Lev -4.347%** -4.862%** -3.640%** -5.350%** -4.232%%* -4.248%** -4.518%**
(-10.39) (-5.27) (-6.94) (-4.66) (-11.62) (-11.01) (-9.50)
Dual 0.032 0.023 0.067 -0.053 -0.010 -0.009 -0.152
(0.50) (0.21) 0.57) (-0.30) (-0.13) (-0.11) (-1.40)
Growth 0.003*** 0.008*** 0.007%*** 0.005* 0.003*** 0.002%** 0.006***
(5.47) (3.08) (2.65) (1.75) (4.91) (2.88) (3.49)
DirRatio -0.019 -0.055 0.099 -0.100 0.026 0.039 -0.011
(-0.50) (-0.85) (0.98) (-1.08) (0.59) (0.49) (-0.19)
Rent -0.076%** -0.106** -0.012 -0.163* -0.070%*** -0.036** -0.064***
(-4.62) (-2.30) (-0.73) (-1.94) (-5.20) (-2.19) (-4.01)
ExShare 0.002* -0.006 0.002 0.020 0.002* 0.001 0.003**
(1.84) (-0.59) 0.27) (1.26) (1.88) (0.92) (2.05)
Disp 0.003 0.001 0.000 0.003 0.007 0.004 0.005
(0.81) (0.15) (0.11) (0.73) (1.58) (1.16) (1.17)
_cons -3.749%** -4.832%* -4.901*** -4.731%%* -5.138%*** -5.534%** -4.9744%**
(-2.96) (-2.16) (-2.66) (-2.11) (-3.19) (-3.63) (-2.86)
Adj-R2 0.1844 0.2391 0.2525 0.2115 0.2166 0.2794 0.2247
N 3044 1092 546 546 1952 976 976

Notes: T values, ***, ** and * in the brackets respectively represent that they are significant at the level of 1%, 5% and 10%.
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ROA, ROE, TTM are used for DID regression, and
the result shows that ROA is not significant, but the
other three are significantly negative, with the same
conclusion; (3) this paper also uses PSM nearest
neighbor matching method and radius matching
method to match with two groups of enterprises based
on the data in 2011, so that various control variables
are balanced in the distribution of the treatment group
and control group, and the difference between the
mean values of two groups of concomitant variables is
less than 10%, and then DID is used to make analysis,
with the same conclusion. To sum up, the results are
robust.

5 CONCLUSION AND POLICY
RECOMMENDATIONS

This paper carries out the quasi-experimental research
through the policy implementation of “eight provi-
sions” by the use of DID, and finds that, compared
with the private enterprise, the state-owned enterprise
performance controlled by the local government is
declined after implementation of “eight provisions”.
The perks level has a significant negative correlation
with the state-owned enterprise performance before
2013, which is not conducive to enhance the perfor-
mance, but the perks becomes a way for the execu-
tives to obtain personal invisible welfare due to the
regulation of the compensation of the state-owned
enterprise. After implementation of “eight provisions”,
the reduction of a portion of perks has an impact on
the executive enthusiasm, so that the executive incen-
tive is limited, and the performance is also declined
compared with the private enterprise in the same pe-
riod.

According to the above conclusions, we propose the
following policy recommendations: (1) the perks has
indispensability in the business operation process,
which means that the perks is a double-edged sword,
but it is not realistic to completely avoid the perks.
Therefore, the state-owned enterprises should carry
out sub-item management of the perks of the execu-
tives, and identify the expenses of the specific projects,
in particular, restrict the enterprises with the specific
industries, and reduce non-normal expenses of the
perks. (2) In the case of the regulation of executive
compensation of the state-owned enterprises, there is a
need to improve the long-term performance evaluation
mechanism, and refer to the design of the private en-
terprises, such as bonus, stock option, job promotion
and other incentive ways of the executives, so that the
incentive ways could not be unitary. Especially in the
policy implementation of “eight provisions”, there is a
need to play a screening role of the external profes-
sional manager market, and select the competent
managers as the executives of the state-owned enter-
prises. (3) Due to weakening of the supervision role of
the enterprise ownership in the internal governance

mechanism of the state-owned enterprise, and gov-
ernance defects of the chairman and CEO, the super-
vision of the executive power is not in place. There-
fore, the improvement of the internal governance
mechanism of the enterprise can reduce unnecessary
perks of the managers, and help protect the interests of
the state and minority shareholders.
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