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On Optimal Incentive Combination of Top Executives
in State-owned Enterprises from the Perspective
of Principal Fairness Preference

YAN Yan-yang., JIN Peng
(College of Finance and Statistics s Hunan University , Changsha 410079, China)

Abstract: Based on the fairness preference of SOEs’ principals, this paper
studies the optimal incentive combination of top executives in state-owned enter-
prises by an extended model with explicit and implicit incentives. The results show
that, in order to reduce the utility losses caused by unfair income distribution of
top executives and avoid the efficiency losses begotten by the decrease in explicit
remuneration, the government authorities tend to provide implicit incentives in-
stead of explicit incentives, and as this fairness preference strengthens, the implic-
it contracts as the substitutes for explicit incentives significantly increase. These
results reflect that the implicit contracts are conducive to easing the social fairness
constraints based on showing consideration for incentive efficiency. But this func-
tion of implicit contracts is affected by the government authorities’” subjective abil-
ity of assessing top executive contribution, that is to say the weaker this ability is,
the worse the effect of government remuneration regulation policy is.

Key words: principal fairness preference; top executive in state-owned
enterprises; explicit incentive; implicit incentive; incentive combination
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