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Fairness Preference, Compensation Regulation
and Incentives of Senior Managers

in State-owned Enterprises
—Based on Behavior Contract Theory

HUANG Zai-sheng’ ?, WANG Yu'

(1. School of International Business Administration » Shanghai University of Finance
and Economics, Shanghai 200433, China ; 2. Shanghai Branch, Nanjing Politics
Institute of PLA . Shanghai 200433, China)

Abstract: Why does the supervision authority make strict regulations
on compensations of senior managers in state-owned enterprises during the
transition period? This paper builds a compensation-incentive model invol-
ving government fairness preference. It emphasizes that compensation regu-
lation is endogenously caused by government concern on social fairness and
the identities of senior managers in state-owned enterprises are ambiguous.
As a result of fairness preference on primary income distribution in state-
owned enterprises, there exists a tendency for the government to regulate
the senior managers’ compensations in state-owned enterprises. And the i-
dentity ambiguity of senior managers in state-owned enterprise directly leads
to the uncertainty of their reservation income, which provides a real basis for
the government to regulate the compensations of senior managers in stated-
owned enterprises.

Key words: compensation regulation; fairness preference; identity am-
biguity; reservation income (wHEHRE F—rb)
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