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Abstract: Based on the impact of industry extreme return on the attention of institutional investors,
taking Chinese A-share listed companies from 2011 to 2020 as a sample, this paper empirically tests
the relationship between institutional investors’ distraction and executive compensation stickiness
based on multiple regression analysis. The study finds that institutional investors’ distraction
promotes the executive compensation stickiness, which is more significant in the group of pressure-
resistant institutional investors. The mechanism test finds that based on the governance effect,
information effect and psychological effect, corporate external governance, stock price information
content and management anxiety play a partial intermediary role between institutional investors’
distraction and executive compensation stickiness. The moderating effect finds that the level of
corporate internal governance and managerial overconfidence will weaken the impact of institutional
investors’ distraction on executive compensation stickiness. In addition, the distraction behavior in
non-state-owned and western companies has a more significant economic impact.

Keywords: institutional investors’ distraction; executive compensation stickiness; multiple regression
analysis; governance effect; information effect; psychological effect

1. Introduction

Recently, the China Federation of Industry and Commerce issued a notice on further
supporting the healthy development of listed companies, encouraging and supporting long-
term institutional investors to enter the market, improving the structure of market investors
and improving the quality of listed companies. Thus, with the continuous improvement
of the Chinese capital market, the importance of institutional governance in enterprise
development and economic operation has become increasingly prominent. Take 2011–
2020 as an example: institutional investors’ holding ratios are more than half is as high
as 47.6%, and there are many kinds of them. Therefore, they have a strong motivation
to invest time and resources to help companies develop (Amin et al. 2015). However,
institutional investors’ attention is limited, and they can only use scarce cognitive resources
to maximize the return on asset allocation (Ni et al. 2020), which will produce a series
of economic consequences related to weak attention to stocks. At present, most of the
literature focuses on the institutional role in corporate governance and decision-making
(Shleifer and Vishny 1986; Xia Chen et al. 2007; Kim et al. 2019), but there is little research
on the relationship between the limited attention of institutional investors and corporate
governance.

At the beginning of the 21st century, the OECD stressed in its public report that the
core of enterprises is shareholders, and the interests of shareholders are fundamental.
However, due to the essential differences of interests between the governance and man-
agement, the relevant behaviors of the management will violate the core and fundamental
interests of the enterprise. Until now, the most authoritative modern theory believes that
a company is a set of expected values for the relationship between each stakeholder and
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the enterprise (Claessens 1997). Therefore, no matter whether the ultimate focus of the
enterprise is shareholders or stakeholders, it needs to balance the interest conflicts among
the governance, management and even stakeholders through a certain mechanism. Among
them, the executive compensation incentive is a topic of great concern. Fang (2009) took
Chinese listed companies from 2001 to 2007 as a sample, and used the Change and Level
model to propose for the first time that there is an asymmetric feature of executive com-
pensation to performance sensitivity. Later, this method and conclusion were widely used,
but most of them focused on the influencing factors of executive pay stickiness, such as the
independence of the board of directors, the nature of equity, the power of management and
other internal governance mechanisms (Xiude Chen et al. 2014; Brüggen and Zehnder 2014;
Lu et al. 2015; Lei and Guo 2017), and did not study the exogenous behavior of institutional
investors’ distraction.

Based on this, this paper refers to the research methods of Kempf et al. (2017), mea-
sures the degree of distraction of institutional investors from the exogenous perspective of
industry extreme return, and then studies its impact on executive compensation stickiness
of Chinese listed companies. The study finds that the degree of institutional investors’
distraction significantly increases the executive compensation stickiness, and corporate
internal governance plays a negative regulatory role between the two. In addition, the
significant positive correlation between the two is more obvious in the group of pressure-
resistant institutional investors. In the test of influence mechanism, this paper finds that
institutional investors’ distraction affects executive compensation stickiness through three
paths: external governance, stock price information content and management professional
anxiety. In the robustness test, by changing the measurement method of executive com-
pensation stickiness, PSM and the instrumental variable method, the conclusion is still
valid. Further in the analysis, this paper introduces managerial overconfidence as a regu-
lating variable, which weakens the positive impact of institutional investors’ distraction
on executive compensation stickiness. In addition, the sample is divided into state-owned
companies, non-state-owned companies, western and eastern companies according to the
nature of equity and the region where the company is located. It is found that the positive
effect of institutional investors’ distraction and executive compensation stickiness is more
obvious in non-state-owned and western companies.

Compared with existing research, the marginal contributions of this paper are, firstly,
that it enriches the research perspective of institutional investors, which is different from
the existing institutional investor shareholding ratio (Dong and Ozkan 2008; H. Gao et al.
2020), institutional investor sentiment (Verma and Soydemir 2009; X. Gao et al. 2021) and
field research of institutional investors (Hartzell and Starks 2003; Janakiraman et al. 2010)
as explanatory variables to explore the research on listed companies, which this paper does
by taking the degree of institutional investors’ distraction—which is not easy to observe—
as the explanatory variable, by taking the extreme rate of return of the industry as the
starting point to measure the degree of attention constraint of institutional investors and by
discussing the impact of this uneven distribution of attention on listed companies. Secondly,
it broadens the influencing factors of stickiness, and introduces the attention on the basis of
corporate governance at home and abroad (Bebchuk and Fried 2003; Jackson et al. 2008),
which is supplemented in the direction of stakeholders. Thirdly, the principal–agent theory,
information asymmetry theory and behavioral finance theory are organically combined to
verify the influence path of institutional investors’ distraction and executive compensation
stickiness, which is conducive to the integration of different disciplines in the research. In
addition, it also provides thinking for the financial supervision department to supervise
listed companies and stakeholders, improve the quality of listed companies and improve
the operating mechanism of the Chinese capital market.
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2. Theoretical Analysis and Research Assumptions
2.1. Institutional Investors’ Distraction and Executive Compensation Stickiness

According to the relevant contents of the optimal contract theory and the incentive
theory, there is a contractual relationship between shareholders and senior executives to
maintain and restrict the trading cooperation of both parties and seek the development of
the company on the premise of sharing the responsibility of risk (Gabaix and Landier 2008;
Edmans and Gabaix 2010). At the same time, shareholders need to pay certain amounts of
compensation to senior executives as incentives and warnings (Anderson et al. 2003). Ac-
cording to the incentive theory, the compensation of executives should be highly positively
correlated with the performance they create; that is, when the performance they create
rises, the compensation they receive should also rise relatively, which is the comprehensive
effect of positive reinforcement and negative reinforcement (Abudy et al. 2020). How-
ever, according to the descriptions of principal–agent theory and manager opportunism
theory, in fact, the management is responsible for the actual operation, development and
governance of the company, and there is a conflict of interest between the management
and shareholders. The motivation to pursue short-term interests will lead to the failure
to effectively perform the executive compensation contract (Sabac 2007). Balakrishnan
et al. (2014) showed that past decisions on cost structure determine the magnitude of costs
controllable in the short-term and induce non-stationarity in the elasticity of sales, general
and administrative costs. Thus, long-run cost structure decisions impact the ability to detect
short-term cost management decisions (Banker and Byzalov 2014; Shust and Weiss 2014).
Ibrahim and Ezat (2017) summarized the existing explanations of stickiness into adjustment
costs, managerial expectations and opportunism. When corporate performance declines, if
shareholders impose excessive punishment, it will cause professional managers to leave,
which will increase the transaction cost of rehiring senior executives and the potential cost
of the handover. Therefore, shareholders generally have a “failure tolerance” mentality
towards senior executives (Gibbons and Murphy 2004). Guenther et al. (2014) pointed out
that managerial expectations also affect stickiness, and optimistic and pessimistic managers
show different coping modes when facing performance fluctuations. In contrast, manage-
rial opportunism is more appropriate to explain the stickiness of executive compensation.
Sun and Liu (2004), based on the concept of contract, efficiency and opportunism, believed
that senior executives are self-interested and risk-averse, and they will maximize their
own interests from the salary and resources they can control in the face of performance
fluctuations.

Institutional activism theory pointed out that after the 1980s, institutional investors,
with their excellent investment management teams, rich market resources and their own
objectivity and completeness, helped the corporate all-round development of operations
and management (Mahoney and Mahoney and Mahoney 1993). However, attention is a
scarce resource, and institutional investors will pay special attention to some key com-
panies affected by exogenous shocks, resulting in uneven distribution of attention and
affecting enterprise operations (Alnaes et al. 2014). Firstly, based on the governance effect
of principal–agent theory, institutional investors’ distraction weakens external governance,
thus reducing the role of supervision and restraint on the company, and provides conditions
for managerial opportunism. Moreover, institutional investors, as “wind vanes”, have
a guiding influence on the government, individual investors, enterprise consumers, etc.
When institutional investors pay less attention to companies, the degree of supervision
of companies by some stakeholders decreases, weakening the effectiveness of the board
of directors (Yang et al. 2021). Chan et al. (2021) also proposed that the weakening of
institutional investor supervision will also affect the work quality of external auditors and
reduce the audit effectiveness. In this regard, managers are more qualified to start from
their own interests, improve the room for speculation, attribute the rise of performance
to their own efforts, and instead attribute the decline of performance to external macro
conditions.
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Secondly, based on the information effect of information asymmetry theory, insti-
tutional investors’ distraction will reduce the amount of information they collect from
companies with weak attention, weaken external supervision, reduce the degree of corpo-
rate information disclosure and increase information asymmetry. The institutional team
has rich information, which can optimize the supply chain and reduce internal and external
corporate information asymmetry (Spicer 1978). In addition, the interests of institutional in-
vestors and shareholders are more consistent. In terms of company operation, management
and market conditions, shareholders can be informed through voting at the general meeting
of shareholders, private negotiation, explanatory letters and other methods, so that they
can have a more comprehensive understanding of corporate information (Wang et al. 2009).
Institutional research reports are more authoritative and comprehensive, and have the
function of guiding investors. When institutional investors are distracted, the amount
of research information reports on companies with weak attention decreases, and the
information asymmetry with shareholders increases. For the management, in order to
protect their own interests, they are motivated to disclose opportunistic reports and falsely
increase the business performance of the enterprise; for shareholders, external supervision
is weakened. In order to save information costs, they are motivated to reduce the terms of
the information disclosure report, especially the voluntary disclosure part (Abramova et al.
2021). This will reduce the information content of listed corporate share prices and increase
the asymmetry with external information, so as to facilitate the management to improve
performance and compensation.

Finally, based on the psychological effect of behavioral finance theory, institutional
investors’ distraction affects the operation and development of the company. As managers,
they inevitably form professional anxiety, reduce the development expectations of the
company and further promote their short-sighted interests. When institutional investors’
attention decreases, their attention to the corporate market decreases, reducing the cor-
poration’s precise control over external operations and affecting corporate performance
(Li et al. 2014). Its attention to the overall operation of the company is reduced, its contact
with shareholders is reduced and the conflict of interest between the management and
the investors is increased. Its supervision is weakened and the authenticity, effectiveness
and integrity of the corporate external information disclosure are reduced—especially the
voluntary disclosure, which reduces public trust. Faced with all kinds of adverse factors,
the management of listed companies, in order to ensure stable business performance and
maintain their reputation, often show professional anxiety, which is the response brought
by the role effect. Because institutional governance belongs to the third-party’s governance,
the management cannot predict the behavior of the institutional investors in time. When
institutional investors are distracted, this has a confirmation deviation from the psycho-
logical expectations of the management. This is especially so for pessimistic managers, as
they have more decision-making motivation, adopt short-sighted behavior, use their power
to improve compensation and maintain good public awareness (Anderson et al. 2003).
Accordingly, this paper proposes the hypothesis H1:

Hypothesis H1: institutional investors’ distraction promotes executive compensation stickiness.

2.2. The Moderating Role of Corporate Internal Governance

The corporate internal governance mainly involves the allocation of rights, respon-
sibilities and mutual checks and balances between the governance subjects within the
organizational boundaries (Hu et al. 2010). There are various connections between listed
companies and their controlling shareholders. For example, if the controlling shareholders
are “dominated by one”, the management will have the opportunity to use the controlling
shareholders to carry out “tunneling behavior” and damage the interests of the group.
When the equity structure of listed companies is reasonable, shareholders will take the
coordinated development of the group as the main goal, and do not focus on individual
cost-effectiveness, so as to better alleviate the agency contradiction. The board of directors
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play the core role in corporate governance, which is not only as the agent of shareholders,
but also as the trustor and supervisor of managers (Solomon 2020). As an independent
director, they have no important business connection with the company, but they can judge
the important affairs of the company, and with their professional ability, they can find out
the short-sighted behavior of managers in time and curb it (K. Ye et al. 2007). It can also
put forward optimization suggestions for management decisions, improve management
expectations and alleviate career anxiety (Aghion et al. 2013). In addition, independent
directors can also exert social influence, effectively supervise the corporate information
disclosure behavior, alleviate the internal and external corporate information asymmetry
and make up for the economic impact caused by the attention to a certain extent. The
board of supervisors mainly supervises the corporate activities, prevents the board of
directors and the management from abusing power, effectively reduces the opportunism
of managers and protects the interests of employees and shareholders (El-habashy 2019).
Finally, as the trustee of shareholders’ wealth, the management is also an economic person
who pursues the maximization of interests. If shareholders set up a good incentive and
restraint mechanism, it will effectively alleviate the agency conflict (Shleifer and Vishny
1997). Accordingly, this paper proposes the hypothesis H2:

Hypothesis H2: a high level of corporate internal governance will weaken the role of institutional
investors’ distraction in promoting executive compensation stickiness.

3. Research Design
3.1. Sample Selection and Data Sources

This paper selects A-share listed companies in Shanghai and Shenzhen from 2011 to
2020 as the research sample and mainly researches the relationship between institutional
investors’ distraction and executive compensation stickiness. This paper mainly adopts the
following processing to ensure the validity of the data and empirical results: companies
that exclude ST and *ST, exclude financial and insurance companies, eliminate companies
with incomplete data of relevant variables. Through the above processing, a total of 11,920
samples were screened. The data were from the CSMAR database.

3.2. Definition of Major Variables

(1) Executive compensation stickiness (NX). The stickiness of executive compensation
refers to a phenomenon that the sensitivity of executive compensation to corporate perfor-
mance when corporate performance rises is greater than that of executive compensation to
corporate performance when corporate performance declines (Fang 2009). According to the
definition, this paper calculates the sensitivity and mean value of executive compensation
to the corporate performance during the rise and decline of performance in five years. The
difference between the two means is the executive compensation stickiness.

(2) Institutional investors’ distraction (Inatt). Referring to the method of Kempf et al.
(2017), this paper constructs the degree of distraction based on the extreme rate of return of
the industry, and the formula is as follows:

RInd,i,t =

∑
i

zInd,i,t × rInd,i,t

∑
i

zInd,i,t
(1)

Inatti,t = ∑
n∈Nt−1

∑
Ind 6=Indt

wi,n,t−1 × wInd
n,t−1 × DInd

t (2)

RInd,i,t is the industry Ind’s yield in year t, ZInd,i,t is the total market value of company
i in industry Ind in year t and rInd,i,t refers to the individual stock return rate of company i
in industry Ind in year t. If the industry Ind company i belongs to different industries, and
the yield of industry Ind in period t is the highest or lowest among all industries in the
current period, DInd

t takes 1 and vice versa takes 0. Nt−1 refers to all institutional investors
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owned by company i at the end of t − 1. wInd
n,t−1 refers to the proportion of the market value

of industrial Ind companies held by institutional investors in the total market value of the
stock portfolio at the end of t − 1. wi,n,t−1 is the importance of institutional investor n to
company i, which is jointly determined by the shareholding ratio of institutional investor
n to company i at the end of t − 1 and the proportion of the market value of company i
shares held by institutional investor n to the total market value of its stock portfolio. The
formula is as follows:

wi,n,t−1 =
QPIweighti,n,t−1 + QpercOwni,n,t−1

∑
n∈Nt−1

(QPIweighti,n,t−1 + QpercOwni,n,t−1)
(3)

QPIweighti,n,t−1 and QpercOwni,n,t−1 is the proportion of the market value of company
i shares held by institutional investor n in the total market value of its stock portfolio and
the proportion of institutional investors’ holdings of company i at the end of t − 1, which
is divided into five equal parts in descending order and assigned 1–5 in order to prevent
the impact of extreme values on the model. Finally, put wi,n,t−1 into (1) to obtain the final
distraction degree.

(3) Internal corporate governance (Ingov). This paper refers to Florackis’s (2005)
summary of corporate governance, and uses the principal component analysis method to
build the internal governance index ingov according to four dimensions and eight indicators:
the general meeting of shareholders (shareholding ratio of major shareholders, equity
checks and balances), the board of directors (size of the board of directors, independence of
the board of directors), the board of supervisors (size of the board of supervisors), and the
management (shareholding ratio of senior executives, whether the chairman and general
manager hold concurrent posts, and the number of senior executives).

(4) See Table 1 for the specific definitions of control variables.

Table 1. Variable definition table.

Variable Category Variable Name Variable Symbol Variable Measure

Explained Variable Executive compensation
stickiness NX 3.2

Explanatory Variable Institutional investors’
distraction Inatt Formula (2)

Moderating Variable Internal governance of the
company Ingov 3.2

Control Variable

Hold two jobs Dual If chairman and general manager are the same, 1; otherwise, 0

Share Share Shareholding ratio of the largest shareholder

Equity checks and balances Balance
Total shareholding ratio of the second to tenth largest

shareholders/shareholding ratio of the first largest
shareholder

Shareholding ratio of
institutional investors IIS Number of shares held by institutional investors at the end of

the year/number of outstanding shares at the end of the year

Central government control CG The ultimate controllers are national institutions, 1;
otherwise, 0

Board independence Indd Number of independent directors/number of total directors

Audit quality AQ Auditors from the big four, 1; otherwise, 0

Place Place If the company is in the west, 1; otherwise, 0

Company size Lnsize Natural logarithm of total assets of the company

Capital intensity CAP Total assets/total revenue

Asset-liability ratio Lev Total liabilities at the year end/total assets at the year end

Rate of return on common
stockholders’ equity ROE Total net profit/total net assets at the year end

Cash asset ratio Cash Total cash at the year end/total assets at the year end

Growth ability Growth Growth rate of operating revenue
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3.3. Model Construction

(1) In order to verify the executive compensation stickiness, and referring to the
research method of Fang (2009), the model is as follows:

Lnpayi,t = α0 + α1Lnper fi,t + α2Lnper fi,t × Downi,t + α3Downi,t
+α4Duali,t + α5Sharei,t + α6CGi,t + α7 Inddi,t + α8Placei,t + α9Lnsizei,t
+α9Levi,t + α10ROE + α11∑ Yeari,t + α11∑ Industryi,t+εi,t

(4)

Lnpay means the natural logarithm of the total remuneration of the top three executives;
Lnperf means the natural logarithm of the corporate operating income; Down means when
the company’s year-on-year performance decreases, take 1, and vice versa, take 0. If
α1 > α1+α2, it indicates that the executive compensation stickiness exists.

(2) In order to verify the main effect hypothesis proposed by H1, constructing a
multiple regression model is as follows:

NXi,t = β0 + β1 Inatti,t + β2Duali,t + β3Sharei,t + β4Balancei,t + β5 I ISi,t
+β6CGi,t + β7 Inddi,t + β8 AQi,t + β9Placei,t + β10Lnsizei,t + β11CAPi,t + β12Levi,t
+β13ROEi,t + β14Cashi,t + β15Growthi,t + β16∑ Industryi,t + β17∑ Yeari,t + εi,t

(5)

In Formula (5), if β1 is significantly positive, it indicates that the institutional investors’
distraction promotes the executive compensation stickiness.

(3) In order to verify the hypothesis of the regulatory effect of corporate internal
governance proposed by H2, and in constructing an interactive term (Inatt × Ingov), the
regression model is as follows:

NXi,t = γ0 + γ1 Inatti,t + γ2 Inatti,t × Ingovi,t + γ3 Ingovi,t + γ4Duali,t
+γ5Sharei,t + γ6Balancei,t + γ7 I ISi,t + γ8CGi,t + γ9 Inddi,t + γ10 AQi,t
+γ11Placei,t + γ12Lnsizei,t + γ13CAPi,t + γ14Levi,t + γ15ROEi,t
+γ16Cashi,t + γ17Growthi,t + γ18∑ Industryi,t + γ19∑ Yeari,t + εi,t

(6)

In Formula (6), if γ2 and Formula (5) β1 when the coefficient is opposite—that is, it
is significantly negative—it indicates that high-level corporate internal governance will
weaken the promotion of distraction on stickiness.

(4) In order to verify the heterogeneity of institutional investors and referring to
Brickley et al. (1988), we divided institutional investors into pressure-resistant institutional
investors and pressure-sensitive institutional investors for grouping regression. The model
is as follows:

NXi,t = λ0 + λ1Rinatti,t + λ2Duali,t + λ3Sharei,t + λ4Balancei,t + λ5 I ISi,t
+λ6CGi,t + λ7 Inddi,t + λ8 AQi,t + λ9Placei,t + λ10Lnsizei,t + λ11CAPi,t + λ12Levi,t
+λ13ROEi,t + λ14Cashi,t + λ15Growthi,t + λ16∑ Industryi,t + λ17∑ Yeari,t + εi,t

(7)

NXi,t = µ0 + µ1Sinatti,t + µ2Duali,t + µ3Sharei,t + µ4Balancei,t + µ5 I ISi,t
+µ6CGi,t + µ7 Inddi,t + µ8 AQi,t + µ9Placei,t + µ10Lnsizei,t + µ11CAPi,t + µ12Levi,t
+µ13ROEi,t + µ14Cashi,t + µ15Growthi,t + µ16∑ Industryi,t + µ17∑ Yeari,t + εi,t

(8)

Rinatti,t refers to the pressure-resistant institutional investors’ distraction, and Sinatti,t
refers to the pressure-sensitive institutional investors’ distraction. If the two groups pass the
SUR test of seemingly unrelated models, this indicates that there is a significant difference
between the two groups (Lian and Liao 2017).

4. Empirical Analysis
4.1. Descriptive Statistics

According to Table 2, the companies selected are universal, cover the basic situation
and conform to modern corporate governance theory.
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Table 2. Descriptive Statistics of Main Variables.

Variable Observed Value Mean SD Min Max

NX 11,920 2.5077 7.3508 −9.6287 59.5277

Inatt 11,920 0.0434 0.0292 0.0002 0.1248

Ingov 11,920 0 0.5183 −2.0235 1.7991

Dual 11,920 0.2348 0.4329 0 1

Share 11,920 0.3336 0.1492 0.0029 0.8999

Balance 11,920 0.6985 0.5993 0.0056 3.9218

IIS 11,920 0.4668 0.2274 0.0001 0.9800

CG 11,920 0.4168 0.4930 0 1

Indd 11,920 0.3703 0.0585 0 0.8571

AQ 11,920 0.0694 0.2542 0 1

Place 11,920 0.2533 0.7544 0 1

Lnsize 11,920 3.1133 0.0579 2.7826 3.3413

CAP 11,920 2.8126 4.9112 0.0886 221.1010

Lev 11,920 0.4726 0.2567 −0.1946 8.6117

ROE 11,920 0.0611 0.2279 −7.0914 8.7151

Cash 11,920 0.1496 0.1181 0.0002 0.9927

Growth 11,920 0.3054 0.8229 −2.6833 9.9705

4.2. Correlation Analysis

Table 3 shows that executive compensation stickiness (NX) is significantly positively
correlated with institutional investors’ distraction (Inatt) and negatively correlated with cor-
porate internal governance (Ingov). It also preliminarily shows that institutional investors’
distraction may promote executive compensation stickiness, and the level of corporate
internal governance will affect the relationship between the two, which needs further
empirical research. In addition, the correlation coefficients between most variables are
below 0.5, which indicates that the probability of multicollinearity between variables in the
regression model is very low.

Table 3. Correlation coefficient matrix.

NX Inatt Ingov Dual Share Balance IIS

NX 1.0000

Inatt 0.0207
*** 1.0000

Ingov −0.0022
** −0.0047 1.0000

Dual 0.0060 0.0069 0.5228
*** 1.0000

Share 0.0217
**

0.0448
***

−0.5181
***

−0.0699
*** 1.0000

Balance −0.0119 −0.0432
***

0.6197
***

0.0544
***

−0.6641
*** 1.0000

IIS −0.0092 −0.0074 −0.5400
***

−0.1790
***

0.5801
***

−0.1921
*** 1.0000
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Table 3. Cont.

NX Inatt Ingov Dual Share Balance IIS

NX Inatt Ingov Dual Share Balance IIS

CG −0.0041 −0.0148
**

0.5257
***

−0.0628
***

0.2335
***

0.2226
***

0.3756
***

Indd −0.0016 −0.0310
***

−0.0170
*

0.0622
***

0.0271
***

−0.0291
*** −0.0088

AQ 0.0202
**

−0.0195
**

−0.1348
***

−0.0560
***

0.1574
***

−0.0179
**

0.2537
***

Place 0.0262
***

0.0768
***

−0.0997
***

−0.0505
***

0.0161
*

−0.0369
***

0.0256
***

Lnsize 0.0020 −0.1242
***

−0.2941
***

−0.1203
***

0.2130
***

−0.0418
***

0.4418
***

CAP −0.0189
** 0.0020 0.0310

*** 0.0065 −0.0499
***

0.0620
*** −0.0012

Lev −0.0241
*** −0.0115 0.2270

***
−0.0753

***
0.0695

***
−0.0816

***
0.1787

***

ROE 0.0235
*** 0.0014 −0.0127 −0.0013 0.0800

***
−0.0194

**
0.1127

***

Cash 0.0329
***

0.0328
***

0.1075
***

0.0710
***

0.0479
*** 0.0123 0.0047

Growth −0.0343
*** 0.0052 0.0270

*** 0.0068 0.0148 0.0088 0.0134

CG Indd AQ Place Lnsize CAP Lev ROE Cash Growth

CG 1.0000

Indd −0.0321
*** 1.0000

AQ 0.1317
***

0.0538
*** 1.0000

Place 0.0355
*** −0.0079 −0.0307

*** 1.0000

Lnsize 0.2901
***

0.0507
***

0.3525
***

−0.0240
*** 1.0000

CAP −0.0325
***

0.0180
** −0.0127 0.0315

*** −0.0023 1.0000

Lev 0.2141
*** 0.0008 0.0889

***
0.0370

***
0.3943

***
−0.0248

*** 1.0000

ROE −0.0045 −0.0066 0.0488
*** −0.0015 0.0918

*** 0.0111 −0.1001
*** 1.0000

Cash −0.0561
*** −0.0045 −0.0500

*** −0.0026 −0.2416
***

−0.0310
***

−0.3515
***

0.1026
*** 1.0000

Growth 0.0009 0.0072 −0.0020 0.0054 0.0293
***

0.1028
***

0.0625
***

0.0354
***

0.0633
*** 1.0000

Note: “*”,“**” and “***” are significant at 10%, 5% and 1%, respectively.

4.3. Regression Analysis

In Table 4, the Chinese executive compensation stickiness exists. In Table 5 (1), the
regression coefficient institutional investors’ distraction (Inatt) is 4.4354, which is significant
at the level of 1%, indicating that institutional investors’ distraction (Inatt) is significantly
positively correlated with executive compensation stickiness (NX), and hypothesis H1 is
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verified. In Table 5 (2), the interaction term (Inatt × Ingov) is −4.7995 and significant at
the level of 1%, which is opposite to the regression coefficient of institutional investors’
distraction (Inatt) in Table 5 (1), indicating that corporate internal governance plays a
negative regulatory role in the main effect, and hypothesis H2 is verified. In Table 5 (3)
(4), the pressure-resistant institutional investors’ distraction (Rinatt) is significantly posi-
tively correlated with executive compensation stickiness (NX), but the pressure-sensitive
institutional investors’ distraction (Sinatt) is not significant. Through the SUR test, the
corresponding coefficient p-value < 0.01 shows that there is a significant difference in the
distraction coefficient between the two groups.

Table 4. Verify the regression results of executive compensation stickiness.

Variable Lnpay

Lnperf 0.1291 ***
(13.92)

Lnperf × Down −0.0230 ***
(−3.13)

Down 0.4318 ***
(2.67)

Dual 0.0838 ***
(6.23)

Share −0.5103 ***
(−12.89)

CG −0.0988 ***
(−7.96)

Indd −0.1452
(−1.54)

Place −0.032 ***
(−4.35)

Lnsize 4.0663 ***
(17.73)

Lev −0.3295 ***
(−13.78)

ROE 0.0040
(1.19)

Cons −0.9057 *
(−1.72)

Year YES

Industry YES

Adj.R2 37.83%

F 202.44 ***
Note: T Value is shown in brackets. The same below. “*” and “***” are significant at 10% and 1%, respectively.
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Table 5. Text effect regression results.

Variable
NX

(1) (2) (3) (4)

Inatt 4.4354 ***
(2.90)

3.6836 **
(2.51)

Rinatt 9.4353 ***
(3.00)

Sinatt 4.3538
(1.30)

Inatt × Ingov −4.7995 ***
(−3.10)

Control Variables YES YES YES YES

Year YES YES YES YES

Industry YES YES YES YES

Adj.R2 13.60% 14.30% 13.60% 13.40%

F 3.86 *** 4.00 *** 3.89 *** 3.73 ***
Note: “**” and “***” are significant at 5% and 1%, respectively.

4.4. Mechanism Test

As mentioned above, this paper explores three possible paths that may affect the
viscous effect of institutional investors’ distraction on executive compensation, namely,
corporate external governance, stock price information content and management profes-
sional anxiety.

1. Corporate external governance. Based on the governance effect of the principal–
agent theory, the institutional investors’ distraction weakens the external governance, thus
reducing the role of supervision and restraint on the company. Managers are more qualified
to proceed from their own interests, improve the space for speculation, attribute the rise of
performance to their own efforts and instead attribute the decline of performance to external
macro conditions. This refers to the method of C. Ye et al. (2015) and uses principal compo-
nent analysis to build an external governance comprehensive index (Exgov) according to
two dimensions and seven indicators of stakeholders (institutional investor shareholding
ratio, investor confidence index, investors’ sentiment index, consumer confidence index)
and economic information regulation (industry regulatory legal level, media attention,
financing constraints). The investor confidence index (ICI) and consumer confidence index
(CCI) are directly derived from the CSMAR database, indicating the evaluation of and
subjective psychological feelings of investors and consumers towards the current economic
situation (Liu 2006). The investor sentiment index (ISI) represents the investment willing-
ness and trend expectation of different investors for the future market. The calculation
method is shown in Formula (9) (Wei et al. 2014). The law level of industry regulation (Law)
is the number of regulatory laws related to the industry in a certain year. Media attention
(Media) refers to the number of media reports of the listed company in a certain year. The
statistics in this paper include eight mainstream financial newspapers and more than five
hundred other important newspapers and periodicals, and the data come from the eagle
eye speed network. Financing constraint (SA) refers to the phenomenon that the external
financing cost is higher than the internal capital cost. See Formula (10) for the calculation
method (Hadlock and Pierce 2010).

ISIt = 0.634NAt + 0.536Turnt−1 + 0.391CCIt−1 + 0.272DCEFt−1 + 0.079NIPOt + 0.552RIPOt (9)

SA = −0.737Lnsize + 0.043Lnsize2 − 0.040Age (10)
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In Formula (9), NAt refers to the number of new accounts opened in the current
period, Turnt−1 is the market turnover rate of the previous period, CCIt−1 is the consumer
confidence index of the previous period, DCEFt−1 is the discount rate of closed-end funds in
the previous period, NIPOt refers to the number of new shares issued in the current period
and RIPOt refers to the yield on the first day of IPO of the current period. In Equation (10),
Age is the current corporate observation year–the corporate establishment year.

It uses the stepwise regression method to test the intermediary role of corporate exter-
nal governance. In Table 6 (1), the coefficient of institutional investors’ distraction (Inatt)
is −4.7321 and is significant at the 1% level, the external governance (Exgov) coefficient
is −0.1886 and is significant at the 1% level, the institutional investor distraction (Inatt)
coefficient is 3.1429 and is significant at the 5% level (which is lower than the total effect
coefficient of 4.4354 in Table 5 (1)) and the intermediary effect is 0.2012, so the corporate
external governance belongs to partial intermediary in the total effect.

Table 6. Regression results of corporate external governance mechanism test.

Variable
Exgov NX

(1) (2)

Inatt −4.7321 ***
(−28.81)

3.1429 **
(2.07)

Exgov −0.1886 ***
(−3.34)

Control Variables YES YES

Year YES YES

Industry YES YES

Adj.R2 27.06% 13.40%

F 263.84 *** 3.25 ***
Note: “**” and “***” are significant at 5% and 1%, respectively.

2. Stock price information content. Based on the information effect of information
asymmetry theory, institutional investors’ distraction will reduce the amount of information
they collect from companies with weak attention, weaken external supervision, reduce
the degree of corporate information disclosure and increase information asymmetry. For
institutions, the amount of research information reports on companies with weak attention
decreases, increasing the information asymmetry with shareholders. For the management,
in order to protect their own interests they are motivated to disclose opportunistic reports
and falsely increase the business performance of the enterprise. For shareholders, the
external supervision is weakened. In order to save information costs, they are motivated to
reduce the terms of information disclosure reports, which will reduce the information con-
tent of listed corporate share prices and increase the asymmetry with external information,
so as to facilitate the management to improve performance and compensation. Referring to
the method of Morck et al. (2000), the stock price information content (PI) is constructed
as follows:

ri,t = δi + ηrm,t + εi,t (11)

PI = log(
1− R2

R2 ) (12)

In Equation (11), ri,t refers to the return rate of individual shares of the ith listed
company in week t and rm,t refers to the market return rate of the i company in each sub
market in the t week (weighted average method of current market capitalization). Its
coefficient of determination R2 represents the interpretation part of market fluctuations,
and 1 − R2 represents the corporate characteristic information. Since the value of 1 − R2
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is between 0–1, it is convenient for empirical testing, so log conversion is carried out as
shown in Formula (12) (Venkatesh 1989).

According to Table 7, due to the same reason, the stock price information content (PI)
belongs to some intermediaries in the total effect.

Table 7. Regression results of stock price information content mechanism test.

Variable
PI NX

(1) (2)

Inatt −1.4573 ***
(−4.91)

4.3084 **
(2.03)

PI −0.0355 **
(−2.45)

Control Variables YES YES

Year YES YES

Industry YES YES

Adj.R2 26.37% 13.10%

F 48.36 *** 3.05 ***
Note: “**” and “***” are significant at 5% and 1%, respectively.

3. Management occupational anxiety. Based on the psychological effect of behavioral
finance theory, the institutional investors’ distraction affects the operation and development
of the company. As the management, they inevitably form professional anxiety and reduce
the development expectation of the company. Because institutional governance belongs to
the third-party governance, the management cannot predict the behavior of institutional
investors in time. When institutional investors are distracted, this has a confirmation
deviation from the psychological expectations of the management. Pessimistic managers
especially have more decision-making motivation to enact short-sighted behavior and use
their power to improve their compensations. This refers to the method of Zhang et al.
(2022) and measures management occupational anxiety (ANX) with the excess turnover
rate. The higher the excess turnover rate and the more short-term traders, the greater the
pressure on short-term performance and career anxiety faced by the management.

According to Table 8, due to the same reason, the management occupational anxiety
(ANX) belongs to part of the intermediary in the total effect.

Table 8. Regression results of occupational anxiety mechanism test of management.

Variable
ANX NX

(1) (2)

Inatt 1.7540 ***
(14.66)

4.1297 **
(1.97)

ANX 0.1742 ***
(2.78)

Control Variables YES YES

Year YES YES

Industry YES YES

Adj.R2 15.93% 13.90%

F 39.23 *** 3.20 ***
Note: “**” and “***” are significant at 5% and 1%, respectively.
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5. Robustness Test
5.1. Change the Variable Measurement Method

In order to avoid empirical errors, this paper refers to the method of Fang (2009)
and takes the net profit after excluding non-recurring profits and losses as the measure-
ment index of the corporate performance, so as to reverify the existence of executive
compensation stickiness in China and calculate executive compensation stickiness (NX).
In Tables 9 and 10, the interaction item (Lnperf × Down) is −0.0298, which is significant at
the 1% level. The executive compensation stickiness exists. The main effect of institutional
investors’ distraction (Inatt) and executive compensation stickiness (NX), the moderat-
ing effect of corporate internal governance (Ingov) and the heterogeneity of institutional
investors are still valid.

Table 9. Robustness test: verify the regression results of executive compensation stickiness.

Variable. Lnpay

Lnperf 0.1675 ***
(21.77)

Lnperf × Down −0.0298 ***
(−4.05)

Down 0.5995 ***
(4.28)

Dual 0.0784 ***
(5.63)

Share −0.5879 ***
(−14.50)

CG −0.0379 ***
(−2.93)

Indd −0.1422
(−1.47)

Place −0.0299 ***
(−3.85)

Lnsize 3.1321 ***
(14.61)

Lev −0.0878 **
(−2.47)

ROE 0.0134
(0.28)

Cons 1.4795 ***
(2.66)

Year YES

Industry YES

Adj.R2 40.09%

F 199.78 ***
Note: “**” and “***” are significant at 5% and 1%, respectively.
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Table 10. Robustness test: change the regression result of executive compensation stickiness measurement.

Variable
NX

(1) (2) (3) (4)

Inatt 2.2177 ***
(4.65)

2.0922 ***
(4.19)

Rinatt 4.0450 ***
(5.93)

Sinatt 0.9843
(1.02)

Inatt × Ingov −0.8125 ***
(−2.91)

Control Variables YES YES YES YES

Year YES YES YES YES

Industry YES YES YES YES

Adj.R2 16.80% 17.40% 17.90% 13.50%

F 6.41 *** 6.23 *** 7.32 *** 5.03 ***
Note: “***” is significant at 1%.

5.2. Endogenous Test

1. Propensity score matching PSM method. This paper uses the PSM method, which
can alleviate the sample selection bias. Based on the above analysis, this paper selects
institutional investor shareholding ratio (IIS), investor confidence (ICI), investor sentiment
(ISI), consumer confidence (CCI), industry regulatory legal level (Law), media attention
(Media), financing constraints (SA), stock price information content (PI) and management
anxiety (ANX) as covariates, and constructs binary dummy variables according to the
median of institutional investor distraction (Inatt) for one-to-one nearest neighbor matching.
The corresponding t value of participants’ average processing effect (ATT) is 2.66 and is
significant at the 1% level. After matching, the absolute value of standardization deviation
decreases sharply and both are less than 10%, indicating that the matching quality is good.
In addition, there is no significant difference between the matched control group and the
control group, which meets the balance assumption. See Table 11 for the specific results.
After matching, the samples continue to be regressed, and the significance and symbol
of the main variables have not changed, and the results are robust. See Table 12 for the
specific results.

2. Instrumental variable IV method. Referring to the method of Han et al. (2018), it
takes the extreme weather in the city where the headquarters of listed companies are located
and the explanatory variable (Linatt) with a lag of one period as instrumental variables, and
solves the endogenous problem caused by the interaction of variables through two-stage
least squares regression. Extreme weather is defined as the proportion of the days in which
the minimum temperature is lower than −10 ◦C, the maximum temperature is higher than
38 ◦C or the precipitation is more than 50 mm in the city where the headquarters of the
company is located in that year. The data come from the Chinese Meteorological Science
Data Sharing Service Platform (Han et al. 2018). Table 13 shows that the p value of Sargan
test is greater than 0.1, and the accepted tool variables are exogenous assumptions, so
there is no over identification problem. The regression coefficient of institutional investors’
distraction (Inatt) is significantly positive, and the result is stable.
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Table 11. Robustness test: PSM matching results.

Variable Match
Average

% Bias t p > |t|
(Inatt = 1) (Inatt = 0)

IIS
Unmatched 0.46 0.47 −1.3 −0.65 0.517

Matched 0.46 0.46 −0.1 −0.07 0.941

ICI
Unmatched 110.19 111.08 −9.2 −4.69 0.000

Matched 110.19 110.26 −0.7 −0.36 0.721

ISI
Unmatched 53.58 52.92 3.7 1.89 0.059

Matched 53.58 53.54 0.3 0.13 0.898

CCI
Unmatched 110.19 111.08 −9.2 −4.69 0.000

Matched 110.19 110.26 −0.7 −0.36 0.721

Law
Unmatched 5.09 5.49 −6.7 −3.43 0.001

Matched 5.09 4.98 1.8 0.96 0.338

Media
Unmatched 11.58 11.31 1.2 0.61 0.545

Matched 11.58 11.55 0.1 0.05 0.960

SA
Unmatched −3.78 −3.78 1.3 0.64 0.522

Matched −3.78 −3.78 0.4 0.19 0.848

PI
Unmatched −0.34 −0.34 0.3 0.16 0.872

Matched −0.34 −0.33 −1.0 −0.54 0.589

ANX
Unmatched 4.85 4.61 6.7 3.42 0.001

Matched 4.85 4.80 1.5 0.77 0.442

Table 12. Robustness test: Post PSM regression results.

Variable
NX

(1) (2) (3) (4)

Inatt 6.8521 ***
(2.77)

4.7627 *
(1.69)

Rinatt 10.2402 ***
(3.13)

Sinatt 8.1534
(1.23)

Inatt × Ingov −14.4421 ***
(−2.77)

Control Variables YES YES YES YES

Year YES YES YES YES

Industry YES YES YES YES

Adj.R2 13.30% 14.80% 13.30% 12.80%

F 2.24 *** 6.62 *** 2.26 *** 2.05 ***
Note: “*”and “***” are significant at 10% and 1%, respectively.

Table 13. Robustness test: regression results of instrumental variable method.

Variable NX

Inatt 43.0818 ***
(2.77)

Control Variables YES

Year YES

Industry YES

Adj.R2 17.30%

F 2.22 ***

Sargan test p = 0.528
Note: “***” is significant at 1%.
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6. Further Analysis
6.1. Moderating Effect of Managerial Overconfidence

Based on behavioral finance theory, under uncertain conditions managerial values,
cognitive mentality, overconfidence and other characteristics will produce irrational devia-
tions in decision-making and rational economic people who are not completely driven by
interests (Alicke et al. 1995). They believe that their ability is far better than the average
level and they are highly optimistic about the corporate operation, so they underestimate
the risk (Graham et al. 2013). When the distraction of institutional investors brings adverse
effects, compared with the Confucian Culture of “Monarch and Minister” thought and the
fierce test of economic transformation on managers, managers of Chinese Listed Companies
may have overconfidence, maintain optimistic expectations and believe that the benefits of
retaining business scale and continuous operation through their own leadership will be
greater than the risks brought by institutions, so the motivation to implement opportunism
is low (He et al. 2019). Referring to the methods of Salehi et al. (2020), this paper defines
managerial overconfidence (OC) as 1 if the number of shares held by managers increases
year-on-year and reaches 5%, and otherwise as 0, which is included in the regression
model. The Table 14 show that the managerial overconfidence inhibits the promotion of
institutional investors’ distraction on executive compensation stickiness.

Table 14. Regression results of regulatory effect of managerial overconfidence.

Variable NX

Inatt 4.2117 *
(1.74)

Inatt × OC −2.0643 ***
(−3.27)

Control Variables YES

Year YES

Industry YES

Adj.R2 13.50%

F 3.45 ***
Note: “*”and “***” are significant at 10% and 1%, respectively.

6.2. Research on the Heterogeneity of Property Rights and Region

Since the 1980s, the eastern region of China has developed rapidly by virtue of its
regional advantages, while the investment in the western region has lagged far behind
the eastern region since the “sixth five year plan” period. Based on the above variables’
definitions, this paper researches the heterogeneity of property rights and region. In
Tables 15 and 16, the result shows that the distraction behavior in non-state-owned and
western companies has a more significant economic impact.

Table 15. Group regression results of heterogeneity of property rights.

Variable
NX

CG = 1 CG = 0

Inatt

2.9703
(0.79)

5.4542 ***
(2.85)

p < 0.01

Control Variables YES YES

Year YES YES

Industry YES YES

Adj.R2 15.50% 27.60%

F 2.96 *** 9.89 ***
Note: “***” is significant at 1%.
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Table 16. Regional heterogeneity grouping regression results.

Variable
NX

Place = 1 Place = 0

Inatt

4.3888 ***
(2.77)

0.4714
(0.03)

p < 0.01

Control Variables YES YES

Year YES YES

Industry YES YES

Adj.R2 15.10% 22.66%

F 4.79 *** 2.47 ***
Note: “***” is significant at 1%.

7. Discussion and Conclusions
7.1. Conclusions

Based on the sample of Chinese listed companies from 2011 to 2020, this paper deter-
mines 11920 observations after screening, measures the degree of institutional investors’
distraction through the exogenous impact of industry extreme return, and explores the
relationship between it and executive compensation stickiness. The study finds that in-
stitutional investors’ distraction will further promote executive compensation stickiness,
which is more significant in the group of pressure-resistant institutional investors. The
mechanism test finds that corporate external governance, stock price information content
and management anxiety play a partial intermediary role between them. The moderating
effect finds that the level of corporate internal governance and managerial overconfidence
will weaken the impact of institutional investors’ distraction on executive compensation
stickiness. In addition, the distraction behavior in non-state-owned and western companies
has a more significant economic impact.

7.2. Theoretical Enlightenment and Countermeasures

Firstly, institutional investors should effectively balance income risks and optimize
resource allocation. As an investment “weathervane”, they should give the market correct
values, adhere to value investment and external supervision and restrict management
opportunism. Secondly, as the “basic plate” of the Chinese real economy and the corner-
stone of the capital market, listed companies should also actively introduce long-term
institutional investors to develop together, achieve mutual benefit and win-win. Listed
companies should also optimize the salary structure of senior executives and improve the
performance evaluation mechanism. Finally, the government should improve relevant
laws and regulations to increase the requirements for company information disclosure and
promote the vigorous development of the Chinese capital market.

7.3. Deficiencies and Prospects

This paper also has some research defects. Firstly, in verifying the executive compen-
sation stickiness model, the total compensation of the top three executives disclosed in
the database is directly taken as the explained variable, including the self-purchase and
incentive parts, which will have some errors in results. Secondly, in the measurement of
executive compensation stickiness, there will be a certain sample whose performance has
increased or decreased for five consecutive years, so the specific degree of stickiness cannot
be calculated. Thirdly, the treatment of missing values according to the annual mean value
has a certain distortion and subjectivity. Fourthly, there are many methods to classify the
heterogeneity of institutional investors, but this paper only uses the aspect of pressure
sensitivity. Lastly, due to the specifics of the Chinese database, this paper only sums up six
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different types of institutional investors’ distractions instead of every institutional investor
distraction, which will ignore some special investor groups.

Future research can choose other ways to measure executive compensation stickiness,
such as building a triple interactive term based on the validation of the stickiness model.
For a heterogeneity analysis of institutional investors, we can choose to take a multi-
dimensional classification basis to construct different distraction indicators to explore the
similarities and differences of their impact on executive compensation stickiness. In view
of the effect of distraction promoting compensation stickiness, we can further analyze its
economic consequences and mechanisms in combination with different disciplines, such as
different situations and investor behavior motivation.
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