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ABSTRACT

Given the scarcity of literature exploring the nexus between corporate governance and
employee salaries, this study investigates the impact of corporate governance on employee
compensation and its subsequent effects on financial performance. We identify a positive
correlation between robust corporate governance and higher employee salaries, which
in turn enhances firm profitability and value. Our findings also suggest that employee
salaries act as a partially mediate in the relationship between corporate governance and
firm value, indicating a nuanced mechanism through which governance quality influences
organisational outcomes. Notably, we observe that enhanced corporate governance is
associated with a wider salary gap between management and non-management employees,
a factor that might adversely affect financial performance. These results underscore the
complex dynamics between corporate governance and employee compensation strategies,
contributing to a deeper understanding of their interplay.
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INTRODUCTION

In addition to shareholders, corporate operations also influence a number of other
stakeholders, including creditors, customers, employees, suppliers, communities
and governments. The stakeholder theory stresses that firm managers must balance
the interests of all stakeholders and engage in appropriate management activities
(Freeman, 2010). Compared to conventional shareholder primacy perspectives,
this theory holds that the development of any firm requires the investment and
participation of all stakeholders. This means that firms should pursue the overall
interests of all stakeholders rather than the interests of only certain entities.
However, employee salary gaps are currently widening, not between employees
of the same firm, but rather between firms (Song et al., 2019). We therefore
investigated salary gaps from the perspective of corporate governance.

A number of existing studies have demonstrated that corporate governance
not only affects the long-term development of firms but also determines their
operating performance in the capital market (Gompers et al., 2003; Chen et al.,
2007; Suhadak et al., 2019) and even market liquidity (Wang et al., 2012), industry
competitiveness (Giroud & Mueller, 2010), and risk-taking abilities (Ali et al.,
2022). Among studies examining the relationship between corporate governance
and employees, many have indicated that if firms treat their employees well,
operating performance is enhanced, thereby generating maximum shareholder
wealth (Jiao, 2010; Ertugrul, 2013; Chen et al., 2016; Fauver et al., 2018). Most
nonmanagement employees, however, rely on their salaries to maintain their daily
needs. In firms, salaries are the remuneration paid to employees in exchange for
their labors. A quid pro quo relationship exists between work value and the salary
paid, and salaries are also one of the ways that firms use to attract talent and
increase their competitive advantage (Larkin et al., 2012). Can sound corporate
governance mechanisms provide employees with better salaries and in turn
enhance firm performance? In this study, we employed the corporate governance
evaluations from Taiwan Stock Exchange (TWSE) and the mean and median
salaries of full-time nonmanagement employees from the Market Observation
Post System (MOSP) to investigate the relationships among corporate governance,
employee salaries, and firm performance in listed firms in Taiwan.

In an exclusive interview with CNN in May 2014, vice chairman of
Berkshire Hathaway, Charlie Munger, bluntly stated that American firms have
too many fat cats. According to statistics from the financial magazine Forbes,
the CEOs of the top-500 largest companies in the United States receive high
salaries, with an average annual salary as high as USD10 million. Munger said,
“Corporate executives should willingly decide to work for less money; I don’t
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think everybody who’s been especially favoured should take the last dollar that he
or she should get. I think we all have an obligation to dampen these fires of
envy” (La Monica, 2014). Most research focused on the reasonableness of
managers compensation and the design of salary structures (Gomez-Mejia &
Wiseman, 1997; Murphy, 1999; Gan et al., 2020; Patiar & Wang, 2020).
However, does corporate governance affect the salary gap between managers,
nonmanagement employees, and the financial performance of the firm?
According to agency theory (Jensen & Meckling, 1976), we also explored the
relationships between corporate governance and the salary gap between managers
and nonmanagement employees.

Our results found that firms with better corporate governance paid
significantly higher employee salaries; firms that paid higher employee salaries
also had significantly better firm value and financial performance. We also
found that employee salaries partially mediated the relationship between
corporate governance and firm value; contrary to expectations, firms with better
corporate governance had larger salary gaps between managers and
nonmanagement employees, and the widening salary gap exerted a negative
impact on financial performance.

This article makes three primary contributions to the literature. First, it
sheds light on the impact of corporate governance on employee salaries and
financial performance, providing a nuanced understanding of how governance
practices influence compensation strategies and firm outcomes. Second, it
explores the complex relationships between corporate governance and the salary
gap between managers and nonmanagement employees, offering insights into
the implications of compensation disparities for organisational dynamics and
performance. Third, it examines the mediating role of employee salaries in the
relationship between corporate governance and financial performance,
highlighting the importance of fair and competitive compensation practices
in enhancing firm value. Our findings not only address gaps in the existing
literature but also provide actionable guidance for boards of directors and salary
committees in formulating effective compensation plans that align with
corporate governance principles and drive sustainable business success.
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LITERATURE REVIEW AND HYPOTHESES

Corporate Governance, Employee Salaries and Firm Performance
Corporate governance and employee salaries

In a better corporate governance system, optimal salary policies and incentive
measures are devised to merge employee interests with the overall goals of the
organisation (Gibbons & Murphy, 1992). Ko et al. (2020) indicated that a negative
correlation exists between firm performance and fixed salary systems and that
changing to variable salaries can improve firm performance. Variable salary
systems encourage employees to increase their work efficiency, which benefits
firm performance. Boudreaux (2021) further explained that providing a flexible
and diverse salary-and-benefits system not only reduces employee turnover but
also improves firm profitability and performance.

Zhang et al. (2020) found a significant negative correlation between
better employee treatment and corporate fraud risk. That is, when a firm offers
improvements in salary and benefits, work environment, and career development
opportunities, the likelihood of corporate fraud decreases. Li and Chen (2021)
confirmed that higher employee salaries reduce tax avoidance motives and
opportunistic behaviour from managers. Furthermore, Liang et al. (2022)
indicated that a higher degree of voluntary disclosure helps mitigate information
asymmetry; in particular, firms that actively disclose employee salaries pay
significantly higher employee salaries.

Stock options are also considered a part of employee salary treatment.
Core and Guay (2001) stated that public companies usually use employee stock
options to attract and retain certain employees to co-create firm value and maintain
shareholder interests. Chang et al. (2015) examined the impact of employee stock
options on firm innovation; their results indicated that employee stock options
stimulate employee innovation and effectively reduce free riders. The study
conducted by Mao and Weathers (2019) also indicated that employee treatment
has a positive influence on firm innovation, and they further discovered that
innovation plays a crucial mediating role in the relationship between employee
treatment and firm value. In addition, Palladino (2022) suggested the establishment
of Employee Equity Funds (EEFs) in large corporations, allowing employees to
receive dividends and have a say in corporate governance. This approach not only
contributes to narrowing wealth inequality but also enhances firm performance
and macroeconomic stability.
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The studies by Liand Chen (2021) and Liang et al. (2022) showed that firms
that fulfill their corporate social responsibility are more likely to raise employee
salaries and that the fulfilment of corporate social responsibility requires sound
corporate governance mechanisms (Chen et al., 2017). This evidence suggests
a direct relationship between the quality of corporate governance and the level
of employee salaries. Reflecting on this body of research, we posit the following
hypothesis to examine the correlation between corporate governance quality and
employee compensation levels more closely.

H1: The firm with better corporate governance has higher
employee salaries.

This hypothesis is grounded in the premise that a firm’s governance quality directly
influences its compensation strategies, with better governance likely leading to
more equitable and competitive salary policies for employees.

Employee salaries and firm performance

Do employee salaries influence firm performance? From the perspective of
reciprocity in labour relations, effective human resource management relies on
market-related salary and incentive measures and achieving win-win relationships
between employees and employers (Akerlof, 1982). Baker et al. (1988) argued that
salaries and incentives largely determine the behavioural patterns of employees
in firms. The use of incentive salary systems can effectively increase employee
productivity, which in turn improves firm profitability (Lazear, 2000). Ko et al.
(2020) further indicated that a positive correlation exists between firm performance
and the total salary of nonmanagement employees. They also discovered a negative
correlation between fixed salaries and firm performance and a positive correlation
between variable salaries and firm performance.

Jiao (2010) found a significant positive correlation between stakeholder
benefits and firm value, which means that the firm with better employee benefits
can enhance firm reputation. Some scholars also found that increasing employee
satisfaction has a significantly to increase the stock returns in the long term and raise
institution investors’ investment willingness (Edmans, 2011; Faleye & Trahan,
2011). This means that generous salary systems encourage employees to work
hard, attract and retain talent, and improve firm performance (Larkin et al., 2012).
Chen et al. (2016) examined the relationship between employee treatment and firm
innovation performance. Their study indicated that employees play a crucial role
during innovation processes; firms that provide more attractive employee salaries
and treatment can better motivate employees to participate actively in innovation
activities and generate patents in greater quantity and quality, thereby increasing
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the firm’s return on assets (ROA). In mergers and acquirements, Ertugrul (2013)
explored the employee-friendliness of firms and the performance of firms after
acquiring other firms; which found that the employee-friendliness of acquiring
firms was positively associated with their post-acquisition performance and also
increased the success rate and speed of acquisitions. The impact of employee-
friendly policies on performance was particularly significant in human-capital-
intensive firms. Fauver et al. (2018) further explained that providing employees
with more benefits and training as well as equal promotion opportunities helps
to improve firm value and profitability. The performance of these firms was also
more stable during global financial crises.

Previous studies have confirmed a connection exists between employee
salaries and firm performance (Edmans, 2011; Faleye & Trahan, 2011; Fauver
et al., 2018). Considering the extensive evidence highlighting the positive
relationship between employee salaries and firm performance, it is imperative to
further investigate this link in a more quantifiable manner. Prior research provides
a solid foundation for hypothesising that enhanced compensation strategies not
only benefit employees but also contribute significantly to the financial health
of a firm. In light of this, we propose to systematically examine the impact of
employee compensation levels on firm performance, utilising Tobin’s Q and ROE
as comprehensive measures of firm value and profitability.

H2: The firm with higher employee salaries can improve financial
performance.

This hypothesis is based on the logic that competitive and equitable salary packages
are not merely costs but investments in human capital that can yield substantial
returns in terms of enhanced firm performance. By focusing on these financial
performance indicators, we aim to empirically test the theoretical proposition that
higher employee salaries are beneficial to firm profitability and value.

Corporate Governance, Salary Gap Between Managers and
Nonmanagement Employees, and Financial Performance

Corporate governance and salary gap between executives and nonmanagement
employees

CEO salaries is a well-researched topic. Researchers have examined CEO salary
levels and reasonable CEO salary structures (Gomez-Mejia & Wiseman, 1997;
Murphy, 1999). CEO salaries have been found to impact corporate governance
systems. For instance, Bebchuk and Fried (2003) stated that the CEO salary
system is one of the most important aspects of corporate governance. Gan et al.
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(2020) also considered that when firms are developing the salary structures of
executives, they must allocate stock shares and include non-financial performance
indices to make executives work hard and improve long-term firm performance
(Mehran, 1995; Patiar & Wang, 2020).

The findings on salaries and corporate governance are not consistent.
Some researchers have indicated that firms with poorer corporate governance
mechanisms often pay their managers significantly higher salaries and are prone
to agency problems (Core et al., 1999; Basu et al., 2007; Armstrong et al., 2012).
Wang et al. (2022) argued that the operating quality of salary committees depends
on sound corporate governance mechanisms and higher operating quality can
effectively reduce director and supervisor salary increases in firms with lower
performance. Lin et al. (2012) observed a positive correlation between executive
salaries and cash dividend payments. They also found that the sharecholding ratios
of managers and active institutional investors and the ratio of independent directors
can effectively raise dividend payment levels, which implies that managers
salaries link cash dividends to maximum shareholders’ wealth and decrease the
probability of agency problems.

However, the nature of the work of managers differs from that of
nonmanagement employees, and their impacts on firms are not the same.
Some studies have indicated that larger salary gaps between managers and
nonmanagement employees exert a negative impact on firm performance and the
work engagement of nonmanagement employees (Osiichuk, 2022). Furthermore,
overly-large salary gaps in the top management group (TMG) will also affect the
coordination and operations among TMG members (Siegel & Hambrick, 2005).
TMG members, in particular, pay special attention to their salaries and compare
them with the salaries of other TMG members of the same rank and even the
salary of the CEO (Ridge et al., 2015).

In contrast, the salary gap between managers and nonmanagement
employees encourage nonmanagement employees to work harder and innovate to
gain promotions (Zhao & Wang, 2019). Chen (2021) used the deviation between
cash flow rights and control rights in the firm to measure corporate governance
performance and employed the book-to-market ratio and ROA as proxy variables
for firm profitability to investigate the relationship between corporate governance
and salary gaps from managers and nonmanagement employees. The results
found that firm with better corporate governance has large salary gap. However,
corporate governance mechanisms adjust continually with time and social issues,
and the deviation between cash flow rights and control rights in the firm is a single
value that cannot completely reflect current conditions in listing firms.
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Utilising TWSE corporate governance evaluations as a measure, we
examine if enhanced governance is linked to reduce salary disparities between
management and nonmanagement staff.

H3: The firm with better corporate governance decreases salary
gaps between managers and nonmanagement employees.

This hypothesis aims to test the effectiveness of strong governance in promoting
equitable compensation practices.

Salary gap between managers and nonmanagement employees and financial
performance

The nature of the work of managers differs greatly from that of nonmanagement
employees. Banker et al. (2016) argued that the widening salary gap between
managers and nonmanagement employees has long been a subject of attention
in the media and politics and that to a great extent, firm performance is driven
by the managers salary premium. However, small salary gaps between managers
and nonmanagement employees may affect employee motivation, thereby causing
changes in the firm’s financial performance.

If managers are considered the agents of firms, agency costs and agency
problems may conflict with shareholder interests. Thus, the purpose of the salary
system of manager reduce agency problems and the probability of ethical crises in
managers (Batson et al., 1997). Gomez-Mejia and Wiseman (1997) found that the
design of managers salary systems must consider salary standards and the means
and form of payment to reduce agency problems (Bebchuk & Fried, 2003). On
the other hand, Pan et al. (2020) examined the relationship between salary gaps
and the innovation efficiency of firms. The empirical results implies that when
employees believe that they are not being rewarded suitably for their efforts and
commitment, it will have an adverse impact on firm innovation efficiency. Pan
et al. (2022) explained that the salary gap between the CEO and employees may
exert a negative influence on firm value.

Does the salary gap between managers and nonmanagement employees
affect financial performance? Przychodzen and Gomez-Bezares (2021) found that
there is a cubic relationship between the salary gap between CEO and employees
and corporate productivity. Specifically, when the salary gap is either too low or
too high, it has an adverse impact on the company’s productivity. This means that
the effect of the salary gap is not linear but rather exhibits a complex relationship,
with the most significant impact occurring when the gap is both too small and too
large. In contrast, when the gap is moderate, its effect on productivity is relatively
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smaller. Osiichuk (2022) explained that as the salary gap between managers and
nonmanagement employees widens, it will suppress the productivity of employees,
increase employee turnover, and have a negative related to employee motivation.
This implies that the salary gap between managers and nonmanagement employees
does not have a significant effect on the financial performance of firms. However,
Chen (2021) found that as the salary gap between managers and nonmanagement
employees widens, it can improve the financial performance of firms. To assess
how salary disparities between managerial and non-managerial roles influence a
company’s financial outcomes, we employ Tobin’s Q and ROE as indicators of
financial performance.

H4: The firm with large salary gaps between managers and
nonmanagement employees reduce financial performance.

This hypothesis seeks to explore the premise that wider salary gaps negatively
impact firm performance, aiming to provide empirical evidence on this relationship.

METHODOLOGY

Data Source

We chose Taiwan’s listed companies for our study for several reasons. Firstly, the
TWSE represents a diverse range of industries, from traditional manufacturing to
high-tech sectors, ensuring that our sample covers a broad spectrum of economic
activities and corporate governance practices. This diversity is crucial for examining
the varied impacts of corporate governance on employee compensation across
different industry contexts. Secondly, Taiwan’s unique economic environment
and corporate landscape offer an ideal setting for this study. The island’s economy
plays a pivotal role in the global supply chain, particularly in the electronics and
semiconductor industries, highlighting the sophistication and depth of its market.
Furthermore, Taiwan’s commitment to enhancing corporate governance is
evidenced by recent regulatory initiatives, such as the “Corporate Governance 3.0—
Sustainable Development Roadmap” (Financial Supervisory Commission, R.O.C.
[Taiwan], 2020). launched by the Financial Supervisory Commission in 2021.
These efforts aim to improve board functionality, transparency, and stakeholder
communication, aligning with international standards and fostering a sustainable
governance culture. The progress in this area is reflected in Taiwan’s ranking in
the “CG Watch 2023” report by the Asian Corporate Governance Association
(2023), where it tied with Singapore for third place, trailing only behind Australia
and Japan. Additionally, the stringent information disclosure requirements for
listed companies in Taiwan ensure the availability of high-quality and reliable
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financial and governance data, which is crucial for the accuracy and validity of
our research.

In 2019, the TWSE mandated all listed companies to disclose the mean
and median salaries of their employees, significantly enhancing transparency
in compensation practices. This regulatory change provided researchers with a
comprehensive dataset to analyse the relationship between corporate governance
and employee compensation. The salary data of full-time nonmanagement
employees primarily originated from the Market Observation Post System
(MOPS). We manually collected the mean and median employee salaries across
28 industries from 2019 to 2021, along with corporate governance evaluations
(CGE), salary multiple between managers and employees, and financial data from
the databases of the Taiwan Economic Journal (TEJ). After excluding samples
with missing data, the dataset includes 768 listed firms with 2,304 observed
values in annual data. However, data on the salary multiple between managers and
employees were available for only 680 listed firms, resulting in 2,040 observed
values in this study. The data frequency is annual, and the data type is panel data.

Empirical Models

To explore whether the firm with better corporate governance has higher employee
salaries as H1, we employed ordinary least squares (OLS) regression analysis. The
choice of OLS is based on the structure of our data and the nature of our research
question. Given that our data is panel data, and our research objective is to examine
the relationship between corporate governance, employee salaries, and the salary
gap with firm performance, the OLS method is suitable for estimating the linear
relationships between these variables. The model is specified as Equation (1):
Employee Salary;;, = oy + oy + o, + CGE;

i« T A Control,

R (D
where Employee Salary;;, denotes the natural logarithms salary of full-time
nonmanagement employees mean and median in Firm 7 in Industry j in Year ¢,
a, is the intercept term, and o; and «, are the fixed effects of industry and year,
respectively. Independent variable CGE;;, is the corporate governance evaluation
result of Firm i in Industry j in Year 7. The control variables according to Li and
Chen (2021), Wang et al. (2022), and Liang et al. (2022), which include Firm
Size, Book-to-Market Ratio (B/M), Return on Assets (ROA) and Debt Ratio.
Finally, ¢;;, denotes the error term of Firm i in Industry j in Year ¢.
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We examine the relationship between full-time nonmanagement
employees and financial performance according to H2, using this equation:

Prof;;, = oy + o; + o, ¥ Employee Salary,;, + ) Control,

it

t & (2

where Prof;;, denotes the financial performance at Firm 7 in Industry j in Year ¢,
which include the Tobin’s Q and ROE as proxies for firm value and profitability.
Employee Salary;;, is defined as the same as Equation (1). The control variables
included in the analysis are Firm Size, B/M, ROA and Debt Ratio.

We also consider the impact of corporate governance on salary gap between
managers and nonmanagement employees to examine the H3, establishing the
following as the Equation (3):

Salary Gap,;, = ay + o; + o, +§ CGE,;, + A Control,;, + ¢;;, (3)

where Salary Gap;;, is the difference between the salaries of executives and
nonmanagement employees in Firm i in Industry j in Year t. CGE;;, is defined
as the same as Equation (1). Included in this analysis as control variables are the
Firm Size, B/M, ROA and Debt Ratio.

According to H4, we established the Equation (4) to examine the
relationship between the financial performance and salary gap as following.

Prof;, = oy + o; + o, ¥ Salary Gap,;, + A Control;;, + ¢;;, 4)

where Prof;;, is the financial performance at Firm 7 in Industry j in Year ¢, which
include the Tobin’s Q and ROE as proxies for firm value and profitability. Salary
Gap;;, is defined as the same as Equations (3) and (1). For this analysis, control
variables comprise the Firm Size, B/M, ROA and Debt Ratio. Regarding
the definitions and measurement methods of each variable, please refer to the
explanations in the Appendix.

ANALYSIS OF EMPIRICAL RESULTS

Descriptive Statistics

Table 1 presented the descriptive statistics. Panel A indicated the main variables,
which includes CGE, mean employee salary, median employee salary, salary gap
between managers and nonmanagement employees, Tobin’s Q, and ROE, which
detailed definitions and methods of measurement are given in the Appendix.
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The mean and median of corporate governance were 3.522 and 4.000. The mean
and median of full-time nonmanagement employee salaries were NTD881,774
and NTD764,000. The maximum was NTD5,150,000; the minimum was only
NTD312,000, and the standard deviation reached NTD423,832. The mean of
the median salaries was NTD767,591. The maximum was NTD4,333,000;
the minimum was also a low NTD322,000, and standard deviation was a high
NTD357,336. Thus, the salary levels of the sample firms ranged enormously.
We used Tobin’s Q as a proxy variable for firm value, for which the mean and
median were 1.477 and 1.186. These values greater than 1 mean that investors
held positive views towards the value of the sample firms and had confidence in
their operational performance. The mean and median of ROE were respectively
7.391% and 7.855%, indicating a certain level of profitability among the sample
firms. Panel B shown the descriptive statistics of control variables.

Table 2 exhibits the descriptive statistics of employee salary in each
industry. The semiconductor industry had the highest mean employee salary
at NTDI1,326,261. Other industries with mean annual salaries over NTDI1
million included the finance and insurance industry, the electronic products
distribution industry, and the shipping and transportation industry. The industry
with the lowest mean employee salary was tourism at only NTD506,729. In
terms of the median employee salary, the semiconductor industry was still the
highest at NTD1,143,522, followed by the finance and insurance industry with
NTD986.598; the industry with the lowest median employee salary was tourism at
only NTD437,750. Thus, employee salary levels vary significantly from industry
to industry. Table 3 presents the descriptive statistics of the salary gap between
managers and employees in each industry. The industry with the highest salary
gap was trading and consumer goods at 7.718, followed by 7.319 in electronic
parts and components. The industry with the lowest ratio was shipping and
transportation at 2.729.
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Table 1

Descriptive statistics
Variables No. of samples ~ Mean Median S.D. Max. Min.
Panel A: Main variables
CGE 2,304 3.522 4.000 1.970 7.000 0.000
Mean employee 2,304 881,774 764,000 423,832 5,150,000 312,000
salary (NTD/
person)
Median employee 2,304 767,591 675,000 357,364 4,333,000 322,000
salary (NTD/
person)
Salary gap 2,040 5.204 3.960 4.447 56.290 0.004
Tobin’s Q 2,304 1.477 1.186 1.072 19.670 0.458
ROE (%) 2,304 7.391 7.855 23.374 122.370 —786.280
Panel B: Control variables
Total assets (NTD 2,304 140,681 10,055 718,812 11,594,361 17
million)
B/M 2,304 2.131 1.500 3.361 124.500 0.340
ROA (%) 2,304 8.544 7.440 8.737 79.550 —43.650
Debt ratio (%) 2,304 47225  46.945  20.704 99.540 0.490

Notes: In Panel A, CGE data were sourced from the Taiwan Economic Journal (TEJ) Corporate Governance —
TWSE Corporate Governance Evaluation Database, with evaluation results for listed companies over various
periods assigned virtual variables from 7 (best) to 0 (worst). Information on the mean and median salaries of non-
managerial full-time employees was sourced from the “information about salary of full-time employees who are
not in a managerial position” published on the Market Observation Post System (MOPS). In this study, Tobin’s
Q is utilised as a proxy for firm value, and ROE is used as a proxy for financial performance. In Panel B, the
control variable for total assets is expressed as the natural logarithm (In Assets), serving as a proxy for firm size.
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Table 3
Descriptive statistics of salary gap between executives and nonmanagement employees for
each industry

Salary gap between managers and
No. of

Industry  Industry category samples employee.s
Mean  S.D. Min. Max.

01 Cement 18 6.545 7.651 1.700 25.810
02 Food 51 6.048 5583 0.190 25210
03 Plastic 48 4.707 1.670 2.080 9.890
04 Textile 108 4591  2.690 1.310 15.020
05 Electric machinery 117 5209 3421 0.630 24.290
06 Electrical and cable 36 4270 2336 1.430 12.970
07 Chemical 75 3.488 1.881 0.490 10.690
08 Biotechnology and medical care 72 4.895 2228 0.980 13.950
09 Glass and ceramic 15 3481 0946 2310 5910
10 Paper and pulp 12 3.758 1.811 0.990 6.030
11 Iron and steel 81 4421 2870 0.270 15.010
12 Rubber 27 4982 2593  1.030 9.630
13 Automobile 72 4.570  2.074 1.170 11.090
14 Semiconductor 195 6.536 5908 0.910 31.580
15 Computer and peripheral equipment 159 6.613 4.862 1.150 30.780
16 Optoelectronics 150 6.163  5.027 1.300 31.160
17 Communications and internet 48 5.162  3.819 0.040 17.700
18 Electronic parts and components 63 7319  6.112  0.730 27.890
19 Electronic products distribution 57 5.630 3.945 0.540 21.240
20 Information services 36 4880 2412 2440 13.140
21 Other electronics 105 5382  6.521 0.090 56.290
22 Building material and construction 126 3213  1.852 0470 11.420
23 Shipping and transportation 60 2.759 1.187 0.510 5.850
24 Tourism 42 3.654 2299 0.960 10.280
25 Finance and insurance 57 3530  1.662 1.520  9.930
26 Trading and consumer goods 33 7.718  8.648 1.590 37.370
27 Gas and electricity 24 5.891 7901 1.030 28.840
28 Other 153 5419 4479 0510 36.670
Total 2,040 5204 4447 0.040 56.290

Notes: The sample period was from 2019 to 2021. The data frequency is annual, encompassing a total of 2,040
observations across 680 listed companies. The multiplier data for the salary difference between senior managers
and rank-and-file employees were sourced from the Taiwan Economic Journal (TEJ) Corporate Governance
Database.
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Main Results
Corporate governance, employee salaries and financial performance

Previous studies focused on corporate governance and CEO salaries. We therefore
employed the CGE from TWSE and the salary of full-time nonmanagement
employees from MOPS to explore the H1 by Equation (1). We used the Tobin’s Q
and ROE as proxies for financial performance in Equation (2) to examine the H2.
The control variables include nature logarithms total assets, B/M, ROA and debt
ratio. We also consider the fixed effect of industries and years.

Table 4 presented the results of the relationship between corporate
governance and employee salaries. In Model (1), the dependent variable is mean
of employee salaries. The coefficient of CGE is 0.021 positively significant at 1%
level. The dependent variable is median of employee salary in Model (2), and
the coefficient of CGE is also positively significant related at the 1% level. The
results imply that firms with better corporate governance paid significantly higher
employee salaries.

Table 5 presented the empirical results of the impact of employee salaries
on financial performance. In Models (1) and (2), the coefficients of mean and
median employee salary are 0.600 and 0.513 positively significantly related
to Tobin’s Q. In Models (3) and (4), the of mean and median employee salary
positively significantly related to ROE at the 1% level. The results imply that
the firm with higher employee salaries can enhance firm value and improve
profitability.

Thus, a firm with better corporate governance performance can improve the
salaries of nonmanagement employees. A firm with sound corporate governance
mechanisms enhances corporate social responsibility practice (Chen et al., 2017)
by paying attention to the rights of stakeholders such as employees. The analysis
results support H1. On the other hand, a firm with higher employee salaries can
improve financial performance, which implies when employee salaries are higher,
employees work harder and maximise shareholder wealth. The results are similar
of Jiao (2010) and Boudreaux (2021). H2 was also supported.

137



Table 4

Employee salary and corporate governance

Variables Mean employee salary Median employee salary
Model (1) Model (2)
Intercept 5.461%%* (75.187) 5.513%%%* (74.259)
CGE 0.021*** (5.785) 0.022*** (5.750)
Control variables
Firm size 0.084*** (17.032) 0.074%** (14.534)
B/M 0.012*** (7.119) 0.011*** (6.093)
ROA 0.008*** (10.223) 0.007*** (8.812)
Debt ratio —0.002*** (=5.194) —0.002*** (=5.719)
Year effect Yes Yes
Industry effect Yes Yes
Observed values 2,304 2,304
Adjusted R? 0.511 0.467
F-value 71.829%** 60.233%%%*

Notes: The dependent variables have mean employee salary and median employee salary in Model (1) and Model
(2). The independent variable is CGE. The control variables include firm size, B/M, ROA and Debt Ratio, with
Firm Size measured by the natural logarithm of total assets (In Assets). ***, **_ * indicate statistical significance
at the 1%, 5%, and 10% levels, respectively, and the figures within the parentheses are the ¢ values.

Table 5
Employee salaries and financial performance
. Tobin’s Q ROE
Variables
Model (1) Model (2) Model (3) Model (4)
Intercept -0.516 -0.081 —63.694%** —61.128%%*
(-1.360) (-0.214) (-6.879) (-6.658)
Mean employee salary 0.600%** 6.287%**
(9.866) (4.233)
Median employee salary 0.513%** 5.751%**
(8.584) (3.955)
Control variables
Firm size —0.136%** —0.123%%%* 1.233%** 1.347%**
(-9.815) (-8.966) (3.632) (4.055)
B/M ratio 0.158%** 0.160%** —1.189%** —1.173%**
(30.604) (30.916) (-9.421) (-9.318)
ROA 0.026%** 0.027%** 1.312%%* 1.322%%*
(11.759) (12.308) (24.182) (24.501)
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Table 5 (Continued)

. Tobin’s Q ROE

Variables

Model (1) Model (2) Model (3) Model (4)
Debt ratio —0.003%*%* —0.003%*%* —0.129%** —0.129%%**

(-2.501) (-2.541) (-5.110) (-5.091)

Year effect Yes Yes Yes Yes
Industry effect Yes Yes Yes Yes
Observed values 2,304 2,304 2,304 2,304
Adjusted R? 0.473 0.468 0.338 0.338
F-value 61.793%%* 60.509%%* 35.654%** 35.552%%*

Notes: The dependent variables have Tobin’s Q and ROE. The independent variables are mean employee salary
and median employee salary. The control variables include firm size, B/M, ROA and debt ratio, with firm size
measured by the natural logarithm of total assets (In Assets). ***, ** * indicate statistical significance at the 1%,
5%, and 10% levels, respectively, and the figures within the parentheses are the #-values.

Corporate governance, salary gap and financial performance

Previous studies have presented varying arguments on the relationship between
corporate governance and the salary gap between managers and nonmanagement
employees. Chen (2021) indicated a significant positive correlation between
corporate governance and the salary gap between managers and nonmanagement
employees. Thereby, we employ the Equations (3) and (4) to test H3 and H4.
We use the salary multiple between managers and nonmanagement employees to
measure the salary gap. We also consider the industrial and year fixed effect.

The results of relationship among corporate governance, salary gap and
financial performance are presented in Table 6. In Model (1), the coefficient of
CGE was 0.125 (#-value is 2.210), which is significantly positive at the 5% level.
This means that the salary gap between manager and nonmanagement employees
was large in firms with better corporate governance. In Model (2), the coefficient of
Tobin’s Q was not significantly different from 0, and in Model (3), the regression
coefficient of ROE was —0.127, which is significantly negative at the 5% level.
This means that the large salary gap between managers and nonmanagement
employees have negatively significant to affect profitability if firm, but Tobin’s
Q is insignificant. This implies that large salary decreases the firm value and
profitability of firms.

The analysis results show that the firm with better corporate governance
performance raises the salary gap between managers and nonmanagement
employees, which implies that the managers have higher salaries to decrease
the agency problem between shareholders and managers and to work hard; the
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results do not support H3. In the relationship between salary gaps and financial
performance, the firm with a higher salary gap reduces profitability but does not
significantly influence the firm value. Thus, the results partially support H4.

Table 6
Corporate governance, salary gap and financial performance
. Salary gap Tobin’s Q ROE
Variables
Model (1) Model (2) Model (3)
Intercept —13.711%%* (-11.931) 1.201%** (12.124) —25.768%** (—8.737)
CGE 0.125** (2.210)
Salary gap -0.000 (-0.037) —0.127%%* (-2.172)
Control variables
Firm size 1.076*** (13.857) —0.010 (-1.608) 1.382%** (7.342)
B/M ratio 0.147%%* (2.809) 0.411%** (88.950) 0.360*** (2.618)
ROA 0.075%** (5.881) 0.009*** (8.434) 1.273%** (38.069)
Debt ratio —0.000 (—0.064) —0.008*** (-16.564)  —0.083*** (-5.768)
Year effect Yes Yes Yes
Industry effect Yes Yes Yes
Observed values 2,040 2,040 2,040
Adjusted R? 0.247 0.859 0.565
F-value 20.626%** 365.359%%* 78.883%**

Notes: The dependent variables have salary gap, Tobin’s Q, and ROE. The independent variables are CGE in
Model (1), salary gap in Models (2) and (3). The control variables include Firm Size, B/M, ROA and Debt
Ratio, with firm size measured by the natural logarithm of total assets (In Assets). ***, ** * indicate statistical
significance at the 1%, 5%, and 10% levels, respectively, and the figures within the parentheses are the z-values.

Robustness Analysis
Corporate governance, employee salary and financial performance

We employed the Hausman test (Hausman, 1978) and the two-stage least squares
(2SLS) method to examine the self-selection bias of corporate governance and
employee salaries. We also use the generalised method of moments (GMM) to
test the dynamic endogeneity effects of corporate governance, employee salary,
and firm performance.

Table 7 presented the results of the Hausman test and 2SLS regarding
corporate governance, employee salary, and firm value. Models (1) and (2) in
Table 4 served as the first-stage regression analysis, and estimate the residual to
Hausman test. In Models (1) and (2), the coefficients of residual of Models (1) and
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(2) in Table 4 were —1.036 and —1.097 significantly different from 0. We use the
estimated value of employee salary from the first stage regression for second stage
regression. In Models (3) and (4), the coefficient of the estimated value of mean
and median employee salary were 1.621 and 1.595 significantly positive at the 1%
level related to Tobin’s Q. In Models (5) and (6), the coefficient of estimated value
of mean and median employee salary were positively significant related to ROE.
Considering the self-selection bias, the results still imply that the firm with higher
employee salary increase the firm value and profitability.

Table 8 presented the results of GMM. In Models (1) and (2), the
coefficients of CGE were significantly positive at the 1% level. In Models (3) to
(6), the coefficients of mean and median of employee salary were significantly
positive related to Tobin’s Q and ROE, which verifies that firms with better
corporate governance pay higher employee salaries and that higher employee
salaries are associated with better firm value and profitability.

Salary gap between managers and nonmanagement employees

For samples with cross-sectional characteristics, only using OLS may multiply or
distort the significance of the analysis results. Thus, we according to Chen (2021)
to control the different types of fixed effect in the robustness test the relationship
among corporate governance, salary gap and financial performance in Table 9.

In Model (1), where only the year effect was fixed, and in Model (3), where
neither the year effect nor the industry effect was fixed, the regression coefficients
were not significantly positive. Models (4) through (9) test the robustness of results
on the relationship between the salary gap between executives and nonmanagement
employees and firm value and financial performance in three different scenarios
with the year and industry effects fixed or not fixed. The dependent variable of
Models (4) through (6) was Tobin’s Q; none of the regression coefficients reached
the level of significance, which is consistent with the results of Model (1) in
Table 6. The dependent variable of Models (7) through (9) was ROE. In Model (7),
where only the year effect was fixed, the regression coefficient was —0.194, which is
significantly negative at the 1% level. In Model (8), where only the industry effect
was fixed, the regression coefficient was —0.127, which is significantly negative
at the 5% level. In Model (9), where neither the year effect nor the industry effect
was fixed, the regression coefficient was —0.195, which is significantly negative
at the 1% level. These results are consistent with Models (1) and (3) in Table 6.

The robustness tests show that regardless of the control variables, firms
with better corporate governance have larger salary gaps between executives
and nonmanagement employees, and when the salary gap between executives
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and nonmanagement employees is larger, the ROE performance is poorer. This
confirms that wide salary gaps introduce agency problems, thereby negatively
impacting shareholder equity.

Table 7
2SLS regression analysis of corporate governance, employee salaries, and firm performance
Hawmantest iy regmesion amlyss
Variables Tobin’s Q Tobin’s Q ROE
Model (1) Model (2) Model (3) Model (4) Model (5) Model (6)
Intercept —5.802**  _5752%%  _5802%*  _5752%%* —73.519 —73.211

(-2.311) (-2.294)  (-2.266) (-2.261) (-1.194) (-1.196)
Mean employee 1.621%***

salaries (3.215)

Median 1.595%**

employee (3.199)

salaries

Estimate 1.621%** 9.889

value of mean (3.152) (0.800)

employee

salaries

Estimate value 1.595%** 9.733

of median (3.152) (0.800)

employee

salaries

Residual value —1.036%*

of Model (1) in (-2.039)

Table 4

Residual value —1.097**

of Model (2) in (-2.185)

Table 4

Control

variables

Firm size —0.237%%*% (. 218%**k _(237**k (2] 8¥** 0.878 0.996
(-4.622) (-4.764) (-4.533) (-4.695) (0.697) (0.892)

B/M ratio 0.145%** (0, 148%** (. 145%*%* (0, 148%** ] 236%*** _]2]9%%*
(17.380) (19.170) (17.040) (18.900) (—6.046) (—6.485)

ROA 0.018%**  (0,019%**  (.018***  (,019%**  ]282%**k ] 29%**
(3.718) (4.474) (3.647) (4.409) (11.040) (12.300)

Debt ratio -0.000 -0.000 —-0.000 —-0.000 —0.121%**% (0, 119%**

(-0.326)  (-0.100)  (-0.319)  (=0.099)  (-3.390)  (-3.177)

(Continued on next page)
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Table 7 (Continued)

Hausman test Secogd stage of_ Secogd stage of_
regression analysis regression analysis
Variables Tobin’s Q Tobin’s Q ROE
Model (1) Model (2) Model (3) Model (4) Model (5) Model (6)
Year effect Yes Yes Yes Yes Yes Yes
Industry effect Yes Yes Yes Yes Yes Yes
Observed values 2,304 2,304 2,304 2,304 2,304 2,304
Adjusted R? 0.474 0.469 0.453 0.453 0.333 0.333
F-value 60.230%** 59.014  57.046%** 57.046%*** 34.881*** 34 88]1***

Notes: The dependent variables are Tobin’s Q and ROE. The main independent variables have the estimated
value of mean and median employee salaries. The control variables include firm size, B/M, ROA and debt
ratio, with firm size measured by the natural logarithm of total assets (In Assets). ***, ** * indicate statistical
significance at the 1%, 5%, and 10% levels, respectively, and the figures within the parentheses are the #-values.

Table 8
GMM results
Mean Median
. employee employee Tobin’s Q ROE
Variables salary salary
Model (1)  Model (2) Model (3) Model (4) Model (5) Model (6)
Intercept S5.118%** 5.169%** -0.735 —0.330  —55.638%** _5325]%**
(59.940) (61.150) (-1.336) (-0.966) (-4.474) (-3.613)
CGE 0.021*** 0.022%**
(5.821) (5.793)
Mean 0.600%*** 6.287***
employee (3.271) (5.052)
salaries
Median 0.513%** 5.751%**
employee (3.209) (3.767)
salaries
Control
variables
Firm size 0.084%** 0.074%**  —0.136%** —(.123%** 1.233%* 1.347%*
(14.440) (12.550) (-3.080) (-3.006) (2.111) (2.243)
B/M ratio 0.012* 0.01 %% 0.158* 0.160* -1.189 -1.173
(1.911) (1.891) (1.648) (1.659) (-1.303) (-1.298)
ROA 0.008*** 0.007*** 0.026** 0.027** 1.312%%* 1.322%**
(6.311) (5.638) (2.508) (2.558) (16.490) (17.400)
Debt ratio —0.002***  —0.002%*** -0.003 -0.003 —0.129** —0.129%*

(-5.002)  (-5.542)  (-1.076)  (-1.098)  (-2.185)  (-2.172)

(Continued on next page)
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Table 8 (Continued)

Mean Median
. employee employee Tobin’s Q ROE
Variables salary salary
Model (1)  Model (2) Model (3) Model (4) Model (5) Model (6)

Year effect Yes Yes Yes Yes Yes Yes
Industry Yes Yes Yes Yes Yes Yes
effect
Observed 2,304 2,304 2,304 2,304 2,304 2,304
values
S.D. 0.382 0.373 1.072 1.072 23.374 23.374
dependent
var.

Notes: The independent variables have CGE in Model (1) and Model (2). In Model (3) to Model (6), the
independent variables are mean and median of employee salaries. The control variables include firm size,
B/M, ROA and debt ratio, with firm size measured by the natural logarithm of total assets (In Assets). ***,
** * indicate statistical significance at the 1%, 5%, and 10% levels, respectively, and the figures within the
parentheses are the z-values.

Mediation analysis

We examined whether employee salaries mediate the relationship between
corporate governance and firm value. The empirical results in Table 4 show
that a significant positive relationship exists between corporate governance and
employee salaries; those in Table 5 show that a significant positive relationship
also exists between employee salaries and firm value. Thus, we examined whether
employee salaries have mediating effects using the approach proposed by Baron
and Kenny (1986).

Table 10 presented the results of mediation analysis. In Model (1), the
coefficient of CGE was 0.035 significantly positive at the 1% level. In Models (2)
and (3), the coefficients of mean and median of employee salaries were 0.022 and
0.024 significantly different from 0 at the 5% level, which were also less than the
0.035 of Model (1), and the t-values reached the level of significance at the 5%
level, thereby indicating that employee salaries partially mediate the relationship
between corporate governance and firm value.
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Thus, employee salaries are a crucial factor influencing corporate
governance and firm value. If firms can establish more generous employee salaries
and benefits under good corporate governance mechanisms, they can attract
and attain better employees (Larkin et al., 2012) and thereby create higher firm
value (Jiao, 2010). Table 4 shows that a significant positive relationship exists
between corporate governance and employee salaries, and Table 5 indicates that a
significant positive relationship also exists between employee salaries and ROE.
However, the regression coefficient of corporate governance in Model (4) in
Table 10 was not significantly positive and did not meet the mediation conditions
established by Baron and Kenny (1986).

Table 10
Mediation analysis
. Tobin’s Q ROE
Variables
Model (1) Model (2) Model (3) Model (4)
Intercept 2.912%** -0.282 0.169 —28.826%*%*
(13.483) (-0.518) (0.428) (-5.547)
CGE 0.035%** 0.022%* 0.024%* 0.212
(3.152) (2.039) (2.185) (0.800)
Mean employee salaries 0.585%**
(9.555)
Media employee salaries 0.498%**
(8.268)
Control variables
Firm size —0.100%%** —0.150%** —0.137%%** 1.713%**
(-6.803) (-9.757) (-9.023) (4.829)
B/M ratio 0.165%** 0.158%** 0.160%** —1.112%**
(31.652) (30.520) (30.821) (-8.873)
ROA 0.030%** 0.026%** 0.027%** 1.358%**
(13.652) (11.413) (11.925) (25.292)
debt ratio —0.003%** —0.002%%* —0.002%%* —0.140%**
(-3.295) (-2.292) (-2.322) (-5.521)
Year effect Yes Yes Yes Yes
Industry effect Yes Yes Yes Yes
Observed values 2,304 2,304 2,304 2,304
Adjusted R? 0.453 0.474 0.469 0.333
F-value 57.046%** 60.230%%* 59.014%** 34.881%%*

Notes: The control variables include firm size, B/M, ROA, and debt ratio, with firm size measured by the natural
logarithm of total assets (In Assets). ***, ** * indicate statistical significance at the 1%, 5%, and 10% levels,
respectively, and the figures within the parentheses are the z-values.
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CONCLUSION

Employee salaries have long been a social issue. Firms have been called upon to
prioritise the rights and interests of their employees, improve employee treatment,
promote win-win situations for employees and employers, and fulfil their corporate
social responsibility. On 21 July 2010, the Securities and Exchange Commission
(SEC) of the United States passed the Dodd—Frank Wall Street Reform and
Consumer Protection Act (the Dodd-Frank Act), which stipulated that all listed
firms disclose the median salary of their employees and the salary gap between
their CEO and nonmanagement employees. On 12 July 2018, TWSE announced
that beginning in 2019, listed firms would be required to provide the mean salary
of full-time nonmanagement employees in the previous year. In 2020, they added
the requirement to disclose the median employee salary of the previous year.
Among the four major indicators of corporate governance held by TWSE, firms
are evaluated based on their efforts to “adequately reflect business performance
or results in employee remuneration, and disclose it on its website or in its
annual report”. This means that the government is attaching more importance to
employee salaries and demanding that firms adequately adjust employee salaries
based on their business achievements, which will help improve employee salaries
and benefits and promote the corporate social responsibility.

In this study, we investigated the relationships among corporate
governance, employee salaries, and firm performance. Our empirical results found
that firms with better corporate governance had significantly higher employee
salaries and that firms with higher employee salaries also had better firm value and
financial performance. This means that sound corporate governance mechanisms
can improve employee salaries and increase firm value and profitability. This
result supports the reciprocal labour relations argument made by Akerlof (1982).
Our empirical results found that firms with better corporate governance had
significantly higher employee salaries and that firms with higher employee salaries
also had better firm value and financial performance. This demonstrates the critical
role of corporate governance in shaping compensation strategies and enhancing
firm outcomes. Moreover, we discovered that employee salaries partially mediate
the relationship between corporate governance and firm value, which suggests that
effective corporate governance can lead to improved salary systems and higher
salary levels. This, in turn, motivates employees to boost their work performance
and productivity, thereby elevating firm value and profitability. Our findings
underscore the importance of well-designed employee salary systems and the
need for salary reasonableness in firm operations. Furthermore, our analysis of the
salary gap between managers and nonmanagement employees revealed that firms
with superior corporate governance had larger salary gaps between these groups.

147



Ming-Chuan Wang et al.

Intriguingly, we found that larger salary gaps had a detrimental effect on financial
performance. This finding contrasts with Chen (2021) but aligns with the results
of Osiichuk (2022). This underscores the critical need to address compensation
disparities in corporate governance practices to mitigate their adverse effects on
firm dynamics.

Overall, corporate governance has a significant influence on employee
salary, and raising employee salary levels can effectively increase productivity
and improve the firm’s operating efficiency and profitability. In addition, firms
must seek to enhance firm operating efficiency and mitigate agency problems by
addressing widening salary gaps. The empirical results underscore the importance
of improving corporate governance mechanisms to promote fair compensation
practices, enhance transparency in salary disclosures, and adjust compensation
based on performance. These measures not only contribute to reducing the salary
gap between management and non-management employees but also support the
development of a more equitable and transparent compensation system. This, in
turn, can motivate employees to improve their work performance and productivity,
thereby enhancing firm value and profitability. Therefore, it is crucial for boards
of directors or salary committees to consider these findings when developing
performance indices for managers and employee compensation plans, aiming for
smooth, sustainable operations. These recommendations are intended to guide
firms in promoting fairer compensation practices, thereby fulfilling their corporate
social responsibility, and ensuring long-term sustainability.

This study primarily focuses on the analysis of employee salary data
from publicly listed companies in Taiwan, excluding data from all publicly issued
companies (not including over-the-counter [OTC] companies). Due to limitations
in the available databases, this study was unable to incorporate data related to
employee benefits. Future research could expand the dataset to include a broader
range of companies and consider additional factors such as employee benefits,
which could provide a more comprehensive understanding of the impact of
corporate governance on employee compensation and firm performance.
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APPENDIX
Definitions and measurement methods of research variables
Main variables Definition and measurement method
CGE = corporate Data retrieved from the TWSE corporate government evaluation
governance evaluation database in Taiwan Economic Journal (TEJ) Corporate
results Governance and converted into a quantitative index:
(7) firms ranked in the top 5% of the evaluation results
(6) top 6% to 20%
(5) top 21% to 35%
(4) top 36% to 50%
(3) top 51% to 65%

(2) top 66% to 80%

(1) top 81% to 100%

(0) firms that could not be evaluated or provided insufficient data
for evaluation

These evaluation results were transformed into a dummy
variable, ranging from 7 to 0 in descending order of quality, for
subsequent analysis
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Main variables

Definition and measurement method

Employee Salaries = salaries
of full-time nonmanagement
employees

Salary Gap = salary gap
between executives and
nonmanagement employees

Tobin’s Q

Control variables

Control 1 Firm size

Control 2 B/M ratio

Control 3 ROA

Control 4 Debt ratio

Data retrieved from the mean and median salary data of full-time
nonmanagement employees disclosed by the Market Observation
Post System, measured by taking the natural logarithm of the data

Data retrieved from the executive-employee salary ratio database
in the executive and nonmanagement employee salary section of
TEJ Corporate Governance; calculated by dividing the salary per
executive by the salary per nonmanagement employee

Tobin’s Q served as the proxy variable for firm value; data
retrieved from the TEJ stock price database and IFRS Finance
database; Tobin’s Q (market value of firm + total liabilities at the
end of the year) + total assets at the end of the year

Return on equity (ROE) served as the proxy variable for financial
performance; data retrieved from the TEJ IFRS Finance database;
ROE net profit after tax + shareholder equity at the end of the
year

The natural logarithm of total assets (In Assets) was the proxy
variable for firm size; data retrieved from TEJ IFRS Finance
database

Data retrieved from the TEJ stock price database; B/M ratio = net
value per share at the end of the year + price per share at the end
of the year

Data retrieved from the TEJ IFRS Finance database; ROA = net
profit before tax + total assets at the end of the year

Data retrieved from the solvency index section of the TEJ IFRS
Finance database; debt ratio = total liabilities at the end of the
year + total assets at the end of the year
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