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The Reference Point Effect of Executive Compensation
of Subsidiaries within Conglomerate

— Evidence from A-Share Listed Companies
ZHANG Qiuyan, ZOU Meng-ting, MENG Xiang-yu

Abstract: The social comparison theory holds that the economic agents not only pay attention to their
own benefits, but also judge whether the distribution of benefits is fair by comparing with others. This
paper explores the reference point effect of executive compensation among subsidiaries from the perspec
tive of conglomerate. Taking A-share listed subsidiaries of the conglomerate from 2008 to 2019 as sam-
ples, this paper finds that, the formulation of the executive compensation of the subsidiaries exists ref-
erence point effect, which means that the compensation of executives is adjusted according to the com-
pensation level of other subsidiaries within conglomerate. Through the analysis of the mechanism, the
paper finds that the principal-agent problem of the parent-subsidiary and the information transfer within
the conglomerate are important factors for the reference point effect of the executive compensation of the
subsidiary. Further research shows that when the management of the subsidiary is strong or the eco-
nomic policy is uncertain, the reference point effect of executive compensation of the subsidiary is en-
hanced. The reference point effect of executives compensation leads to lower pay for performance sensi-
tivity.

Key words: executive compensation contract; reference point effect; conglomerate; subsidiary



