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Table 2 Results for Descriptive Statistics
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Abstract: Vertical pay dispersion can alleviate agency problems and can effectively improve corporate governance. Research
on the impact of vertical pay dispersion on firm innovation has not been fully explored, and there is a lack of research examin-
ing the impact of vertical pay dispersion on firm innovation from the perspective of vertical pay dispersion’s improving corpor-
ate governance.

Based on tournament theory and principal-agent theory, this study investigates the impact mechanism of vertical pay dis-
persion on firm innovation output, and further investigates the regulatory role of executive promotion probability. Based on the
data of China’s A-share listed companies from 2006 to 2015, this study uses OLS, instrumental variable method and quasi nat-
ural experiment to conduct empirical test.

The results show that vertical pay dispersion can enhance firms’ innovation output by increasing R&D intensity, reducing
the reduction of R&D expenditure related to real earnings management and reducing the supervision intensity of the board of
directors, which implies that: vertical pay dispersion can improve executives’ risk-taking and increase their R&D intensity; ver-
tical pay differentials can reduce the short-sightedness of executives’ investments and reduce the reduction of R&D expendit-
ures related to real earnings management; vertical pay differentials can also partially replace the board's oversight role and re-
duce the intensity of the board’s oversight of executives. Further research finds that when the CEO is newly appointed, vertical
pay dispersion has a smaller positive effect on the firm’s innovation output through all three pathways, suggesting that the
weaker the tournament incentive effect of vertical pay dispersion when non-CEO executives are less likely to be promoted, as
expected from tournament theory.

This study analyzes and empirically tests the impact mechanism of vertical pay dispersion on the innovation output of en-
terprises from the perspective of improving corporate governance, which provides new insights for understanding how vertical
pay dispersion promote innovation and also provides references for enterprises to establish an innovation-promoting executive
compensation system. This study suggests that listed companies can appropriately widen vertical pay dispersion in order to mit-
igate the risk aversion tendency of executives, reduce the short-sightedness of executive investment and excessive board over-
sight of executives, and thus achieve the goal of promoting corporate innovation.

Keywords: vertical pay dispersion; tournament incentives; R&D intensity; supervision intensity; firm innovation output
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