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Abstract

The corporate governance mechanism is very important to solve the principal-agent problem effectively. Based
on the particularity of the financial industry, this paper uses the panel data of 45 listed companies in China's
financial industry from 2007 to 2015, the empirical results show that the degree of ownership concentration, the
duality of CEO and chairman of the board and the independent directors proportion have a significant negative
impact on executive pay, and the size of the board of supervisors has no marked impact on executive pay. The
degree of ownership concentration has a significant positive impact on the pay-performance sensitivity, and the
duality of CEO and chairman of the board, the independent directors proportion and the size of the board of
supervisors have a significant negative impact on the pay-performance sensitivity. For the listed companies in
the financial sector, they should pay attention to the executive pay disclosure system, the board of supervisors
governance mechanism and the independent director system. We can use the degree of ownership concentration
to improve the pay-performance sensitivity, and make corporate governance more effective.
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1. Introduction

The incentive mechanism and the constraint mechanism are two "magic weapon" to solve the problem of
principal-agent problem in modern enterprises. In order to make executives and clients act in line with their
goals, the former mechanism adopts the method of pay and enterprise performance, which can effectively
prevent moral hazard of the manager, and make his behavior consistent with the principle of maximizing the
interests of shareholders. The latter mechanism is designed to strengthen the supervision and control of
executives through the function of the internal organs of the company, and reduce the possibility that executives
can use their power for their own profit. Therefore, how to exert the effectiveness of corporate governance
mechanism is the focus of scholars.

In 2017, the National Financial Work Conference proposed three tasks. Among them, deepening the financial
reform pointed out that the modern financial enterprise system should be improved, the incentive and restraint
should be reasonable. The fundamental purpose of finance is to serve the real economy, and executive pay in the
finance industry have received widespread attention over real enterprises. In terms of corporate governance,
financial companies have high leverage ratios. Because of their unique high risk, financial companies have been
regulated by the relevant departments. This high liability and regulatory of financial firms has further influenced
the sensitivity between executive pay and performance. Improving the internal governance mechanism of
financial companies and promoting pay incentive mechanism are conducive to creating a sound financial
environment for the development of the real economy. To further promote the virtuous circle of economy and
finance. On the other hand, the country advancing the reform of the financial industry, standardizing the
securities market, and expanding Internet finance, it is a process from financial repression to financial freedom in
our country. Therefore, this paper takes the data of 45 listed companies in the financial industry from 2007 to
2015, and studies the impact of governance mechanism of financial listed companies on the pay and the
pay-performance sensitivity of executives.
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2. Literature Review
2.1 The Influence of Corporate Governance Mechanism on Executive Pay

Domestic and foreign scholars come to a similar conclusion about the ownership concentration and executive
pay: there is a negative correlation between them. The empirical results of Firth (1999), Tang Guoqiong and Hu
Maoli (2012) show that the higher the concentration of ownership, the lower the executive pay. Ko and Chan
(2014) demonstrate the correlation between ownership concentration and market performance through empirical
research, and there is a positive correlation between ownership concentration and market performance
sensitivity.

Many scholars have found that in the enterprise, the duality of CEO and chairman of the board will exert some
influence on the establishment of the pay system. Cyert, Kang and Kumar (2002), Fahlenbrach (2009) consider
that the duality of CEO and chairman of the board has a significant positive impact on executive pay, and Cyert
from both theoretical and empirical considers that ordinary shareholders ownership have obvious positive effects
on executive pay. Conyon and Peck (1998) find that there is no significant correlation between the duality of
CEO and chairman of the board in the enterprise and executive pay. The conclusions drawn by domestic scholars
are more unified. Zhou Jianbo and Sun Jusheng (2003), Zhang Biwu and Shi Jintao (2005), Li Weian, Liu
Xuangang and Chen Jinghan (2010) and Gao Qi (2015) find that there is a positive relationship between them.

Scholars study find that the independent directors proportion has a certain impact on executive pay. Boyd (1994)
through empirical analysis conclude that there is a negative correlation between the independent directors
proportion and executive pay. Cordeiro and Veliyath (2000), Zhang Biwu and Shi Jintao (2007), Yuan
Chunsheng and Tang Songlian (2015) show that there is a positive correlation between the proportion of
independent directors and executive pay. Using a dynamic panel model, Wang Changrong (2015) finds that
when managers have more power than the board of directors, internal governance can not constrain executives
and make executives pay higher.

The impact of the size of the board of supervisors on executive pay has yet to reach a consensus. Su Fangguo
(2011) comes to the conclusion that the larger the board of supervisors, the lower the executive pay when
studying domestic listed companies. Han Tianxi (2012) argues that when the board of supervisors is over-sized,
its supervisory efficiency will be reduced, resulting in a higher executive pay level. According to the results of
Yao Lushi and Xu Xin (2012), the remuneration of innovative enterprise executives is positively correlated with
the size of the supervisory board.

2.2 The Impact of Corporate Governance Mechanism on the Pay-performance Sensitivity

Yermack (1996) studies the relationship between the size of the US board of directors and the pay-performance
sensitivity and finds that there is a significant negative impact between them. Hartzell and Starks (2003) study
the data of 1914 listed companies from 1992 to 1997 and find that ownership concentration has a significant
positive impact on the pay-performance sensitivity. Hwang and Kim (2009) conduct a study of Fortune 100
companies in 2005 and find that the proportion of independent directors can increase the pay-performance
sensitivity.

Xiong Fenghua and Peng Jue (2012) show that companies with high executive power have low pay-performance
sensitivity. The study by Tang Guoqiong and Hu Maoli (2012) find that non-state-owned enterprises have a
higher pay-performance sensitivity than state-owned enterprises and the proportion of independent directors is
positively related to the pay-performance sensitivity. Liu Xing and Xu Guangwei (2012) conduct a research on
state-owned listed companies. The results show that the power in the hands of supervisors has a significant
impact on the contract of pay, which in turn leads to downward rigidity and upward flexibility of remuneration.
Wu Xiancong (2015) shows that independent institutional investors can have a positive impact on corporate
governance, not only improving executive's pay-performance sensitivity but also reducing executives' private
earnings. Liu Min (2015) finds that the concentration of ownership, the proportion of independent directors and
the size of the board of directors are positively correlated with executive's pay-performance sensitivity. The size
of the company is negatively correlated with the pay-performance sensitivity. Zhang Xuegong and Liu Wei
(2016) study the cross-sectional data of listed companies in China. The ownership concentration and separation
of two posts have a negative impact on executive pay. The proportion of remuneration committee and the
proportion of independent directors have a positive impact on executive pay. Under different performance
conditions, the impact of corporate governance on executive pay and the pay-performance sensitivity is
asymmetrical.
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2.3 Related Research on Executive Pay and the Pay-Performance Sensitivity of Financial Listed Companies

Huang Jun, Jiang Yingge and Tian Bin (2010) study the influencing factors of executive pay of 27 listed
companies in the financial industry in China. They find that ownership concentration and the size of the
company are correlated with executive pay. The performance of the company, the proportion of independent
directors and the board size are’t correlated with executive pay. Huang Ping and Chen Li (2014) study on
China's Listed Banks: State-owned shares, shareholding ratio and the size of the board of supervisors have a
negative impact on executive pay. Zhao Huawei (2015) conducts a study on the data of listed banks in China and
find that the expansion of the company's size is conducive to executives to better perform their talents and get
higher pay. Man Yuanyuan, Yang Yuesheng and Sun Wei (2015) argue that the market share is not significant
for the improvement of commercial banking performance while the change of asset scale model is the major
factor for the improvement of banking performance.

Gilson and Vetsuypens (1993) find a negative relationship between the CEO's pay-performance sensitivity and
the company's financial position.

John and Qian (2003) think that the special debt ratio of the banking industry makes the pay-performance
sensitivity of the banking CEO higher than that of the manufacturing industry. Zhao Huawei (2015) on the study
of China's listed banks finds that managerial talent has a positive relationship with the pay-performance
sensitivity, and management power has a negative impact on the pay-performance sensitivity.

In summary, the researches on the impact of corporate governance on pay and the pay-performance sensitivity
mainly focus on the concentration of ownership, the duality of CEO and chairman of the board, the proportion of
independent directors, the size of the board of supervisors and the size of the board of directors. Compared with
foreign countries, the domestic research started relatively late, and the researces mainly focus on the previous
years, timely and up-to-date research is needed. With the liberalization of the financial industry and the
increasing attention paid to executive pay in recent years, the latest research needs to be made timely. In the past,
the vast majority of the research focused on listed companies as a whole. The research on the financial industry
was also dominated by banks and few studies on the financial industry as a whole. Most of the studies on banks
focus on other aspects such as leverage ratio and business risk, etc.. There are few researches on corporate
governance mechanism. Due to the difference between financial companies and manufacturing companies, and
the actual economic and financial conditions have undergone great changes, it is necessary to systematically
study the effects of the governance mechanism of financial listed companies on executive pay and the
pay-performance sensitivity.

3. Theoretical Analysis and Research Hypotheses

Principal-agent Theory: the principal-agent relationships formed in the context of separation of ownership and
management. If you want to reduce the agency costs, we must link the agency's revenue with the performance of
the enterprise and induce it to maximize the value of the enterprise. At present, many western countries make
executive pay based on principal-agent theory.

Corporate Governance Theory: Under the company system, there are many interests including the relationship
among directors, shareholders and executives. The development of a business is influenced by the interests of
theirs. It is the core problem of corporate governance to protect the interests of all parties, solve agency problems
and reduce agency cost. In order to solve the agency problem, it needs the combination of internal and external
governance. Internal governance refers to the construction and structure of the company's internal management
structure. External governance is coordinated by market governance and public governance.

3.1 Ownership Concentration

When the ownership concentration is high, it is convenient for major shareholders to supervise operators.
However, if the shareholding is relatively fragmented, a single minority shareholder may lose the motivation to
supervise due to the high cost. The conclusions from the previous studies are basically the same. Enterprises with
high concentration of ownership will be more effective in supervising the executives, reducing the opportunities
for executives to seek higher salaries, and also getting the relationship between executive pay and firm
performance closer together. Based on this, we put forward the hypothesis:

Hypothesis 1a: There is a negative correlation between ownership concentration and executive pay.

Hypothesis 1b: There is a positive correlation between ownership concentration and the pay-performance
sensitivity.

235



ijbm.ccsenet.org International Journal of Business and Management Vol. 13, No. 3; 2018

3.2 The Duality of CEO and Chairman of the Board

The remuneration of executives of listed companies is decided by the board of directors. When the duality of
CEO and chairman of the board, the effectiveness of the board of directors will decline, which may result in the
over-pay of senior management and reduce the effectiveness of the contract of performance-based remuneration.
Some studies have suggested that in order to improve the independence of the board of directors, it is necessary
to separate the roles of CEO and chairman of the board. Based on this, we put forward the hypothesis:

Hypothesis 2a: There is a positive correlation between the duality of CEO and chairman of the board and
executive pay.

Hypothesis 2b: There is a negative correlation between the duality of CEO and chairman of the board and the
pay-performance sensitivity

3.3 The Proportion of Independent Directors

Independent directors, as members of the board of directors, can enhance the independence of the board of
directors as well as the effectiveness of supervision and governance. Generally speaking, a high proportion of
independent directors can improve the efficiency of corporate governance and make the pay-performance
sensitivity is stronger, namely due to the supervision being more effective, its pay levels may be lower. Based on
this, we put forward the hypothesis:

Hypothesis 3a: There is a negative correlation between the proportion of independent directors and executive
pay.

Hypothesis 3b: There is a positive correlation between the proportion of independent directors and the
pay-performance sensitivity.

3.4 The Size of the Supervisory Board

There has been no consensus on the impact of the supervisory board on executive pay and the pay-performance
sensitivity. In theory, the board of supervisors, as a specialized supervisory body, can prevent executives from
abusing their power to make self-made remuneration, while the board of supervisors can indirectly influence the
effectiveness of remuneration incentives. However, some scholars also find that the scale is too large, it can also
cause the internal inefficiency of the board of supervisors, thus affecting the effectiveness of its supervision.
Based on this, we put forward the hypothesis:

Hypothesis 4a: There is a negative correlation between the size of the board of supervisors and executive pay.

Hypothesis 4b: There is a positive correlation between the size of the board of supervisors and the
pay-performance sensitivity.

4. Empirical Research

Collect data from financial companies through channels such as CSMAR and Wind database, and supplement
relevant data through the official websites of companies. Sort out the data of 2007-2015 listed companies in the
financial industry.

4.1 Variable Selection

4.1.1 Explained Variable

Pay level variable (COMP): the total pay of the top three executives in China's financial industry.
4.1.2 Explanatory Variables

(1) Corporate performance variable:

Rate of Return on Common Stockholders’ Equity(ROE).

(2) Corporate governance mechanism variables:

Ownership concentration (OC), shareholding of largest shareholder.

The duality of CEO and chairman of the board (BOTH), if the chairman of the board and CEO are held by one
person, then 1, otherwise 0.

The proportion of independent directors (OUT), the proportion of independent directors to the total number of
directors.

The size of the board of supervisors (SS), the total number of supervisors in the board of supervisors.
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4.1.3  Control Variables
(1) Company size (SIZE), the common logarithm of the company's total assets.

(2) Company growth rate (RGR), revenue growth rate.

Table 1. Variable definition

Variable types Variable name Variable Variable meaning
symbol
Explained Pay level variable COMP The total pay of the top three executives in China's
variable financial industry
Corporate performance variable ROE Rate of return on common stockholders’ equity
Ownership concentration oC Shareholding of Largest Shareholder
The duality of CEO and BOTH If the chairman of the board and CEO are held by one
chairman of the board person, then 1, otherwise 0
The proportion of independent OUT The proportion of independent directors to the total
directors number of directors
The size of the board of SS The common logarithm of the company's total assets
Explanatory supervisors
variables
Company size SIZE The common logarithm of the company's total assets
Control variables ~ Company growth rate RGR Revenue growth rate
4.2 Regression Model

This paper makes an empirical analysis on the influence of the corporate governance mechanism of listed
companies in China on executive pay and the pay-performance sensitivity. The model is as follows:

The impact of corporate governance mechanism on executive pay.
In( COMP )i= Bo+ BIROE i+ B:0C + B:BOTH + B4+OUT . BsSS + B6Yi+ &
Among them,Y; is SIZE, RGR (equation 1).
The impact of corporate governance mechanisms on the pay-performance sensitivity.
In(t COMP )i= fo+ BIROE i+ [ 2(ROEi * Xi)+ f3Yi+ &

Among them, X;is OC (equation 2), BOTH(equation 3), OUT(equation 4), SS(equation 5), Y; is SIZE, RGR.
When studying the impact of an explanatory variable on the interpreted variables, the explanatory variable is
substituted into the model.

4.3 Descriptive Statistical Analysis

Table2. Descriptive Statistics Analysis

Metric Average Maximum Minimum Median Standard deviation
In(comp) 14.39 17.67 10.92 14.51 1.00
roe 0.14 2.64 -4.62 0.16 0.31
oc 0.27 0.68 0.05 0.24 0.16
both 0.07 1.00 0.00 0.00 0.25
out 0.36 0.60 0.17 0.35 0.04
ss 6.79 13.00 2.00 7.00 2.66
In(size) 26.24 30.73 19.66 26.32 2.48
rgr 0.29 3.55 -1.37 0.20 0.54

Data sources: Wind database, Cathay Pacific database, the company's annual report finishing.

237



ijbm.ccsenet.org International Journal of Business and Management Vol. 13, No. 3; 2018

From table 2 we can see that China's financial industry executives have very different pay. The top three
executives received a maximum total pay of 47,331,700 yuan, the lowest is only 55,300 yuan. There is a big
difference in total return on assets, the highest is 2.64, the lowest is -4.62. The average value of equity
concentration is 0.27, which indicates that the largest shareholder of the listed company in China's financial
industry has a higher shareholding ratio. There are totally 23 samples of the duality of CEO and chairman of the
board, with 317 samples separated from each other. Most listed companies are separated by two jobs. The
proportion of independent directors is significantly different, the largest is 0.6, the smallest is 0.17. The largest
board of supervisors has 13 people, the smallest is 2.

Table 3. Pearson correlation coefficient table

In(comp) roe oc both out ss In(size) rgr
In(comp) 1
roe 0.145™ 1
oc -0.017 0.019 1
both -0.331" -0.147" -0.014 1
out -0.065 -0.015 0.077 -0.023 1
ss 0.260"" 0.107” -0.059 -0.213"™ -0.031 1
In(size) 0.400™" 0.159™" 0.329™ -0.225™" -0.056 0.447 1
rgr 0.123" 0.137" -0.059 -0.045 -0.024 -0.033 -0.030 1

Note: *** is significant at 0.01 level, ** indicates significant at 0.05 level, * indicates significant at 0.1 level.

The correlation test of the overall sample was conducted, and the executive pay (common logarithm) has a
significant positive correlation with the rate of return on common stockholders’ equity, which is consistent with
the principal-agent theory. Executive pay (common logarithm) has a significant negative correlation with the
combination of two jobs, as opposed to hypothesis 2a. The negative relationship between executive pay
(common logarithm) and ownership concentration, the proportion of independent directors is not significant.
Executive pay (common logarithm) has a significant positive correlation with the size of the board of supervisors,
as opposed to assumption 4a. In conclusion, the hypothesis is tested by Pearson correlation test.

4.4 Analysis of Empirical Results

The total samples were analyzed using Stata, and the following regression results are obtained.

Table 4. Equation 1-5 Regression Results

index regression coefficient index regression coefficient ~ model By B2

roe 1.63 (0.29) ™ ss 0.01 €0.02) Equation2 1.26 (0.45) ™ 2.63 (1.39) °
oc -0.54 (0.32) 7 size 0.20 (0.05) ™ Equation3  2.66 (0.21) ™ -3.35 (0200 ™
both -0.15 (0.04) ™ rgr -0.20 (0.04) ™ Equation4 4.26 (0.55) ™ -6.57 (1.65) ™
out -1.48 (0.22) ™ _cons 1038 (1.02) ™ Equation5  0.29 (0.28) 0.25 (0.07) ™

Note. *** is significant at 0.01 level, ** indicates significant at 0.05 level, * indicates significant at 0.1 level.

Hypothesis la predicts negative correlation between equity concentration and executive pay. Empirical results
validate this hypothesis and are significant at the 0.1 statistical level. Hypothesis 2a predicts a positive
correlation between the duality of CEO and chairman of the board and executive pay, but the empirical results
show that they are negatively correlated, and statistically significant at the 0.01 statistical level. Hypothesis 3a
predicts that there is a negative relationship between the proportion of independent directors and executive pay,
and the empirical results show that it is statistically significant at the 0.01 statistical level. Hypothesis 4a predicts
a negative correlation between the size of the supervisory board and executive pay. However, the empirical
results show positive effects, and there is no statistical significance. Corporate performance has a significant
positive impact on executive pay at 0.01 statistical level, and the pay-performance sensitivity is 1.63, which is
consistent with the basic assumptions of principal-agent theory.
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Equation 2 shows that ownership concentration improves the pay-performance sensitivity at the 0.1 statistical
level, which is consistent with assumption 1b. The results of equation 3 show that the duality of CEO and
chairman of the board reduces the pay-performance sensitivity at the 0.01 statistical level, which is consistent
with assumption 2b. The results of equation 4 show that the proportion of independent directors reduces the
pay-performance sensitivity at the 0.01 statistical level, as opposed to assumption 3b. The results of equation 5
show that the size of the supervisory board increases the pay-performance sensitivity at the 0.01 statistical level,
which is consistent with assumption 4b.

5. Conclusions and Suggestions
5.1 Research Conclusions

Based on the data of listed companies in China's financial industry from 2007 to 2015, this paper empirically
studies the impact of corporate governance on executive pay and the pay-performance sensitivity, the following
conclusions are drawn.

Table 5. Research conclusions

Hypotheticals verification results

There is a negative correlation between ownership concentration and executive pay Yes
There is a positive correlation between the duality of CEO and chairman of the board andN
executive pay

There is a negative correlation between the proportion of independent directors and executive pay Yes
There is a negative correlation between the size of the board of supervisors and executive pay No significant
There is a positive correlation between ownership concentration and the pay-performance
sensitivity s
There is a negative correlation between the duality of CEO and chairman of the board and the
pay-performance sensitivity s
There is a positive correlation between the proportion of independent directors and the NO
pay-performance sensitivity

There is a positive correlation between the size of the board of supervisors and the

. Yes
pay-performance sensitivity

5.1.1 The impact of ownership concentration on executive pay and the pay-performance sensitivity is the same
as expected. This shows that when the shareholding structure is dispersed, the lack of supervision by
shareholders can easily cause executives to set salaries from their own interests and reduce the sensitivity
between pay and performance. When ownership is concentrated, shareholders' supervision and control of
remuneration can be enhanced. In the remuneration contract, management can not have decision-making control,
so as to reduce the agency costs and prevent management from obtaining excessive remuneration and increase
the pay-performance sensitivity.

5.1.2 The impact of the duality of CEO and chairman of the board on executive pay is different from the
expectation, and the impact on the pay-performance sensitivity is consistent with the expectation.On the one
hand, due to the fact that only 23 data, the sample size is relatively small. On the other hand, financial executives
may be paid more attention because of their own higher pay. When the duality of CEO and chairman of the
board, they will receive more attention. Based on this, executives may make other concealment means to replace
the monetary pay. As the pay-performance sensitivity is not directly disclosed, the monitoring efficiency of the
board of directors is reduced when the duality of CEO and chairman of the board. Executives have higher
decision-making power, resulting in a decrease in the pay-performance sensitivity.

5.1.3 The proportion of independent directors reduced executive pay but also reduced the pay-performance
sensitivity. Due to the existence of independent directors, to a certain extent, the board of supervisors has been
strengthened and the remuneration level has been reduced. Descriptive statistics show that the average
proportion of independent directors in the financial industry in China is 0.36, just reached the bottom line of
regulatory authorities. The world is generally believed that the independent directors proportion reaches 0.4 to be
effective supervision, and compared with developed countries in the West, there is still a great gap. On the other
hand, due to the lack of maturity of the independent director system of listed companies in China's financial
industry, the independence and impartiality of the appointment of independent directors are not guaranteed. Thus,
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it restricts its promotion effect on the pay-performance sensitivity.

5.1.4 The impact of the board of supervisors size on executive pay is not significant, and the impact on the
pay-performance sensitivity is the same as assumptions. As an important part of corporate governance, the board
of supervisors can theoretically have a negative impact on executive pay. Previous empirical studies also show
that executive pay in the financial industry has nothing to do with the size of the board of supervisors. Maybe in
a listed finance company, the function of the board of supervisors is difficult to effectively play, it can not affect
the decision-making of executive pay. But the increase in the size of the supervisory board can make the
company's governance mechanism more effective in the whole, thus increasing the pay-performance sensitivity.

5.2 Policy Recommendations

Based on the inconsistency between the empirical results and the expected hypothesis, we can see the main
shortcomings in the governance mechanism of listed companies in the financial industry, and put forward
relevant suggestions on the basis of this.

5.2.1 Improve the Executive Pay Disclosure System

Since the duality of CEO and chairman of the board of the listed companies in the financial industry will be paid
more attention, they should consider the hidden channels in the pay decisions. Therefore, the effective disclosure
of executive pay in the financial industry has become the basis for other internal governance mechanisms to play
a role, which should be focused and solved first.

(1) Centralized announcement of executive pay information

China can learn from the centralized disclosure model in the United States and concentrate executive pay
information in one company document, explaining the basis for the formulation of executive pay, the total
amount of funds, and the specific structure. This makes it easier for shareholders, especially for small and
medium-sized shareholders who are hard to participate in corporate governance, to understand executive pay,
and to make it easier to monitor executive pay.

(3) Establish a pay summary table and improve the pay disclosure structure

The disclosure of executive pay in China requires disclosure of total pay. China should set up a pay summary
table, which should not only show the total pay of all executives, but also specify the specific composition of the
total payroll. Specific details such as basic pay, bonuses and benefits .This can reduce the existence of the gray
zone of executive pay, and show the benefits that executives can obtain from the company in the view of
shareholders and the public.

(4) Improve the executive pay disclosure obligations

The legal responsibility for the disclosure of executive pay should be improved. Specifically, the amount of fines
can be linked directly to the illegal gains, raising the cost of disclosure of executive pay in listed companies. In
addition, a mechanism of accountability that combines civil liability with administrative responsibility can be
considered. In the context of serious circumstances, we can consider other penalties.

5.2.2 Improve the Governance Mechanism of the Board of Supervisors

The conclusion of the study shows that the board of supervisors has no obvious influence on executive pay,
indicating that the function of the board of supervisors of listed companies in China's financial industry is not
well played. Therefore, in the governance mechanism of financial companies, we should pay more attention to
the governance efficiency of the board of supervisors, find the factors that restrict the functions of the board of
supervisors, and improve the governance mechanism of the board of supervisors.

(1) Improve the right of the board of supervisors

Compared with the members of the board of directors, the board of supervisors often fails to obtain first-hand
information and has no relevant laws and regulations to safeguard the supervisory board's right to information.
The company is not willing to provide all information, and the board of supervisors is not willing to invest
enough energy, both the reasons leading to the board of supervisors is difficult to protect the right to information.
Therefore, relevant laws and regulations should be made clear that the board of directors should be obliged to
provide relevant data and information to the board of supervisors, and ensure the board of supervisors carefully
deal with the obligation of information, and exercise their supervisory duties.

(2) Improve the efficiency of the staff supervision system
The efficiency of employee participation system directly affects the effectiveness of the entire supervisory board
system. In many cases, employee representatives can not represent the needs of all employees. Therefore, we
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should classify its employees according to the nature of their work and set strict rules on the number of employee
supervisors that should be elected for each type of employees. At the same time, when considering the quantity,
priority should be given to the general workforce. In addition, when the employee representative as the
supervisor, it should restrict the company's right to fire the supervisor of the employee, and make clear the
relevant reasons for the dismissal.

(5) Improve the decision-making process of the company

The loss of function of the board of supervisors in our country depends not only on the amount of statutory
powers but also on the actual imbalance in the various components of the corporate governance mechanism. To
improve the actual status of the board of supervisors, the board of supervisors should be involved in the
company's decision-making process so that the board of supervisors can really exert supervisory power over the
resolutions of the board of directors. While giving greater power to the board of supervisors, the resolution of the
company's board of directors must also be guaranteed.

5.2.3 Improve the System of Independent Directors

The conclusion of the research shows that the proportion of independent directors did not improve the
pay-performance sensitivity of financial executives, indicating that the system of independent directors in
China's financial industry is still deficient. It is suggested to improve the independent director system from the
following aspects.

(1) Strengthen the independence of independent directors

As the most essential feature of independent directors, "independence" has greatly affected the effectiveness of
independent director system. Therefore, it is necessary to guarantee the independence of independent directors’
election and exit. At present, the election of independent directors in our country is mainly controlled by major
shareholders. To change this situation, China can draw on the "one person, one vote" rule adopted by Hong
Kong on major matters.

(2) Improve the remuneration incentive mechanism of independent directors

Independent directors mainly receive fixed pay, which lacks incentive effect to a certain extent. Independent
directors have no incentive to perform their duties. Therefore, on the one hand, it is necessary to increase
assessment indicators and incorporate the effects of their supervision into the pay system. On the other hand,
stock options are added to the pay system to unify the interests of the independent directors and the company. In
addition, the remuneration of independent directors is paid by a third party, and according to the actual meeting
time of the independent director, the performance effect will be paid. The payment relationship between the
independent directors and the controlling shareholders shall be isolated.

(3) Improve the responsibility commitment and insurance system of independent directors

On the basis of pay incentive, it should also guarantee the risks that independent directors may have in their
performance. On the one hand, we can refer to the business judgment rule system in the United States, if the
directors in decision making is based on business professional knowledge and experience, whether or not the
company profits, the director can escape. On the other hand, we can further promote the directors' liability
insurance, and the independent directors make judgments without any worries.

(4) Construction of independent director market

At present, the information of independent directors in our country has great asymmetry. Therefore, it is
necessary to build a market capable of quantifying the value of human capital of independent directors and
gradually form an independent director market for information sharing and survival of the fittest. On the one
hand, it is necessary to intensify the training of the existing exchanges and create some external pressure on the
incumbent independent directors by increasing the number of independent directors. On the other hand, there
must be a third-party agency to supervise and evaluate independent directors, track the performance of
independent directors, and disclose the situation of non-compliance.
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