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Abstract 

Taking Shanghai and Shenzhen A-share listed companies from 2013 to 2018 as samples, 
the relationship between executive equity incentive, internal control quality and 
corporate performance was empirically tested through regression analysis. The results 
show that executive equity incentive and high quality internal control have a positive 
effect on corporate performance. There is a local intermediary effect among the three. 
The intermediary variable, quality of internal control, can be improved by the executive 
equity incentive and then further improve enterprise performance. This paper provides 
reference and basis for listed companies to implement equity incentive plan, effectively 
improve the internal control quality of the company, and thus improve the performance 
of the company. 
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1. Introduction 

According to the principal-agent theory, the management will make choices that are not 
conducive to the long-term development of the company out of self-preservation, since the 
goals of the corporate governance layer are not consistent with the management, thus affecting 
the performance of the company. In order to effectively solve the problems caused by the 
inconsistent interests between the management and the shareholders, the owners of a 
company often reduce agency costs and improve corporate performance by means of equity 
incentive. 

As an important part of corporate internal governance structure, the higher quality of internal 
control means that it plays a better role in checks and balances, so as to reduce the principal-
agent cost by reducing managers' moral hazard and the possibility of adverse selection. In 2008, 
the Ministry of Finance and other five departments jointly issued the Basic Norms for 
Enterprise Internal Control, and then issued the Supporting Guidelines for Enterprise Internal 
Control in 2010, which was first formally implemented in some listed companies in China one 
year later. Till now, the construction of internal control has become an important measure to 
ensure the performance of listed companies in China. 

It can be seen that the principal-agent system is the basis of executive equity incentive and 
internal control, and both of them can reduce the principal-agent cost. Thus, this paper takes 
3,689 A-share listed companies from 2013 to 2018 as research samples to empirically test the 
relationship between executive equity incentive, internal control quality and performance of A-
share listed companies. 



Volume 1 Issue 1, 2020 

DOI: 10.6981/FEM.202001_1(1).0003 

14 

Frontiers in Economics and Management 

ISSN: 2692-7608 

2. Theoretical Analysis and Research Hypothesis 

According to the convergence of interests theory, the implementation of equity incentive gives 
managers residual ownership of part of the company, which can effectively coordinate the 
interest relationship between managers and owners and motivate managers to create good 
earnings for the company [1]. Equity incentive to senior executives can make them work for the 
interests of shareholders to the maximum extent and reduce adverse selection and moral 
hazard behaviors, thus reducing the principal-agent cost; Moreover, equity incentive can 
reduce the behavior of senior executives to avoid risks due to "self-serving", so that they can 
encourage investment in high-risk projects and improve enterprise performance by inhibiting 
inefficient investment. Fu Qing[2],Xie Xiuqi[3] and other scholars believed that the equity 
incentive can improve enterprise performance through the empirical research. Fan Zuobin [4] 
concluded that the executive equity incentive and corporate operating performance is related, 
while it is more significant in the state-owned manufacturing enterprise through the analysis 
about different nature of property rights of a-share listed manufacturing companies. Based on 
the above analysis, this paper proposes the following hypotheses: 

H1: Implementing equity incentive can improve corporate performance, and equity incentive 
is positively correlated with corporate performance. 

After analysis, Vishny and Shleifer[5] believed that a company with better internal control 
quality could alleviate the problem of internal and external information inconsistency, thus 
effectively reducing agency costs, realizing corporate value-added and improving corporate 
business performance. Doyle et al. [6] pointed out that compared with companies that built 
imperfect internal control system, companies with complete internal control system have 
higher reliability of financial information, higher transparency of financial information and 
effective avoidance of fraud by senior executives to improve corporate performance. Domestic 
scholars Li Wei 'an et al. [7] analyzed internal control and corporate governance from the 
perspective of strategic management, and believed that high-quality internal control could 
improve corporate reputation, help management to find risks in the operation process and 
improve corporate performance. Some other scholars have also conducted empirical studies on 
some listed companies and concluded that the higher the quality of internal control is, the more 
effective it is to reduce the company's principal-agent cost, reduce the degree of deviation from 
the goals of shareholders and executives, improve the company's operating efficiency, enhance 
the company's reputation and value, and promote the improvement of corporate performance 
[8,9,10]. Accordingly, this paper proposes the following hypothesis: 

H2: High-quality internal control can improve corporate performance, and the quality of 
internal control is positively correlated with corporate performance. 

Effective internal control requires managers to effectively disclose enterprise information to 
improve the quality of information. While the effect of equity incentive is affected by the 
internal and external environment of the company, high-quality internal control can enhance 
the incentive effect, so as to improve enterprise performance. Ma Guifen [11] conducted 
empirical analysis with Shanghai and Shenzhen A-share listed companies from 2011 to 2017 as 
samples, and concluded that internal control played a positive regulating role in the 
relationship between equity incentive and corporate performance. Li Mingyang et al. [12] found 
that the implementation of equity incentive policies in small and medium-sized board listed 
companies can improve the effectiveness of internal control and thus improve enterprise 
performance. Chen Huan found that equity incentive to senior executives can improve the 
stability of senior executives through empirical research, thus improving the quality of internal 
control. Accordingly, this paper proposes the following hypothesis: 

H3: Equity incentive can improve corporate performance by improving the quality of internal 
control, and there is a mediating effect among the three. 
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3. Research Design 

3.1. Sample Selection and Data Sources 

In this paper, 3,689 Chinese a-share listed companies from 2013 to 2018 are selected as 
research samples, and the initial samples are processed as follows :(1) Excluding the samples 
of companies with ST and *ST; (2) Excluding financial listed companies; (3) Eliminating the 
company samples with missing data and abnormal data. After the above screening, a total of 
16,547 samples were obtained. The internal control quality data used in this paper is from DIB 
internal control and risk management database, and the rest data is from CSMAR database. 
STATA15.0 software is used for data analysis. In order to further reduce the impact of extreme 
values on regression results, 1% Winsorize processing is used for all continuous variables. 

3.2. Definition of Variables 

(1) Explained variable: To effectively measure the relationship between equity incentive, 
internal control quality and corporate performance, this paper uses total net asset interest rate 
(ROA) as a substitute variable for corporate performance. 

(2) Explanatory variable: The proportion of the number of executive shares in the total equity 
of the company is used as the alternative variable of equity incentive (EI); DIB internal control 
index is used to reflect the quality of internal control. In order to narrow the quantitative 
difference with other variables, its logarithm is used as the substitute variable of internal 
control quality (ICQ). 

(3) Control variables: Based on the existing literature, this paper selects company scale(SIZE), 
debt to asset ratio (LEV), increase rate of business revenue (GROWTH), board scale (BOV), CEO 
duality(DUAL), shareholding ratio of the largest shareholder (MAJOR), ownership nature 
(STATE) and annual dummy variable (YEAR) as control variables. 

The definitions of variables in this paper are shown in Table 1. 

 

Table 1. Main variable definitions 

Variable 
types 

Variable 
name 

Variable definitions 

Explained 
variable 

ROA The final net profit/The final total assets 

Explanatory 
variables 

EI 
The number of shares held by executives at the end of the year/The 

total shares 

ICQ The natural logarithm of internal control index of DIB listed companies 

Control 
variables 

SIZE The natural log of the company's total assets at the end of the year 

LEV The final total liabilities/The final total assets 

GROWTH Current operating income/Previous operating income 

BOV The board of directors of the number of natural logarithm 

DUAL CEO duality takes 1, otherwise takes 0 

MAJOR Shareholding ratio of the largest shareholder 

STATE State holding takes 1, otherwise takes 0 

YEAR Annual dummy variable 

 

3.3. Model Construction 

To verify hypothesis 1, a model (1) is established in this paper: 

 

𝑅𝑂𝐴𝑖,𝑡 = 𝛼 + 𝛽1𝐸𝐼𝑖,𝑡 + 𝛽𝑘 ∑ 𝑐𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑖,𝑡 + 𝑒𝑖,𝑡                                          (1) 
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To verify hypothesis 2, a model (2) is established in this paper: 

 

𝑅𝑂𝐴𝑖,𝑡 = 𝛼 + 𝛽1𝐼𝐶𝑄𝑖,𝑡 + 𝛽𝑘 ∑ 𝑐𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑖,𝑡 + 𝑒𝑖,𝑡                                         (2) 

 

To verify hypothesis 3, models (3) and (4) are established in this paper: 

 

𝐼𝐶𝑄𝑖,𝑡 = 𝛼 + 𝛽1𝐸𝐼𝑖,𝑡 + 𝛽𝑘 ∑ 𝑐𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑖,𝑡 + 𝑒𝑖,𝑡                                          (3) 

𝑅𝑂𝐴𝑖,𝑡 = 𝛼 + 𝛽1𝐸𝐼𝑖,𝑡 + 𝛽2𝐼𝐶𝑄𝑖,𝑡 + 𝛽3𝐸𝐼𝑖,𝑡𝐼𝐶𝑄𝑖,𝑡 + 𝛽𝑘 ∑ 𝑐𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑖,𝑡 + 𝑒𝑖,𝑡                   (4) 

 

Controls: The selection of eight control variables, respectively, SIZE, LEV, GROWTH, BOV, DUAL, 
MAJOR, STATE and YEAR. 

4. Empirical Analysis 

4.1. Descriptive Statistics 

The descriptive statistical results of the main variables are shown in Table 1. It can be seen that, 
the minimum value of ROA is -20.96%, the maximum value is 19.27%, and the average value is 
4.06%, which means that the return on equity of different companies differs greatly. EI also 
varies greatly among companies, with the maximum value of 0.6194 and the minimum value of 
0.0023. The minimum value of ICQ is 5.2617, the maximum value is 6.6917, and the average 
value is 6.4647, indicating that the overall quality of internal control in listed enterprises in 
China is on the high side. In terms of control variables, the average value of DUAL jobs is 1.4177, 
which shows that more than half of the listed companies are both the general manager and the 
chairman. The average of MAJOR is about 35%, with a median of 33.11%, a minimum value of 
8.6% and a maximum value of 75.1%, indicating that there is a large difference in equity 
concentration among companies. The maximum and minimum of LEV is 89.49% and 5.52% 
respectively, indicating differences in the solvency of listed companies. 

 

Table 1. Descriptive statistical results 

Variables N Mean P50 Min Max SD 

ROA 16547 0.0406 0.0380 -0.2096 0.1927 0.0556 

EI 15982 0.0810 0.0023 0.0000 0.6194 0.1473 

ICQ 14720 6.4647 6.4957 5.2617 6.6947 0.1751 

Dual 16349 1.7175 2.0000 1.0000 2.0000 0.4502 

Major 16545 35.0077 33.1100 8.6000 75.1000 14.9014 

Lev 16547 0.4177 0.4044 0.0552 0.8949 0.2059 

Growth 15444 0.1985 0.1124 -0.5613 3.1949 0.4767 

Size 16547 22.1397 21.9740 19.7329 26.0939 1.2998 

BOV 16544 2.1251 2.1972 1.6094 2.7081 0.1987 

State 16547 0.3477 0.0000 0.0000 1.0000 0.4763 

 

4.2. Correlation Analysis 

The Pearson correlation test results of the major variables are shown in Table 2. It can be seen 
that executive equity incentive (EI) and internal control index (ICQ) are positively correlated 
with corporate performance (ROA) at 1% level. The control variable DUAL (LEV) and company 
SIZE (SIZE) are significantly negatively correlated with the explained variable corporate 



Volume 1 Issue 1, 2020 

DOI: 10.6981/FEM.202001_1(1).0003 

17 

Frontiers in Economics and Management 

ISSN: 2692-7608 

performance (ROA) at the 1% level. However, the shareholding ratio of the largest shareholder 
(MAJOR) and operating income growth(GROWTH) showed a significant positive correlation at 
1% level. Although the control variable board size (BOV) did not pass the significance test, it 
could theoretically have an impact on enterprise performance (ROA), so it was retained in the 
model. Moreover, the correlation coefficient between the control variables in this paper is less 
than 0.5, indicating that there is no multicollinearity problem between them. 

 

Table 2. Correlation analysis results 
 ROA EI ICQ Dual Major Lev Growth Size BOV State 

ROA 1          

EI 0.1618*** 1         

ICQ 0.3003*** 0.0391*** 1        

Dual -0.0743*** -0.4960*** 0.0025 1       

Major 0.1207*** -0.0294*** 0.0864*** 0.0379*** 1      

Lev -0.3798*** -0.2636*** 
-

0.0539*** 
0.1440*** 0.0706*** 1     

Grow
th 

0.1758*** 0.0534*** 0.1158*** 
-

0.0339*** 

-
0.0309*** 

0.0266
*** 

1    

Size -0.0666*** -0.3180*** 0.0974*** 0.2027*** 0.1871*** 
0.5351

*** 
0.0416*** 1   

BOV 0.0055 -0.1620*** 0.0381*** 0.1873*** 0.0219*** 
0.1517

*** 
-0.0287*** 

0.272
2*** 

1  

State -0.1382*** -0.3754*** 0.0143* 0.2994*** 0.2245*** 
0.3063

*** 
-0.1016*** 

0.379
5*** 

0.2614*

** 
1 

Note: ***, ** and * show that the estimated parameters are significant at 1%, 5% and 10% 
successively, the same below. 

 

4.3. Regression Analysis 

By setting panel data, this paper conducts regression analysis on models (1), (2), (3) and (4), 
and the results are shown in Table 3. In order to make the results more intuitive and accurate, 
the data is processed centrally. In model (1), the regression coefficient between executive 
equity incentive (EI) and corporate performance (ROA) is 0.0829, which is significant at 1% 
level, indicating that equity incentive improves corporate performance to a certain extent in 
most A-share listed companies, supporting the H1 hypothesis. To some extent, the equity 
incentive for senior executives can maintain the consistency of goals between the management 
and the governance layer to reduce the possibility of short-sighted behavior of senior 
executives. In model (2), the regression coefficient between ICQ and ROA is 0.1491, which is 
significant at 1% and supports H2 hypothesis. Therefore, it can be considered that high-quality 
internal control system can improve performance by reducing inefficient investment, fraud and 
other behaviors, reducing principal-agent costs, and thereby reducing operational risks. In 
model (3), executive equity incentive (EI) and internal control index (ICQ) are significantly 
positively correlated at 1% level, indicating that the implementation of equity incentive for 
senior executives can enable them to assume residual ownership of enterprises, thus enhancing 
internal control of enterprises to improve enterprise performance. In model (4), the interaction 
of the executive equity incentive and the internal control index (EIICQ) and business 
performance (ROA) of the regression coefficient is 0.4129 with a significant under 1% level. 
Combined with the result of model(3), it can be illustrated that business performance (ROA), 
executive equity incentive (EI) and the internal control index (ICQ) have intermediary effect, 
and internal control quality(ICQ) is an intermediary variable to improve enterprise 
performance, showing that H3 hypothesis is supported. 
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Table 3 Regression analysis results 

Variables 
Model(1) Model(2) Model(3) Model(4) 

ROA ROA ICQ ROA 

EI 
0.0829*** 

(-4.75) 

 0.1260** 

(3.21) 

0.1496*** 

(-4.88) 

ICQ  0.1491*** 

(20.57) 

 0.1374*** 

(16.98) 

EIICQ    0.4129*** 

(6.18) 

Dual 
-0.0061 
(-0.51) 

-0.0248** 

(-2.33) 

0.0114 
(0.78) 

-0.0062 
(-0.55) 

Major 
0.0912*** 

(4.63) 

0.0728*** 

(3.95) 

0.0400 
(1.64) 

0.0768*** 

(4.06) 

Lev 
-0.5765*** 

(-37.38) 

-0.5147*** 

(-34.78) 

-0.1216*** 

(-6.23) 

-0.5100*** 

(-33.66) 

Growth 
0.1664*** 

(24.60) 

0.1339*** 

(20.42) 

0.1458*** 

(17.13) 

0.1302*** 

(19.47) 

Size 
0.2853*** 

(10.97) 

0.2466*** 

(9.96) 

0.2348*** 

(7.20) 

0.2523*** 

(9.95) 

BOV 
0.0538*** 

(3.80) 

0.0551*** 

(4.17) 

0.0589*** 

(3.38) 

0.0526*** 

(3.90) 

State 
-0.0570 
(-1.62) 

-0.0580* 

(-1.73) 

0.0143 
(0.32) 

-0.0593* 

(-1.72) 

_cons 
0.0996*** 

(5.72) 

0.0815*** 

(5.05) 

0.2775*** 

(13.18) 

0.0530*** 

(3.14) 

N 14,717 14,536 14,047 14,047 

R2 0.1694 0.1863 0.0832 0.1945 

F 180.31 199.93 75.98 175.14 

 

4.4. Robustness Test 

In order to ensure the stability of the results and improve the reliability of the research 
conclusions, this paper adopts the corporate performance (ROA) with one-stage lag as the 
explained variable to conduct the regression analysis again. The results show that EI and ICQ 
are still significantly positively correlated with the corporate performance with one-stage lag. 
The internal control quality is a mediating variable of the influence of executive equity incentive 
on corporate performance, and there is a mediating effect among the three. The hypotheses of 
this paper are still supported. 

5. Conclusion 

Based on China's a-share listed companies from 2013 to 2018 as research samples, this paper 
took empirical research on the executive equity incentive,  internal control quality and business 
performance, and concluded the following: (1) To implement equity incentive for executives 
makes utility function between managers and owners are unified and effective, alleviates the 
principal-agent problems caused by information asymmetry, so as to improve corporate 
performance; (2) High-quality internal control can effectively reduce business risks, so as to 
improve corporate performance; (3) The implementation of equity incentive for senior 
executives can not only directly improve corporate performance, but also improve corporate 
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performance by improving the quality of internal control, which has a partial mediating effect 
in the influence of executive equity incentive on corporate performance. 

Based on this, this paper puts forward the following Suggestions :(1) listed companies should 
develop a scientific and reasonable equity incentive system according to their own conditions, 
so as to effectively improve corporate performance; (2) Listed companies should pay attention 
to the internal control of the company, through the formulation of high-quality internal control 
system, to improve the internal operating environment of the enterprise and correct the 
internal control defects, therefore they can achieve the goal of improving corporate 
performance. 
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