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CHAPTER 10

CASE 10.2. EXECUTIVE PAY: INCREASING THE THREAT OF
CHINA’S WEALTH GAP

Chinese leaders are trying to resolve two vexing problems: the economy is grow-
ing too fast, and most people feel left out of the economic boom. China’s bubbling
economy, which expanded 9.5 percent in 2004 despite efforts to cool it down, has
produced a wealth gap and fueled a surge of social unrest that top leaders worry could
undermine Communist rule. Though many issues have been debated for months, of-
ficials are gripped by a sense of crisis after several mass riots and thousands of smaller
protests over land seizures, corruption, and unpaid wages shook the confidence of the
leadership. To address this challenge, Hu Jintao, China’s top official, is shifting the
country’s focus from economic growth to building a “harmonious society” through
“scientific development.” This ideological campaign emphasizes the need to reduce
social conflict, improve social well-being, and share the wealth, replacing the more
pro-growth orientation of previous leadership.

Proposals for sharing China’s increasing wealth include extending social security
to peasants and providing better education and health care in rural areas where many
protests have originated. This “sharing of the wealth” emphasis suggests much greater
future pressure on MNCs in China to contribute through increased taxes and other mea-
sures to help the government address social concerns. There also are direct individual
implications for this emphasis toward greater harmony—limiting and reducing the salary
gap between executives and lower employees through imposed caps on compensation.
China is now considering a cap on executive pay at its state-owned enterprises. Xu
Kuangdi, a vice chairman of the Chinese People’s Political Consultative Conference,
reported that government regulators are formulating a policy that would limit a boss’s
pay to fourteen times that of the average salary of a company’s employees.

The proposed policy underscores the dilemma facing Chinese policy makers as they
seek to balance the needs of China’s state sector and its overall population. To compete
successfully with foreign companies at home and abroad, China’s state-owned compa-
nies must be able to attract and retain highly qualified managers. In recent years, both
foreign companies and private Chinese companies have lured away some of the top
Chinese talent with attractive compensation packages. Increasingly, state-run companies
are responding by offering competitive salaries. However, at the same time, several cor-
porate scandals and a widening gap between the haves and have-nots in this supposedly
egalitarian society have raised complaints and protests among ordinary Chinese workers
and sparked fears among leaders of social unrest. Where pressure is being felt toward
capping executive compensation among Chinese state-owned enterprises, it is feasible
that the pressure could also move across company boundaries to affect non-Chinese
executive compensation in joint ventures, acquisitions, and other cross-border alliances
with state-owned enterprises—and eventually moving completely into the private sector
with government policy-imposed executive compensation restrictions.
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