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Has Corporate Digital Transformation Enhanced the Effectiveness of
Compensation Contracts?
—Evidence from Executive Compensation Stickiness
GAO Jieying, HUANG Suqin, HAO Siyuan
(Capital University of Economics and Business, Beijing 100070)

Abstract: In the pursuit of high-quality development of China’ s digital economy, digital transformation has
injected new impetus and competitiveness into physical enterprises. This paper empirically examines whether digital
transformation contributes to the enhancement of corporate governance effects and the effectiveness of compensation
contracts, using data from Chinese listed companies from 2011 to 2021.

The results indicate that digital transformation restrains executive compensation stickiness ( ECS), and this
conclusion remains robust after a series of endogeneity and robustness tests. Mechanism analysis reveals that digital
transformation can restrain ECS by reducing information asymmetry and alleviating principal-agent problems.
Additionally, this paper finds that digital transformation can leverage internal governance and oversight effects to
address deficiencies in compensation control and supervisory board supervision, thus further suppressing ECS.
Further analysis shows that the inhibitory effect of digital transformation on ECS is more pronounced in companies
with lower internal control quality, lax external audit supervision, and a strong incentive for executive compensation
manipulation. This paper provides a new perspective on exploring the governance mechanism of ECS and offers a
decision-making reference for enterprises to reasonably utilize digital technology to enhance their competitiveness.

Based on the above conclusions, this paper puts forward the following policy recommendations. First,
enterprises should vigorously promote digital transformation, for example, by jointly holding digital operation forums
with excellent counterparts and inviting enterprise leaders to discuss the difficulties and best practices of digital
transformation. Second, enterprises can conduct continuous data governance with relevant departments to achieve
real-time visualization of performance evaluation data and maximize the incentive effect of compensation contracts.
Third, the government can implement differentiated measures, combine digitalization with enterprise management
and innovation, and introduce policies to restrict sky-high executive compensation and ensure fair profit sharing
among executives, employees, and shareholders.

The marginal contributions of this paper are as follows. First, it investigates the internal governance effect of
digital transformation, enriching the literature on the economic consequences of digital transformation. Second, it
discusses the influencing factors of ECS from the perspective of technological change leading to changes in
organizational structure and governance system, thereby enriching the theoretical basis for the causes of ECS.
Third, it integrates corporate digital transformation and ECS into a unified analytical framework and deeply explores
the effect of digital transformation on ECS and its influencing pathways, the influencing factors in the relationship
between digital transformation and ECS, as well as the differences in the effect of digital transformation on ECS
under different situations.

Keywords: digital transformation; executive compensation stickiness; asymmetry information; principal-agent

problem; compensation contract
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