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Abstract: It is of great value to study the stickiness of enterprise cost for reducing enterprise cost and
improving enterprise performance. This paper selected all A-share non-financial listed companies
from 2014 to 2019 to study the impact of executive power and employee stock ownership plans on
cost stickiness. The study found that the higher the executive power, the stronger the cost stickiness
of the enterprise. By reducing the adjustment costs and optimistic expectations of management
and improving the performance sensitivity of executive compensation and quality of information
disclosure, an employee stock ownership plan plays a role in suppressing the cost-stickiness effect
of executive power. The larger the scale and the more times the employee stock ownership plan is
implemented, the stronger the inhibition effect is. An employee stock ownership plan has a stronger
inhibiting effect on the cost-stickiness effect of executive power in enterprises with a large proportion
of state-owned and institutional shares and high employee status. Combining the research themes of
management accounting and financial accounting, this study discusses the economic consequences
of ESOP from the perspective of enterprise cost control, which is helpful for internal and external
stakeholders of enterprises to understand the characteristics and effects of ESOP in the new era, and
also provides new evidence for enterprise cost control while enlightening policy makers and listed
companies to explore the feasible mechanism of enterprise cost control from the staff level. It is of
great value to study the stickiness of enterprise cost for reducing enterprise cost and improving
enterprise performance. This paper selected all A-share non-financial listed companies from 2014 to
2019 to study the impact of executive power and an employee stock ownership plan on cost stickiness.
It is found that the higher the executive power, the stronger the cost stickiness. An employee stock
ownership plan has a stronger inhibiting effect on the cost-stickiness effect of executive power in
enterprises with a large proportion of state-owned and institutional shares and high employee status.
This study provides new evidence for corporate cost control.

Keywords: executive power; employee stock ownership plan; cost stickiness; stakeholder theory

1. Introduction

With the deepening of supply-side structural reform, the significance and importance
of cost reduction in the real economy have been highlighted by the national proposal
of “three to go, one to drop and one to make up” in 2015. However, the existence of
cost stickiness [1] makes it difficult for enterprises to reduce costs during the economic
downturn, thus hindering the realization of cost reduction goals. Analyzing the factors and
formation mechanism of cost stickiness, determining the constraints, and effectively guiding
enterprises to reduce costs is a powerful tool for micro-enterprise cost management [2] and
real economy cost reduction target realization under the new normal.

There are three causes of corporate cost stickiness: Adjustment costs, management
optimistic expectations, and agency problems [3]. From the viewpoint of adjustment cost,
the employment contract constraints signed between executives and employees make it
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difficult to reduce the human capital of the enterprise, thus giving rise to cost stickiness;
from the viewpoint of management optimistic expectations, executives’ actions of increasing
investment rather than reducing expenditure due to optimistic expectations of future
economic forms will intensify enterprise cost stickiness; from the viewpoint of the agency
problem, executives’ self-interest motive of building an enterprise empire willfully increases
cost expenditure, resulting in enterprise cost. In terms of agency problems, executives’
self-interest in building a corporate empire increases cost expenditures and leads to cost
stickiness. Thus, the behavior of executives is closely related to cost stickiness. The existing
literature has not explored the impact of executive power on cost stickiness. This paper
explores the cost-stickiness effect of executive power based on this innovative point.

Employees, similar to executives, are the creators of corporate value, and both are
important human resources that need to be motivated [4]. In 2014, the Securities and
Regulatory Commission promulgated the “Guidance on the Implementation of Employee
Stock Ownership Plans in Listed Companies on a Pilot Basis” (hereinafter referred to
as “Guidance”), which makes Employee Stock Ownership Plans (ESOPs) at this stage in
China be ESOPs are mentioned and implemented. Employee stock ownership plans are
considered an important means to improve corporate productivity and performance by
reducing agency conflicts [5]. Employees become “shareholders” of the company through
stock ownership plans (Song and Liu, 2018) and actively monitor the behavior of executives,
thus regulating the power and cost stickiness of executives. After the implementation of an
employee stock ownership plan in the new era of listed companies, the effect of employee
participation in corporate governance is controversial. This paper takes cost stickiness as
the research object and tries to investigate whether the implementation of an employee
stock ownership plan can make up for the lack of corporate supervision mechanisms and
play a restraining role in the cost-stickiness effect of executive power from the perspective
of corporate operation.

The lack of employee ownership is related to the concentration of equity in the firm, which
directly affects the firm’s performance and thus indirectly affects the firm’s cost stickiness.
Gaur et al. [6] found that the lack of ownership concentration can lead to agency problems
and thus poor returns for the firm. Wang’s study showed that the equity concentration can
significantly improve the efficiency of energy companies’ investments in China [7]. However,
Balsmeier and Czarnitzki [8] found a non-linear relationship between ownership concentra-
tion and firm performance, suggesting that too much concentration can lead to a significant
reduction in the chances of attracting external investment, or even the loss of access to external
investment, which may lead to slower growth due to a lack of capital availability. Not coinci-
dentally, Guerrero-Villegas et al. [9] also argue that the improvement of firm performance is
easier at low levels of equity concentration than at high levels. When equity is more dispersed,
managers have more freedom to make decisions and usually prefer to favor short-term and
low-risk decisions. However, when equity concentration exceeds a certain value, the positive
effects of equity concentration become progressively worse and even have a curbing effect on
firm performance. Yin et al. [10] found that the equity concentration has a positive effect on a
firm’s earnings and an inverse effect on a firm’s market performance through the theoretical
logic of “power-decision-performance”. The increase in equity concentration will lead to
slower diversification, but the diversification will improve the firm’s performance. Therefore,
employee shareholding will reduce the concentration of equity to some extent, which will
enhance the diversification of the company and thus promote the performance of the company.
Moreover, with the increase in employee shareholding, the resources of employees will be used
for the development of the enterprise, which will reduce the cost of the enterprise to a certain
extent and further promote the reduction of cost and efficiency of the enterprise.

The research contributions of this paper include the following three points. First, this
paper is an innovative study of the economic consequences of employee stock ownership
plans from the perspective of corporate operations at the intersection of management
accounting and financial accounting, which enriches the literature on employee stock
ownership plans and cost stickiness. At the present stage of the employee stock ownership
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plan in China, which was implemented in 2014, there are few relevant studies, and most of
them focus on the impact of the employee stock ownership plan on corporate output [11–13],
information disclosure [14], and innovation activities [15–18], and fewer scholars have
focused on the impact of the employee stock ownership plan at the cost operation level,
and this paper fills this literature gap. Second, this paper innovatively demonstrates the
impact of executive behavior on corporate cost stickiness from the perspective of executive
power and quantitatively examines the constraining effect of employee participation in
corporate governance (the employee stock ownership plan) on executive power from the
perspective of cost stickiness by using the agency problem between shareholding employees
and executives as a new perspective, while extending the relevant research literature on
corporate cost stickiness governance mechanisms. Third, the findings of this paper can
provide a basis for micro enterprises’ cost management and macro regulators to understand
the barriers to cost reduction in the real economy, assist micro cost management decisions
and macro real economy cost reduction policies, and inspire policy makers and micro
enterprises to explore feasible mechanisms for corporate cost control from the employee
level. This paper first analyzes the institutional background and theory between cost
reduction, employee stock ownership plan, executive power, and cost stickiness. Next,
the data in the database were screened and selected, and a model involving employee
stock ownership, executive power, and cost stickiness was constructed. Then, descriptive
statistics were conducted for the independent variables, and a regression analysis was
conducted for the dependent variables. Further, the adjustment cost mechanism path,
management optimistic expectation mechanism path, executive compensation performance
sensitivity mechanism path, and information disclosure quality mechanism path were
obtained by the influence mechanism test method. On this basis, the moderating effects of
different factors on cost stickiness are analyzed, primarily including the moderating effect
of ESOP once vs. multiple times, the moderating effect of equity nature, the moderating
effect of the ESOP_ratio, the moderating effect of institutional investors’ shareholding, and
the moderating effect of employee turnover. Finally, the research conclusions and insights
of this paper are obtained.

2. Institutional Background and Theoretical Analysis
2.1. Cost Reduction and Cost Stickiness

The traditional theory of cost nature assumes that the total variable cost varies posi-
tively with the change in business volume in the relevant range. With the deepening of this
theory, scholars have found through empirical research that the marginal variation ratio
of cost exists asymmetrically in the direction of different changes in business volume, i.e.,
there is cost stickiness. The research results of Anderson, Banker, and Janakiraman show
that the level of cost stickiness is positively correlated with the capital and labor intensity of
enterprises, which is primarily since high levels of capital intensity and labor intensity lead
to higher adjustment costs [19]. Subramaniam and Weidenmier argued that the presence
of cost stickiness is related to the magnitude of change in the firm’s sales. When the sales
change is small, the adjustment cost is small and the firm does not have cost stickiness;
while when the sales adjustment exceeds the firm’s available resources, the firm may need
to change the original cost structure, which makes the adjustment cost increase significantly
and the firm has cost stickiness [20]. Banker and Chen conducted an in-depth analysis of
the relationship between the structural characteristics of the firm’s labor market and the
firm’s cost stickiness in nineteen OECD countries. Regarding this relationship, they found
that the adjustment costs of corporate human resources are positively related to the degree
of legal protection of corporate employees and the bargaining power of corporate unions.
Therefore, they concluded that cost stickiness is greater in countries with more robust
legal systems for employees and stronger bargaining power of corporate unions [21]. The
findings of Calleja, Steliaros, and Thomas also support the adjustment cost theory, and they
concluded that both capital intensity and labor intensity at the firm level increase the cost of
contract renegotiation and increase the level of cost stickiness [22]. There are many studies
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by domestic scholars that also support the adjustment cost viewpoint. Gong Qihui et al.
and Cui Yanan showed that a higher level of marketization is conducive to higher factor
mobility, more efficient resource allocation, and lower adjustment costs of factors. State-
owned enterprises are subject to more government intervention, have less autonomy in
acquiring and disposing of factors, have higher adjustment costs, and have higher cost
stickiness; non-state-owned enterprises have more autonomy in acquiring and disposing
of factors, have lower adjustment costs, and have less cost stickiness [23,24]. Yuanyuan Liu
and Bin Liu took the implementation of the Labor Contract Law as an entry point to study
the law of labor cost stickiness. The empirical results showed that the implementation of
the Labor Contract Law in China increased the labor costs of enterprises and also raised the
adjustment costs of enterprises, leading to the generation of cost stickiness [25]. Using the
implementation of China’s Minimum Wage Regulation as an entry point, Jiang Wei et al.
verified that the implementation of the Minimum Wage Regulation made the cost of adjust-
ing committed resources downward higher than the cost of adjusting committed resources
upward, which resulted in cost stickiness [26].

From 2016 to 2021, China’s State Council continued to issue the Notice on the Work
Program for Reducing Enterprise Costs in the Real Economy (hereinafter referred to as
the Notice), stating that effectively reducing enterprise costs in the real economy will not
only improve the operational efficiency of enterprises but also remove the ineffective or
backward production capacity of enterprises, optimize the environment for enterprise
development, and further enhance industrial competitiveness. It is important to improve
the quality of the supply system of the real economy, continue to enhance the quality
advantages of our economy, and enhance the ability for sustainable economic development.

The objective of the Notice regarding cost reduction in the real economy is to reduce
the comprehensive cost of the real economy, not to reduce the unit cost. However, there
is the problem of cost stickiness in the cost theory of micro enterprises, and if we do not
see the cost stickiness, it may be counterproductive to ask enterprises to reduce costs.
Not only can the cost of enterprises not be reduced but it will also intensify the risk of
enterprises in the economic downturn [27]. This will run counter to the original purpose of
the macroeconomic cost reduction policy and seriously affect the effect of cost reduction
policy implementation. Therefore, before conducting research on macroeconomic cost
reduction, the problem of enterprise cost stickiness needs to be carefully studied.

2.2. Executive Power and Cost Stickiness

The significant influence of executives on cost stickiness has been confirmed by schol-
ars from the perspectives of executive tenure [28], compensation performance [29], and
personal characteristics and experiences [30–32], which are important for the manage-
ment and decision making of corporate cost expenditures. Executive power is related to
their influence on various activities of the firm, and Quan [33] and Zhang [34] show that
excessive executive power can make executives disregard shareholders’ interests in the
decision-making process and show strong personal will in their own compensation contract
signing and corporate investment decisions. Thus, executive power representing executive
influence is bound to affect corporate cost stickiness.

Banker et al. [3] attribute three causes of firm cost stickiness: Adjustment costs, man-
agement optimistic expectations, and agency problems. The adjustment cost view argues
that there is an asymmetry between upward or downward adjustment of firm resources,
and downward adjustment of resources is usually subject to greater friction. The resistance
to adjusting costs downward stems from the employment contracts signed between compa-
nies and their employees. The contractual constraints make it difficult to adjust labor costs
downward in a short period of time, thus creating cost stickiness in companies. Executives
are in charge of the company’s affairs, and they have the power to make decisions on em-
ployment contracts and pay and performance. Powerful corporate management will pay
higher salaries to employees out of personal self-interest [35,36], which makes it difficult
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to adjust corporate costs downward based on contractual constraints. Thus, under the
adjustment cost view, executive power exacerbates firm cost stickiness.

Management’s optimistic expectation view holds that managers often believe that the
firm’s future sales will show an increasing trend, and if current sales rise, they will invest
additional resources; if current sales decline, managers will also consider the situation as
transient and are reluctant to curtail spending. This behavioral tendency of executives to
only increase costs rather than reduce them eventually gives rise to corporate cost stick-
iness [37]. The greater the power of executives, the less impeded and the easier it is to
achieve the behavior of increasing corporate resource investment and unwillingness to cur-
tail costs under management’s optimistic expectations. Thus, based on the management’s
optimistic expectation view, executive power exacerbates firm cost stickiness.

The agency problem view suggests that executives and shareholders have both cooper-
ative and competing interests in the pursuit of maximizing their own interests. Compared
with shareholders, management has more first-hand information about corporate opera-
tions, and therefore management has a certain degree of dominant control over corporate
resources. Due to the existence of the principal–agent problem, when the interests of man-
agement and shareholders are contrasting and the internal governance and supervision
mechanisms of the firm cannot effectively restrain management, management will act more
egoistically with an information advantage and its own power, and executives usually build
corporate empires by over-employing employees and expanding the size of the firm [38],
thus increasing the cost stickiness of the firm. In the agency problem of corporate cost
stickiness, the longer the tenure of executives, the greater the perceived power of executives
and the greater the impact on corporate cost stickiness may be [39]. Based on the above
analysis, this paper proposes:

Hypothesis H1. The greater the power of executives, the greater the cost stickiness of the firm.

2.3. Employee Stock Ownership Plan, Executive Power, and Cost Stickiness

The original policy intention of the employee stock ownership plan is to make employees
become the same carrier of capital and labor, so that employees and enterprises “share the same
honor and disgrace, and share the same interests”, and motivate employees to participate in
corporate governance, which in turn improves enterprise productivity and performance [5–7].
It has been found that the implementation of employee stock ownership plans gives employees
more value attributes [40], effectively promotes corporate innovation [15–18], improves the
quality of information disclosure [14], and enables companies implementing employee stock
ownership plans to enjoy higher share price returns [41]. However, the literature has also
found certain drawbacks of employee stock ownership plans at this stage in China [42,43],
resulting in low corporate productivity [44] and underutilization of due potential [45,46]. This
literature on the implementation of employee stock ownership plans to play a role in corporate
governance is based on stakeholder theory and agency theory.

From the perspective of stakeholder theory, employee stock ownership plans give em-
ployees the status of “shareholders of the company” and their interests are tied to corporate
performance. After the implementation of the employee stock ownership plan, with the
increase in shared information, employees have enough motivation and ability to participate
in the management activities of the company, actively monitor the behavior of executives,
restrain the behavior of executives to build corporate empires and expand the size of the
company at will, force executives to make decisions in the interests of owners, and to a certain
extent inhibit the occurrence of opportunistic behavior of executives in cost control.

From the perspective of agency theory, management will buy employees through
the implementation of an employee stock ownership plan, so that employees will give up
as “whistle blowers”. After the implementation of the employee stock ownership plan,
the interests of employees are closely related to the share price, and combined with the
characteristics of the short duration of China’s employee stock ownership plan and the lock-
up period of no more than three years, employees may tend not to reveal bad news about
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the management in order to avoid the decline in the share price due to the disclosure of bad
news, so as to ensure the short-term benefits [47]. In this case, the degree of concealment
of negative news by executives or major shareholders may be higher in listed companies
that implement employee stock ownership plans, and the cost-stickiness effect of executive
power may be exacerbated. Based on the above analysis, the moderating effect on executive
power and cost stickiness may exist in both positive and negative directions after the ESOP
is implemented again. This paper proposes:

Hypothesis H2a. The implementation of an employee stock ownership plan inhibits the effect of
executive power on cost stickiness.

Hypothesis H2b. The implementation of an employee stock ownership plan promotes the effect of
executive power on cost stickiness.

3. Study Design
3.1. Sample Selection

The China Securities Regulatory Commission issued the Guidance in 2014, and this
paper selected A-share non-financial industry listed companies from 2014 to 2019 as the
initial research sample, eliminating the data of ST, *ST, and PT companies, and excluding
data samples with missing cost stickiness and other control variables. In the final sample,
a total of 467 listed companies have successfully implemented employee stock owner-
ship plans using different methods, 346 companies have implemented employee stock
ownership plans only once in the sample interval, and 121 companies have implemented
employee stock ownership plans multiple times. Consistent with the treatment of Shen
Hongbo et al. [48] and Zhou Donghua et al. [17], we retain only the initial employee stock
ownership plan data for listed companies that have implemented multiple employee stock
ownership plans. The data in this paper are obtained from the Wind Financial Research
Database and the CSMAR database, and all continuous variables are tail-shrunk at 1% and
99% divided to eliminate the effect of outliers on the regression results.

3.2. Model Selection
3.2.1. Model of the Effect of Executive Power on Cost Stickiness

Before proceeding with the modeling, the variables in the model need to be defined.
The definitions of the main variables involved in the model constructed in this paper are
shown in Table 1.

Table 1. Definition of main variables.

Variables Definition

log ∆Costi,t Natural logarithm of the ratio of company’s SG&A expenses in year t to SG&A expenses in year t − 1
log ∆Revi,t Natural logarithm of the ratio of company’s sales revenue in year t to sales revenue in year t − 1

Decrease_Dumi,t
Dummy variable, company’s sales revenue in period t is less than sales revenue in period t − 1, takes the value of 1. Otherwise,
it is 0.

Poweri,t Refer to the measure of Chip Fu et al. [49].
ESOP_Dumi,t Dummy variable, company’s implementation of employee stock ownership plan in year t takes the value of 1. Otherwise, it is 0.

ESOPratioi,t
The ratio of the share of equity of the company’s employee stock ownership plan implemented in year t to the share of all A
shares of the company in year t.

Gdpgrowthi,t GDP growth rate of China in year t.
Eintensityi,t The ratio of the number of employees to business revenue at the end of year t of the company.
Aintensityi,t Ratio of total assets to operating revenue at the end of year t.

SCDEi,t
Dummy variable, takes the value of 1 when company’s Decrease_Dumi,t in year t and Decrease_Dumi,t−1 in year t − 1 are both
1, otherwise takes the value of 0.

Sizei,t The natural logarithm of the total assets of the company at the end of year t.
Roai,t Company’s net income at the end of year t divided by total assets.
Levi,t Total liabilities divided by total assets at the end of company t.

Rindei,t The ratio of the number of independent directors to the number of board of directors at the end of year t of the company.
TATurnoveri,t Company’s sales revenue at the end of year t divided by the average total assets of the year.
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Referring to Anderson et al. [1], the following model (1) is extended and constructed
to test the effect of executive power on firm cost stickiness.

log ∆Costi,t = β0 + β1 log ∆Revi,t + β2 log ∆Revi,t ∗ Decrease_Dumi,t+
β3 log ∆Revi,t ∗ Decrease_Dumi,t ∗ Poweri,t + β4Poweri,t + ∑ Controlsi,t

+ Year Indicators + Firm Indicators + εi,t

(1)

log ∆Costi,t is the natural logarithm of the ratio of a company’s SG&A expenses in
year t to its SG&A expenses in year t − 1, calculated as log ∆Costi,t = log( Costi,t

Costi,t−1
). SG&A

expenses are calculated by drawing on the sum of selling expenses and administrative
expenses of listed companies by Anderson et al. [1] and Liang [31]. log ∆Revi,t is the natural
logarithm of the ratio of the company’s sales revenue in year t to sales revenue in year t − 1,
which is calculated as log ∆Revi,t = log( Revi,t

Revi,t−1
). Decrease_Dumi,t is a dummy variable for

whether the sales revenue decreases. If the sales revenue of a company in year t is less than
the sales revenue in year t − 1, the value is 1. Otherwise, it is 0. β2 indicates the degree of
cost stickiness. If the coefficient of β2 is significantly less than 0, it means the enterprise has
cost stickiness. Otherwise, there is no cost stickiness. The smaller the coefficient of β2, the
stronger the enterprise cost stickiness.

Poweri,t is the power of executives. Referring to the measurement method of Chip
Fu et al. [49], three dummy variables are selected to measure executive power: Whether
the general manager and the chairman of the board are united in two positions, whether
the chairman’s term of office is more than four years, and whether the degree of equity
checks and balances is less than one. Among them, Power1i,t: If the general manager and
the chairman are held by the same person, the value is 1. Conversely, it takes the value of 0.
Power2i,t: If the chairman’s tenure exceeds four years, the value is 1. Conversely, it takes
the value of 0. Power3i,t: If equity dispersion is less than 1 (the ratio of the shareholding
ratio of the first largest shareholder to the sum of the shareholding ratio of the second to
tenth largest shareholders), the value is 1. Conversely, it takes the value of 0. The power of
executives is calculated by continuous integration.

Poweri,t = ∑ Power1i,t + Power2i,t + Power3i,t (2)

∑ Controlsi,t are the control variables in this paper. Referring to the study of Ander-
sonde et al. (2003), the economic growth (Gdpgrowthi,t), capital intensity (Aintensityi,t),
labor intensity (Eintensityi,t), whether consecutive (SCDEi,t), and the cross product of the
above four variables and log ∆Revi,t ∗ Decrease_Dumi,t are selected as control variables
in year t. In addition, the firm size (Sizei,t), return on total assets (Roai,t), gearing ratio
(Levi,t), sole director ratio (Rindei,t), and total asset turnover (TATurnoveri,t) are also in-
troduced as control variables. Meanwhile, this paper controls for time-fixed effects and
firm-fixed effects.

Under the premise that firms have cost stickiness (β2 is significantly negative), if the
coefficient of β3 is significantly positive, it indicates that the greater the power of executives,
the less prominent the cost stickiness of firms, and conversely, if the result is significantly
negative, it indicates that the greater the power of executives, the heavier the cost stickiness
of firms, supporting hypothesis H1.

3.2.2. Testing the Moderating Effect of Employee Stock Ownership Plan on the Power Cost
Effect of Executives

In this paper, the dummy variable of employee stock ownership plan implementation
(ESOP_Dumi,t) and the share of the employee stock ownership plan in the total share of
the company’s equity (ESOPratioi,t) are selected as the variables to measure the degree of
employee stock ownership plan implementation. Based on model (1), the following model
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(2) is constructed to test the moderating effects of ESOP_Dumi,t and ESOPratioi,t on the
stickiness of executive power and cost by setting the cross-product term.

log ∆Costi,t = β0 + β1 log ∆Revi,t + β2 log ∆Revi,t ∗ Decrease_Di,t + β3 log ∆Revi,t∗
Decrease_Dumi,t ∗ Poweri,t + β4 log ∆Revi,t ∗ Decrease_Dumi,t ∗ Poweri,t∗
ESOP_Dumi,t(ESOPratioi,t) + β5Poweri,t + β6ESOP_Dumi,t(ESOPratioi,t)+

∑ Controlsi,t + Year Indicators + Firm Indicators + εi,t

(3)

ESOP_Dumi,t is the dummy variable of employee stock ownership plan implementa-
tion, which takes the value of 1 if the company implements an employee stock ownership
plan in year t. Conversely, it takes the value of 0. ESOPratioi,t is the ratio of the share of
equity of the company’s employee stock ownership plan implementation in year t to the
share of all A shares of the company in year t. Other variables are defined above. The
model continues to control for time-fixed effects and firm-fixed effects. If the β4 coefficient
is significantly positive, it indicates that employee stock ownership plan implementation
(size of implementation) suppresses the effect of executive power on cost stickiness and
hypothesis H2a holds. If the coefficient of β4 is significantly negative, it indicates that
employee stock ownership plan implementation (implementation size) promotes the effect
of executive power on cost stickiness, and hypothesis H2b holds.

4. Empirical Results
4.1. Descriptive Statistics
4.1.1. Sample Distribution Statistics of Employee Stock Ownership Plans

Figure 1 counts the distribution of employee stock ownership plans implemented
and completed from 2014–2019 (including employee stock ownership plans implemented
multiple times).

Systems 2023, 11, x FOR PEER REVIEW 9 of 22 
 

 

4. Empirical Results 

4.1. Descriptive Statistics 

4.1.1. Sample Distribution Statistics of Employee Stock Ownership Plans 

Figure 1 counts the distribution of employee stock ownership plans implemented 

and completed from 2014–2019 (including employee stock ownership plans implemented 

multiple times). 

 

 

Figure 1. Distribution of employee stock ownership plans: (a) By year; (b) by industry. 

Figure 1a shows the annual distribution of employee stock ownership plans. The 

number of samples implementing employee stock ownership plans was the largest in 

2015, reaching 155, and the number of samples implementing employee stock ownership 

plans decreased year by year from 2016–2019. From the industry distribution in Figure 1b, 

manufacturing is the industry with the largest number of employee share ownership 

plans implemented, accounting for 75.16% of the total sample, followed by information 

transmission, software, and information services, accounting for 9.64% of the total sample. 

12

155

135

84

52

2.57

33.19

28.91

17.99

11.13

2014 2015 2016 2017 2018
0

25

50

75

100

125

150

175

Annual distribution

S
a
m

p
le

 s
iz

e

(a)

0

5

10

15

20

25

30

35

R
a
ti

o

8 9

334

5

20 17
7

1

45

6 3 5 3 31.71 1.93

75.16

1.07

4.28 3.64
1.5

0.21

9.64

1.28 0.64 1.07 0.64 0.64

A B C D E F G H I L M N R S
0

50

100

150

200

250

300

350

Industry

S
a

m
p

le
 s

iz
e

A-Agriculture, forestry, animal husbandry and fishery

B-Mining

C-Manufacturing

D-Electricity, heat, gas and water production and

    supply industry

E-Construction

F-Wholesale and retail trade

G-Transportation, storage and postal services

H-Postal industry

I-Information transmission, software and information

   technology services

L-Leasing and business services

M-Scientific research and technical services

N-water, environment and public facilities management

    industry

R-Culture, Sports and Entertainment

S-General

(b)

0

10

20

30

40

50

60

70

80

R
a

ti
o

Figure 1. Distribution of employee stock ownership plans: (a) By year; (b) by industry.
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Figure 1a shows the annual distribution of employee stock ownership plans. The
number of samples implementing employee stock ownership plans was the largest in
2015, reaching 155, and the number of samples implementing employee stock ownership
plans decreased year by year from 2016–2019. From the industry distribution in Figure 1b,
manufacturing is the industry with the largest number of employee share ownership
plans implemented, accounting for 75.16% of the total sample, followed by information
transmission, software, and information services, accounting for 9.64% of the total sample.

4.1.2. Descriptive Statistics of the Main Variables

The results of descriptive statistics for the main variables involved in this paper are
shown in Table 2.

Table 2. Descriptive statistics of main variables.

Variables Sample Size Mean Value Standard
Deviation

Minimum
Value

Maximum
Value

log ∆Costi,t 12168 0.1255 0.2588 −0.5579 1.2358
log ∆Revi,t 12168 0.1094 0.2908 −0.7118 1.3407

Decrease_Dumi,t 12168 0.2951 0.4561 0 1
Poweri,t 12168 1.2346 0.8631 0 3

ESOP_Dumi,t 12168 0.1456 0.3527 0 1
ESOPratioi,t 12168 0.2314 0.7819 0 9.27
Gdpgrowthi,t 12168 0.0875 0.0165 0.0703 0.1147
Eintensityi,t 12168 −13.8362 0.8317 −16.4675 −12.0719
Aintensityi,t 12168 0.6889 0.6490 −0.9171 2.5661

SCDEi,t 12168 0.1043 0.3056 0 1
Sizei,t 12168 9.7401 0.5569 7.7362 12.4367
Roai,t 12168 3.6080 6.0789 −23.5162 21.0117
Levi,t 12168 42.8104 19.7207 5.9485 88.5521

Rindei,t 12168 0.3743 0.0540 0.3 0.5714
TATurnoveri,t 12168 0.6497 0.4443 0.0822 2.6324

As can be seen from Table 2, the maximum value of Poweri,t measured by this paper
is 3, the minimum value is 0, and the standard deviation is 0.8631, indicating that executive
power varies widely across firms, and this variation is the focus of this paper’s research.
The mean value of ESOP_Dumi,t is 0.1456, indicating that a total of 14.56% of the companies
in the sample year have implemented employee stock ownership plans, which is a low
proportion, reflecting that the coverage of employee stock ownership plans in China in
the new period is small and still in the early stage of development. The mean value
of ESOPratioi,t is 0.2314, which indicates that the share of equity of the employee stock
ownership plan accounts for 23.14% of the share of equity of all A-share listed companies,
which still does not reach the highest ratio (30%) required by relevant documents, reflecting
the fact that many companies have a wait-and-see attitude towards the implementation
effect of the employee stock ownership plan and are less active in implementing it. In
addition, the descriptive statistics of other indicators are also logical.

4.2. Analysis of Regression Results

The results of hypotheses H1 and H2a/H2b are shown in Table 3.
Column 1 in Table 3 shows the regression results of model (1), and the coefficient of

log ∆Revi,t ∗ Decrease_Di,t is −0.8520, which is significant at the 10% statistical level, indi-
cating the existence of cost stickiness in the sample firms. The coefficient of log ∆ Revi,t ∗
Decrease_Dumi,t ∗ Poweri,t is −0.0511, which is also significant at the 10% statistical level,
indicating that the greater the power of executives, the greater the cost stickiness of firms,
and hypothesis H1 is argued. Columns 2 and 3 show the regression results of model (2).
From the results of the employee stock ownership plan implementation (ESOP_Dumi,t)
reconciliation test in column 2, the coefficient of log ∆Revi,t ∗ Decrease_Dumi,t ∗ Poweri,t
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is significantly negative at the 5% statistical level, and hypothesis H1 holds, log ∆Revi,t ∗
Decrease_Dumi,t ∗ Poweri,t ∗ESOP_Dumi,t is significantly positive at the 1% statistical

level, indicating that the implementation of an employee stock ownership plan will signif-
icantly suppress the influence of executive power on cost stickiness, and the conclusion
supports H2a, that after the implementation of an employee stock ownership plan in listed
companies, employees participate in corporate governance and effectively play a role in
monitoring and restraining the behavior of executives, which suppresses the influence of
executive power on cost stickiness; from the results of the adjustment test of the ratio of the
share of equity in the implementation of an employee stock ownership plan to the share
of all equity in the company (ESOPratioi,t) in the third column, under the conclusion of
hypothesis H1. The coefficient of log ∆Revi,t ∗ Decrease_Dumi,t ∗ Poweri,t ∗ ESOPratioi,t is
statistically significantly positive at the 5% level, which indicates that the more the share
of equity acquired by employees through the employee stock ownership plan, the higher
the proportion of the company’s total share of equity, the greater the voice of employee
participation in corporate governance, the stronger the restraining effect on executive
behavior, and the stronger the effect of inhibiting the sticky effect of executive power costs,
at which point the conclusion also supports H2a and does not support H2b.

Table 3. Regression results.

log∆Costi,t Model (1) Model (2) Model (2)

log ∆Revi,t
0.6014 ***

(33.07)
0.6013 ***

(33.08)
0.6013 ***

(33.08)

log ∆Revi,t ∗ Decrease_Dumi,t
−0.8520 *
(−1.84)

−0.7819 *
(−1.70)

−0.8316 *
(−1.80)

log ∆ Revi,t ∗ Decrease_Dumi,t ∗ Poweri,t
−0.0511 *
(−1.69)

−0.0673 **
(−2.19)

−0.0591 *
(−1.93)

log ∆ Revi,t ∗ Decrease_Dumi,t ∗ Poweri,t ∗ ESOP_Dumi,t
0.0866 ***

(4.12)

log ∆Revi,t ∗ Decrease_Dumi,t ∗ Poweri,t ∗ ESOPratioi,t
0.0272 **

(2.05)

Poweri,t
0.0054
(1.18)

0.0054
(1.19)

0.0053
(1.17)

ESOP_Dumi,t
−0.0079
(−0.84)

ESOPratioi,t
−0.0040
(−0.98)

Gdpgrowthi,t
12.2196 ***

(7.64)
11.6686 ***

(7.33)
11.8762 ***

(7.43)

Eintensityi,t
0.0874 ***

(7.40)
0.0876 ***

(7.40)
0.0879 ***

(7.19)

Aintensityi,t
0.0586 ***

(2.81)
0.0638 ***

(3.06)
0.0600 ***

(2.87)

SCDEi,t
0.00005
(0.01)

0.0003
(0.03)

0.0003
(0.03)

Sizei,t
0.2152 ***

(8.92)
0.2147 ***

(8.84)
0.2153 ***

(8.86)

Roai,t
−0.0040 ***

(−6.24)
−0.0041 ***

(−6.47)
−0.0040 ***

(−6.30)

Levi,t
0.0017 ***

(4.19)
0.0017 ***

(4.22)
0.0017 ***

(4.24)

Rindei,t
−0.0255
(−0.37)

−0.0221
(−0.32)

−0.0233
(−0.34)

TATurnoveri,t
0.1739 ***

(6.57)
0.1825 ***

(6.68)
0.1767 ***

(6.63)

log ∆Revi,t ∗ Decrease_Dumi,t ∗ SCDEi,t
0.0648
(1.17)

0.0743
(1.34)

0.0688
(1.24)

log ∆Revi,t ∗ Decrease_Dumi,t ∗ Eintensityi,t
−0.0243
(−0.74)

−0.0225
(−0.69)

−0.0241
(−0.73)

log ∆Revi,t ∗ Decrease_Dumi,t ∗ Aintensityi,t
−0.1032 **

(−2.13)
−0.1045 **

(−2.18)
−0.1041 **

(−2.16)

log ∆Revi,t ∗ Decrease_Dumi,t ∗ Gdpgrowthi,t
0.0000 *
(1.89)

0.0000
(1.61)

0.0000 *
(1.78)

Year Control Control Control
Firm fixed effects Yes Yes Yes

Sample size 12168 12168 12168
F 134.147 124.532 123.920
p 0.001 *** 0.001 *** 0.001 ***

Adjusted R2 0.390 0.382 0.369

Note: (1) *, **, *** indicate significance at the 10%, 5%, and 1% levels, respectively; (2) t-values are in parentheses;
(3) see Table 1 for variable definitions; (4) the standard errors of all regression coefficients are clustered at the firm
level in this paper. All remaining tables are the same.
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5. Testing the Impact Mechanism

Based on the previous empirical results, this paper continues to examine the impact
mechanism of the implementation of employee stock ownership plans on the stickiness
effect of executive power costs, drawing on the ideas of Meng [18] and using group
regressions to test the mechanism.

5.1. Adjustment Cost Mechanism Path

High adjustment costs are an important cause of cost stickiness in enterprises, and
assets with high specialization have a higher loss of value when they are realized, leading
to higher adjustment costs for firms [50]. In this paper, we measure the adjustment cost of
enterprises by asset specificity (ASI) and draw on the method of Wang [51] to calculate asset
specificity as the sum of net fixed assets, construction in progress, intangible assets, and
long-term amortization costs as a percentage of total assets, and divide the sample into two
groups with strong ASI and weak ASI. If the inhibitory effect of employee stock ownership
plan implementation on executive power and cost stickiness is more pronounced in the
sample group with high adjustment cost, it indicates that the mechanism path to reduce
the adjustment cost holds, and the test results are shown in Table 4.

From Table 4, it is easy to see that in the sample group with strong asset specificity, the
regression coefficient of log ∆ Revi,t ∗Decrease_Dumi,t ∗ Poweri,t∗ESOP_Dumi,t is 0.1676 and
is significant at the 1% level. In the sample group with weaker asset specificity, the coefficient
of log ∆ Revi,t ∗Decrease_Dumi,t∗Poweri,t ∗ ESOP_Dumi,t is 0.0470 and is significant only at
the 10% statistical level. The empirical results indicate that the suppression effect of employee
stock ownership plan implementation on the sticky effect of executive power cost is more
significant in the sample group with high adjustment costs. Therefore, the mechanism path in
which the implementation of the employee stock ownership plan reduces the adjustment cost
and thus suppresses the cost-stickiness effect of executive power is valid.

5.2. Management Optimistic Expectation Mechanism Path

Management’s optimistic expectation is another important factor that generates cost
stickiness in enterprises. The higher the degree of environmental uncertainty, the greater
the effect of the role of management’s optimistic expectations about the future operating
conditions of the firm. Drawing on the approach of Shen [52], environmental uncertainty is
used to measure management’s optimistic expectations, and the specific formula is as follows:

Sale = α + βYear + ε (4)

where Sale is the sales revenue and Year is the annual variable, and the residual term
obtained from the above formula is the abnormal sales revenue. The standard deviation of
abnormal sales revenue in the past 5 years is calculated and then divided by the average
value of sales revenue in 5 years to obtain the value of the environmental uncertainty index,
and the sample is divided into two groups with higher and lower environmental uncertainty
values. If the inhibitory effect of employee stock ownership plan implementation on
executive power and cost stickiness is more pronounced in the sample group with high
environmental uncertainty, it indicates that the mechanism path of inhibiting managers’
optimistic expectations holds, and the test results are shown in Table 4.

The results show that in the sample group with high environmental uncertainty,
log ∆ Revi,t ∗ Decrease_Dumi,t ∗ Poweri,t ∗ ESOP_Dumi,t has a regression coefficient of
0.1078 and is significant at the 1% level. In the sample group with low environmen-
tal uncertainty, the coefficient of log ∆ Revi,t ∗ Decrease_Dumi,t ∗ Poweri,t ∗ ESOP_Dumi,t
is only 0.0458 and insignificant. The possible reason for the insignificant coefficient is that
when the future economic situation is clearer, employees are more certain about their bene-
fits from the increase in corporate value, resulting in insufficient motivation to participate
in corporate governance and monitor the self-interest behavior of executives, and the effect
of regulating the stickiness of executive power costs becomes insignificant. The empirical
results show that the inhibitory effect of employee stock ownership plan implementation
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on the cost-stickiness effect of executive power is more significant in the sample group
with high environmental uncertainty. Therefore, the mechanism path of employee stock
ownership plan implementation suppressing management’s optimistic expectations holds.

5.3. Executive Compensation Performance Sensitivity Mechanism Path

Linking executive compensation to company performance is considered an important
means to alleviate principal–agent conflicts. The higher the performance sensitivity of
executive compensation, the more executives will pursue higher corporate performance
in order to obtain higher compensation, which is also in the interest of shareholders,
and the agency cost between them can be reduced. From the perspective of reducing
agency costs, we examine whether employees, as “shareholders” of the company, can
achieve consistency between the interests of executives and shareholders by increasing the
performance sensitivity of executives’ compensation after the implementation of employee
stock ownership plans, thus reducing the occurrence of executives’ self-interest-motivated
behavior that increases the stickiness of corporate costs. The regression results are shown in
Table 5 below, which shows that in the group with weak executive compensation sensitivity,
the implementation of an employee stock ownership plan has a greater inhibitory effect on
the cost stickiness of executive power [53]. The regression results show that in the group
with weak performance sensitivity of executive compensation, the implementation of an
employee stock ownership plan has a greater inhibitory effect on the cost-stickiness effect
of executive power (0.1141 > 0.0847), and the significance level is stronger (significant vs.
insignificant at the 1% statistical level). In addition, in the group with strong performance
sensitivity of executive compensation, executive decisions are in the interest of shareholders,
and the lack of employee-monitoring motivation makes the implementation of an employee
stock ownership plan ineffective at inhibiting the cost-stickiness effect of executive power.
Based on the above analysis, the mechanism path of employee stock ownership plan
implementation to enhance the performance sensitivity of executive compensation and
thus suppress the cost-stickiness effect of executive power holds.

5.4. Mechanism Path of Information Disclosure Quality

Information disclosure can reflect the business activities of enterprises on the one hand
and assist management in performance evaluation on the other hand [54]. While firms
fully disclose accounting information to promote transparency of accounting information,
ensuring high disclosure quality can reduce information asymmetry between management
and shareholders [55]. When the quality of information disclosure is high, the company’s
employees can obtain more realistic and complete information about the company and
achieve effective monitoring of the company’s business, which to some extent reduces the
occurrence of behaviors that are detrimental to the development of the company such as
blindly investing additional resources for self-interest motives by management, and the
problem of executives using their authority to exacerbate the stickiness of corporate costs
can be curbed. Referring to the study of Yi [56], the sample was grouped based on the
rating of the Shenzhen Stock Exchange on the quality of information disclosure of listed
companies. The assessment results of the Shenzhen Stock Exchange are divided into four
grades: Excellent, good, qualified, and unqualified; when the disclosure quality rating is
excellent and good, the disclosure quality is high, and when the disclosure quality rating is
qualified and unqualified, the disclosure quality is poor. The results of the sub-group test
are shown in Table 5. The regression results show that in the group with higher disclosure
quality, the suppression coefficient of the cost-stickiness effect of employee stock ownership
plan implementation on executive power is 0.0108 and is not significant. Meanwhile, in
the group with a low quality of information disclosure, the coefficient of suppression of
the cost-stickiness effect of employee stock ownership plan implementation on executive
power is 0.2099 and is significant at the 1% statistical level. The regression results suggest
that the mechanism path of employee stock ownership plan implementation to improve
the quality of information disclosure holds.
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Table 4. Mechanism path test.

log∆Costi,t ASI Strong ASI Weak
High

Environmental
Uncertainty

Low
Environmental

Uncertainty

High Executive
Compensation Performance

Sensitivity

Executive Compensation
Performance Sensitivity

Weak

High Quality of
Information
Disclosure

Low Quality of
Information
Disclosure

log ∆Revi,t
0.6125 ***

(19.66)
0.5971 ***

(26.72)
0.6652 ***

(20.64)
0.5643 ***

(25.17)
0.6003 ***

(22.49)
0.5976 ***

(22.43)
0.6319 ***

(28.29)
0.4687 ***

(6.19)

log ∆Revi,t ∗ Decrease_Dumi,t
−0.9078
(−1.17)

−1.3911 **
(−2.24)

−0.4825
(−0.43)

−1.0881 *
(−1.91)

−0.4566
(−0.59)

−0.0316
(−0.04)

−1.0824
(−1.17)

−0.1503
(−0.14)

log ∆ Revi,t ∗ Decrease_Dumi,t
∗Poweri,t

−0.1546 ***
(−2.78)

−0.0287
(−0.72)

0.0037
(0.05)

−0.0834 **
(−2.40)

−0.1206 **
(−2.47)

−0.0366
(−0.76)

−0.0736
(−1.49)

−0.1318
(−1.29)

log ∆ Revi,t ∗ Decrease_Dumi,t
∗Poweri,t ∗ ESOP_Dumi,t

0.1676 ***
(2.59)

0.0470 *
(1.84)

0.1078 ***
(4.02)

0.0458
(1.26)

0.0847
(1.47)

0.1141 ***
(4.14)

0.0108
(0.21)

0.2099 ***
(3.05)

Poweri,t
0.0020
(0.29)

0.0065
(1.01)

−0.0033
(−0.27)

0.0062
(1.24)

0.0013
(0.19)

0.0090
(1.30)

0.0022
(0.36)

0.0340
(1.63)

ESOP_Dumi,t
−0.0225
(−1.41)

0.0046
(0.38)

−0.0362
(−1.46)

0.0013
(0.12)

−0.0136
(−0.99)

−0.0045
(−0.28)

−0.0113
(−1.02)

0.0197
(0.31)

Controlsi,t Control Control Control Control Control Control Control Control
Year Control Control Control Control Control Control Control Control

Firm fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Sample size 5355 6813 2318 9850 6101 6067 6693 1109

F 48.52 65.90 64.07 70.44 58.67 55.67 84.41 14.96
p 0.001 *** 0.001 *** 0.001 *** 0.001 *** 0.001 *** 0.001 *** 0.001 *** 0.003 ***

Adjusted R2 0.370 0.396 0.564 0.315 0.395 0.395 0.413 0.389

Table 5. Group test results.

log∆Costi,t

ESOP Once
vs. not

Implemented

ESOP Multiple
Times vs. not
Implemented

State-Owned
Enterprises

Private
Enterprises

ESOP_ratio
Greater

ESOP_ratio
Smaller

High Institutional
Shareholding Ratio

Low Institutional
Shareholding Ratio

High Employee
Turnover Rate

Low Employee
Turnover Rate

log ∆Revi,t
0.5976 ***

(55.63)
0.5922 ***

(51.65)
0.6296 ***

(36.74)
0.5813 ***

(41.51)
0.6955 ***

(17.70)
0.5912 ***

(28.60)
0.6295 ***

(25.47)
0.5578 ***

(19.89)
0.6223 ***

(25.10)
0.4068 ***

(12.20)

log ∆Revi,t ∗ Decrease_Dumi,t
−0.7797 **

(−2.37)
−0.7880 **

(−2.25)
−0.3616
(−0.75)

−0.9741 **
(−2.01)

−0.0464
(−0.03)

−0.8904 *
(−1.78)

−0.0006
(−0.00)

−1.3585 **
(−2.14)

1.9838
(1.36)

−1.0248 **
(−1.98)

log ∆ Revi,t ∗ Decrease_Dumi,t
∗Poweri,t

−0.0784 ***
(−3.34)

−0.0556 **
(−2.25)

−0.1255 ***
(−3.42)

−0.0807 **
(−2.27)

−0.1696 *
(−1.72)

−0.0542 *
(−1.66)

−0.0300
(−0.64)

−0.0913 **
(−2.03)

−0.1873 *
(−1.91)

−0.0371
(−1.11)

log ∆ Revi,t ∗ Decrease_Dumi,t
∗Poweri,t ∗ ESOP_Dumi,t

0.0720
(2.23)

0.1529 ***
(2.66)

0.3237 *
(1.86)

0.0743 ***
(3.07)

0.1283 *
(1.96)

0.0730 ***
(5.05)

0.1090 ***
(5.69)

0.0723 *
(1.71)

0.0025
(0.02)

0.0681 ***
(2.78)

Poweri,t
0.0050
(1.21)

0.0060
(1.33)

−0.0062
(−1.04)

0.0133 **
(2.26)

0.0208 *
(1.68)

0.0038
(0.74)

0.0009
(0.14)

0.0068
(0.90)

0.0068
(0.80)

0.0035
(0.57)

ESOP_Dumi,t
−0.0103
(−0.99)

−0.0099
(−0.52)

−0.0183
(−0.80)

0.0129
(1.15)

−0.0433
(−1.25)

0.0067
(0.26)

−0.0133
(−0.89)

−0.0021
(−0.16)

0.0044
(0.30)

−0.0116
(−0.84)

Controlsi,t Control Control Control Control Control Control Control Control Control Control
Year Control Control Control Control Control Control Control Control Control Control

Firm fixed effects Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Sample size 12168 12168 5025 6455 2181 9987 6445 5723 4942 7226

F 124.532 123.920 120.971 145.414 38.27 97.87 84.01 46.52 74.14 28.10
p 0.001 *** 0.001 *** 0.001 *** 0.001 ** 0.005 ** 0.001 *** 0.001 *** 0.003 ** 0.001 *** 0.007 *

Adjusted R2 0.390 0.390 0.270 0.270 0.445 0.396 0.428 0.345 0.478 0.210
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6. Subgroup Test Results
6.1. Moderating Effect of ESOP Once vs. Many Times

In the previous section, if a company implements an employee stock ownership plan
multiple times, only the initial implementation data are retained, but the more times
a company implements an employee stock ownership plan, the greater the number of
employees who receive company shares and participate in corporate governance. The
growth of the “employee coalition” will further increase the voice of employees in corporate
governance, thus affecting the role of executive power in cost stickiness. The results are
shown in Table 5, which tests whether there is a difference in the moderating effect of the
number of times the employee stock ownership plan is implemented by separating the
sample of employees who implemented the plan once from those who implemented it
multiple times.

The regression results show that in the single implementation of an employee stock
ownership plan group, the coefficient of inhibition of employees’ control over executive cost
is 0.0720 compared to the non-implemented employee stock ownership plan companies,
and the coefficient is not significant. In the group of multiple employee stock ownership
plans, the coefficient of inhibition of employee control over executive costs is greater at
0.1529 and is statistically significant at the 1% level compared to the companies without
employee stock ownership plans. The regression results indicate that the more employee
stock ownership plans are implemented, the more employees acquire the amount of
company share capital, and the increase in voice increases their participation in corporate
governance, leading to a greater restraining effect on the behavior of executives, which is
reflected in a stronger inhibitory effect on the cost-stickiness effect of executive power.

6.2. Equity Nature Regulation Effect

The employee stock ownership system was first proposed in China to assist in the
reform of state-owned enterprises, and based on the nature of the equity of listed companies,
the grouping studied whether there is a difference in the inhibitory effect of an employee
stock ownership plan, and the empirical results are shown in Table 5. The coefficient of
log ∆ Revi,t ∗ Decrease_Dumi,t ∗ Poweri,t ∗ ESOP_Dumi,t is significant in both the sample
group of state-owned enterprises and the sample group of private enterprises. However,
the regression coefficient in the SOE sample group is 0.3237, which is larger than the
regression coefficient in the private enterprise sample group of 0.0743. The results indicate
that the introduction of an employee stock ownership plan, as an important means of
introducing non-controlling shareholders in the mixed reform of SOEs, has a greater impact
on the corporate governance of SOEs and significantly improves the problem of corporate
cost stickiness caused by the power of executives.

6.3. ESOP_ratio Moderation Effect

The sample was divided into two groups according to higher and lower scales of
employee stock ownership plan implementation to examine whether the moderating effect
of an employee stock ownership plan is affected by the scale of implementation, and the re-
gression results are presented in Table 5. The coefficient of log ∆ Revi,t ∗ Decrease_Dumi,t ∗
Poweri,t ∗ ESOP_Dumi,t is greater in the sample group of employee stock ownership plan
implementation above the industry average compared to the sample group of employee
stock ownership plan implementation below the industry average (0.1283 > 0.0730). The
regression results indicate that the implementation of an employee share ownership plan
will increase the motivation of employees to monitor the behavior of executives and in-
crease the voice of employees in corporate governance when the company gives them
more shares in the company, and also significantly increase the inhibitory effect on the
self-interest-motivated behavior of executives.
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6.4. Moderating Effect of Institutional Investors’ Shareholding

Compared with retail investors, institutional investors have more professional knowl-
edge, and their financial strength and scale advantages give them stronger ability and
motivation to supervise management, improve corporate governance, and motivate man-
agement to maximize corporate value [57], which has a suppressive effect on corporate
cost stickiness [58]. The sample is divided into two groups according to the percent-
age of institutional investors’ shareholding to examine whether there is a difference
in the inhibitory effect of employee share ownership plans, and the regression results
are presented in Table 5. In the mean sample group where the percentage of institu-
tional investors’ shareholding is greater than the industry, the coefficient of log ∆ Revi,t∗
Decrease_Dumi,t ∗ Poweri,t ∗ ESOP_Dumi,t is 0.1090 and is significant at the 1% statistical
level. The coefficient of log ∆ Revi,t ∗ Decrease_Dumi,t ∗ Poweri,t ∗ ESOP_Dumi,t is slightly
smaller at 0.0723 and significant only at the 10% statistical level in the sample group of
institutional investors with shareholding less than the industry mean. The regression re-
sults indicate that the presence of institutional investors can assist employees in monitoring
the behavior of executives, and the higher the shareholding ratio of institutional investors,
the stronger their power to assist employees in restraining the self-interested behavior of
executives after the implementation of corporate employee stock ownership plans, and
the more significant the inhibitory effect of employees in the cost-stickiness problem of
executive power plays.

6.5. Employee Turnover Regulation Effect

One of the motivations for the implementation of employee stock ownership plans is
to attract and retain talent, and in companies where human capital is more important, there
is a tendency to grant more equity to employees [59]. The higher the status of the employee,
the higher the benefits given by the company and their own job satisfaction, the lower the
willingness to leave, and the greater the participation in corporate governance discourse.
Referring to Wei’s [60] study, employee stability is measured by the employee turnover
rate (the difference between the current year’s employee size and the previous year’s
employee size divided by the average employee size over two years), and the willingness
of employees to stay with the company can also reflect the treatment of employees and
their status in the company from the side. The results of the subgroup tests are presented
in Table 5. The empirical results indicate that the higher the status of employees in the
firm (the lower the turnover rate), the greater the binding effect of the cost-stickiness effect
of executive power (0.0681 and significant at the 1% statistical level), as firms give their
employees a greater voice in corporate governance to retain them. The higher employee
turnover rate in the firm indicates that the lower the relatively low position of employees in
the firm, the weaker the binding influence of their smaller voice power on the cost-stickiness
effect of executive power (0.0025 and insignificant).

In the previous paper, referring to the measurement method of Fu et al. [49], a total of
three dummy variables are selected to measure executive power, including the combination
of the two positions of general manager and chairman, the chairman’s tenure, and the
degree of equity checks and balances. Here, the continuous variable of the chairman’s
tenure is regressed as the measurement variable of executive power. The results show that
executive power measured by the chairman’s tenure continues to significantly exacerbate
corporate cost stickiness, and the main test in this paper is robust. The results of the
regressions show that executive power still significantly contributes to firm cost stickiness,
and the main test in this paper is robust.

The endogeneity issues arising from the omission of firm-related characteristic variable
selection and the presence of time and firm-specific effects are eliminated in the previous
paper by controlling for firm- and year-fixed effects and clustering the standard errors of
all regression coefficients at the firm level. In addition, there may be some endogeneity
issues in model (2), i.e., there are some omitted variables that affect both employee stock
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ownership plan implementation and firm cost stickiness. For this reason, the two-stage
least squares (2SLS) method is used in this paper to deal with this endogeneity problem.

Employee stock ownership plan implementation is initially motivated by corporate
financing motives (Zhang, 2006) and market value management motives (Sun and Liu,
2021). When firms face financing constraints, they are bound to adjust their cost expen-
ditures as well, and the level of cash holdings is used as an instrumental variable for the
analysis. The results in the first stage indicate that the level of corporate cash holdings is
significantly correlated with the implementation of employee stock ownership plans. In the
second stage of the test, after controlling for endogeneity, the employee stock ownership
plan implementation dummy variable still significantly suppresses the cost-stickiness effect
of executive power at the 5% level, which further confirms the validity of this paper’s
research hypothesis H2a.

Corporate market capitalization management behavior affects both the implementa-
tion of employee stock ownership plans and corporate cost expenditures and total market
capitalization is selected as an instrumental variable for analysis. The results of the first
stage indicate that the total market capitalization of the firm is significantly correlated
with the implementation of an employee stock ownership plan. In the second stage of the
test, after controlling for endogeneity, the employee stock ownership plan implementation
dummy variable still significantly suppresses the cost-stickiness effect of executive power
at the 5% level, which further confirms the validity of this paper’s research hypothesis H2a.

7. Conclusions

In the context of cost reduction in China’s real economy, micro-enterprise cost sticki-
ness plays an obstructive role in achieving cost reduction goals to a certain extent. Exec-
utives are in charge of the decision-making power of enterprise cost management. From
the three perspectives of the causes of cost stickiness, the greater the power of executives,
the more serious the enterprise cost stickiness is. An employee stock ownership plan
is considered an important means to alleviate the agency problem between executives
and shareholders, restrain the behavior of executives, and improve corporate governance.
The cost and power of executives are regulated. Currently, on the issue of corporate cost
stickiness, academics primarily focus on the existence and governance of cost stickiness,
while the economic effects of cost stickiness have not been studied in depth, leading to a
negative impression of corporate cost stickiness in academia and practice, which is consid-
ered detrimental to corporate growth and corporate value, thus blindly reducing corporate
costs and expenses when corporate revenues decline [61,62]. State-owned firms, which
hold more GCA than non-state-owned firms, are more cost sticky than non-state-owned
firms, even though both types of firms use differentiation strategies more often [63]. At the
same time, managers’ expectations of the future can influence firms’ investment decisions
and costs. Specifically, optimistic expectations of management strengthen cost stickiness,
while pessimistic expectations weaken cost counter stickiness. This complements the find-
ings of this paper and provides additional directions for thinking about firm decisions.
Prabowo et al. [64] found that SOEs exhibit greater cost stickiness than private firms due
to the greater influence of socio-politics on SOEs. This explains the higher cost stickiness of
SOEs from the perspective of the social responsibility of SOEs and provides new ideas for
the reform of SOEs.

This paper examines the effect of executive power on cost stickiness using data from
A-share non-financial listed companies from 2014 to 2019 as the research sample. The
empirical results show that the greater the executive power, the more severe the cost
stickiness of the firm, and the three formation theories of cost stickiness (adjustment cost,
management optimistic expectation, and agency problem) hold. The results show that
the implementation of an employee stock ownership plan can significantly suppress the
positive effect of executive power on cost stickiness, and the larger the scale of employee
stock ownership plan implementation, the more significant the suppression effect is, which
supports the explanation of stakeholder theory for employee stock ownership plan. This
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paper argues that employee stock ownership plans inhibit the cost-sticking effect of execu-
tive power by reducing adjustment costs and management’s optimistic expectations, and
by enhancing the performance sensitivity of executive compensation and the quality of
information disclosure. Furthermore, this paper finds that the implementation of multiple
employee stock ownership plans by firms allows employees to acquire more equity shares
and increase their voice in corporate governance, and has a more significant dampening
effect on the cost-stickiness effect of executive power; as an important institution to assist
in SOE reform, after distinguishing the property rights attributes of firms, we find that
employee stock ownership plans in SOEs have a more significant dampening effect on the
cost-stickiness effect of executive power. Institutional investors with specialized knowledge
can assist employees in suppressing the cost-stickiness effect of executive power, and the
scale of implementation of employee stock ownership plans and the stability and status of
employees can also lead employees to gain a greater voice in monitoring the self-interested
behavior of executives and enhance the suppression of the cost-stickiness effect of executive
power. To ensure the robustness of the empirical results, we replace the calculation indices
and models of executive power and cost stickiness, respectively, and use the instrumental
variables method to solve the endogeneity problem in the model and conclude that the
empirical results of this paper are robust.

The selected topic of this paper is at the intersection of management accounting
and financial accounting and innovatively explores the effect of employee discipline on
executive behavior and participation in corporate governance after the implementation
of an employee stock ownership plan in the new era from the perspective of corporate
costs. First, this paper enriches the literature related to both the economic consequences of
employee stock ownership plans in the new era and the cost-sticky governance mechanisms
of firms. Second, no scholars have yet explored the issue of corporate cost stickiness from
the perspective of executive power, and fewer scholars have explored the effectiveness
of corporate governance based on executive–employee agency issues. The research in
this paper fills this gap in the literature and provides ideas for quantifying the agency
problem between the two, while also bringing to the fore the importance of employees
in corporate governance. Finally, the research in this paper can be used as a theoretical
guide for internal and external stakeholders to understand the characteristics and roles of
employee stock ownership plans in the new era, as well as a basis for decision-making on
corporate cost management, and likewise as an important basis for regulators and policy
makers to understand the obstacles to achieving cost reduction goals in the real economy
and to formulate scientific regulations. In addition, the variables involved in this paper
are still not comprehensive, such as company performance, liquidity, cash flow, dividend
policy, taxation, and other indicators, but these variables involve many company secrets, so
most companies do not release these data to the outside world. This makes the amount
of data available for the study small, so one of the priorities of the subsequent work is
to continuously increase the sample size of the data and increase the impact factors of
the model, so as to make the research findings closer to reality and grant the study more
general and reference value.
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