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Does the Fair Competition Review System Narrow
the Wage Gap Within Enterprises?

YU Liang-chun, JIANG Na-na
(School of Economics, Shandong University, Jinan 250100, China)

Summary: Narrowing the income gap between different groups is a fundamental prerequisite for the transition from
building a moderately prosperous society in all respects to common prosperity for all. In the field of corporate governance,
the focus is on narrowing the wage gap between executives and ordinary employees within enterprises. In recent years,
market competition has emerged as an important external governance mechanism that forces management to enhance
corporate governance to adapt to the ever-changing market environment. The fair competition review system has
fundamentally changed the domestic market competition environment and has had a significant impact on the production
and operational decision making of enterprises. Therefore, it is necessary to explore whether and how the fair competition
review system will influence the wage gap within enterprises.

Based on the data of Chinese A-share listed companies from 2010 to 2020, this paper uses a difference-in-differences
(DID) model to empirically test the impact of the fair competition review system on wage gaps within enterprises and its
mechanism. The research results show that the fair competition review system narrows the wage gap within enterprises,
significantly constraining average executive salaries, while having no significant impact on average salaries of ordinary
employees. The impact of the fair competition review system on wage gaps is more pronounced in non state-owned
enterprises, enterprises with higher executive shareholding ratios, and enterprises in industries supported by industrial
policies. The fair competition review system narrows wage gaps within enterprises by strengthening market competition, and
regulating government subsidies and tax incentives. The fair competition review system achieves its role in narrowing wage
gaps within enterprises by narrowing the excessive wage gap. This paper enriches research on factors influencing wage gaps
within enterprises and provides a new perspective for exploration of governance mechanisms for wage gaps within enterprises.

The marginal contributions of this paper are summarized in the following three aspects. Firstly, this paper employs the
DID model to examine the impact of the fair competition review system on wage gaps within enterprises. This not only
enriches the empirical analysis of the microeconomic effects of the fair competition review system, but also expands
research on factors influencing the wage gap within enterprises. Secondly, this paper verifies the mechanisms through which
the fair competition review system affects the wage gap within enterprises from aspects of market competition, government
subsidies, and tax incentives. It provides practical and viable policy recommendations for fully harnessing the governance
role of this system in narrowing the wage gap within enterprises. Thirdly, the wage gap is decomposed into the reasonable
wage gap and the excessive wage gap, and further analysis is conducted to understand the underlying logic of how the fair
competition review system affects the wage gap within enterprises.

Key words: fair competition review system; wage gap within enterprises; market competition; government subsidies; tax

incentives
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