Geographical Location and the CEO Compensation:

Empirical Evidence from Chinese Listed Companies
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Abstract: Using five national level central cities and six regional level central cities as the proxy for geo—
graphical central city we explore the relationship of geographical location and the CEO compensation. Geo-
graphical location has impact on the CEO compensation through two ways. The first is the spatial clustering of
firms agencies and talents in big central cities which results in high CEO compensation. The other is that near—
by firms” CEO compensation would act as the reference point to that of this firm which makes CEO compensa—
tion influenced by other companies in the region. This paper finds that the compensation of CEOs whose compa—
nies locate in the central cities is statistically significantly higher than that of CEOs whose companies are not
when controlling the common variables such as per GDP  CPI index etc. The study also find the shorter of the
distance between the headquarter and the central city the higher the CEO compensation. Further research shows
that both the average CEO compensation in a specific province last year and last years top three highest CEO
compensation of state owned enterprises in a specific province have strong influences on the next year's CEO
compensation. In sum this research systematically proves that geographic location is an important factor deter—
mines CEO compensation in China. This study provides a reference proof to the CEO compensation policy of lis—
ted company.
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