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Research on Management Background Characteristics,
Promotion Incentive and Over-investment
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Abstract Based on the principal-agent theory, upper echelons
theory and psychological contract theory, this paper theoretically
analyzes and empirically examines the relationship between the
promotion incentive and over-investment from the point of view of
the background characteristics of managers, using the data of Chi-
nese listed companies from 2007 to 2011. Our results demonstrate
that, first, promotion restrains over-investment, and this relationship
is more significance in the non-state-owned companies than in the
state-owned companies. Second, there is no correlation between
manager gender and promotion incentives. Moreover, manager
gender does not affect inhibition relationship, that from promotion
incentives to over-investment, which shows no difference between
state-owned companies and non-state-owned companies. Third,
as managers grow older, both the sensitivity of managers in pro-
motion incentives and inhibition affect from promotion incentives
to over-investment show an inverted U-shaped relationship, which
exhibit no significant effects in the non-state-owned companies.
Fourth, Managers with higher education degree show greater pro-
motion sensitivity, which lead to greater inhibition of promotion to
over-investment. However, this relationship shows significant dif-
ference between state-owned companies and non-state-owned com-
panies, namely, this positive relationship between education back-
ground of managers and promotion incentives is more significant in
state-owned companies. However, the factor of manager education
only has a significant positive effect on inhibition from promotion to
over-investment in non-state-owned companies. Fifth, the factor of
manager tenure has a significant positive effect on both the sensitiv-
ity of manager promotion and inhibition from promotion incentives
to over-investment, which is more significant in non-state-owned
companies than in the state-owned companies. The main contribu-
tion of this paper is revealing mechanism of how promotion affects
corporate performance, while considering the relationship between
promotion and over-investment. Meanwhile, relationship between
promotion incentive and over-investment is clarified by considering
the background characteristics of managers. Finally, these research
findings are theoretically and practically significant to the Chinese
corporate with regard to deepen the property rights reform.
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