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Abstract 

This study examines the impact of differences between senior manager com-
pensation and salaries of full-time employees in non-management positions 
(DME) on corporate governance evaluation system (CGES). It seeks to un-
derstand whether corporate governance can consistently promote the success 
of company insiders, outsiders, and improve the corporate governance struc-
ture’s supervision. Empirical results show that DME has a positive influence 
on CGES in Big 4 CPA firms, which have better corporate governance evalua-
tion levels. Deloitte, PWC, and KPMG have significantly better evaluation 
ratings of corporate governance. In addition, different types of conglomerate 
control for DME manager governance and co-governance have greater posi-
tive effects. Finally, non-change lead CPA, change concurring CPA, and 
non-change concurring CPA show that companies have better corporate go-
vernance evaluation. To encourage listed companies to attach importance to 
the level of corporate governance and assist in the effectiveness of capital 
market operations, a company should review and promptly implement an 
overall remuneration policy to comply with corporate governance trends. All 
listed companies can gradually implement and improve corporate governance 
to assist investors and other companies in understanding their effectiveness. 
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1. Introduction 

The outbreak of a series of financial statement fraud cases in Taiwan and other 
places, such as Enron, WorldCom, Procomp Informatics, and Rebar, the issue of 
corporate governance quickly regained attention. The Financial Supervisory 
Commission (FSC) issued a 5-year “Blueprint for Strengthening Corporate Go-
vernance in Taiwan” in December 2013. The FSC promoted the first corporate 
governance evaluation system in 20141 which sought to compare listed compa-
nies’ corporate governance results so that those companies would be encouraged 
to pay greater attention to and strengthen corporate governance. The Taiwan 
Stock Exchange Corporation (TWSE)2 and Taipei Exchange (TPEx)3 jointly en-
trusted the Securities Futures Institute (SFI)4 to conduct an “Evaluation of corpo-
rate governance system of listed companies5”. The publication of the evaluation 
results would help companies compete and strengthen their level of corporate 
governance and naturally push corporate governance into corporate organiza-
tional culture. This would thereby enhance the overall level of corporate gover-
nance, enable all listed companies to gradually improve and implement more ef-
fective corporate governance, and assist investors and enterprises to better un-
derstand the effectiveness of corporate governance implementation. It is ex-
pected that corporate governance evaluation system, through regulation evalua-
tion and indicator identification, market mechanisms such as media, sharehold-
ers, and the publication of evaluation results, allow companies to actively review 
their internal risks and improve their corporate governance to establish a more 
determined and effective plan6. In 2006, the United States Securities and Ex-
change Commission (SEC) regarded the remuneration of senior managers as the 
top priority of corporate governance and required listed companies to disclose 
their overall compensation of executives and board members, Taiwan also ex-
posed the remuneration table for directors, supervisors, and general managers. 
Past studies have indicated that in the rapidly changing environment of the 
global economy, the executive occupies the highest position in the management 
of organizations that plays an important strategic and decision-maker role 
(Holmstrom, 1979; Lazear & Rosen, 1981). In Taiwan, all sectors of society have 

 

 

1In 2015, the FSC announced the results of the first corporate governance evaluation system in 2014 
as one of the bases for the adjustment of corporate management decisions within the company and 
the decision-making for the benefit of the investment public. It is a regulation for evaluating the 
quality of corporate governance. 
2Taiwan Stock Exchange Corporation, Corporate Governance Center, Corporate Governance Evalua-
tion System: https://cgc.twse.com.tw/frontEN/index  
3Taipei Exchange, Corporate Governance, Corporate Governance Evaluation System:  
https://www.tpex.org.tw/web/regular_emerging/governance/corporate_governance_09.php?l=zh-tw  
4Securities and Futures Institute, Corporate Governance, Corporate Governance Evaluation System: 
https://www.sfi.org.tw/cga/cga1  
5Taiwan Stock Exchange Corporation, Corporate Governance Center, Corporate Governance Evalua-
tion System: https://cgc.twse.com.tw/front/evaluationOverview  
6The “First Corporate Governance Evaluation system” of Taiwan listed companies has been 
processed since 2014. The evaluation structure mainly includes five major aspects, namely “Main-
tenance of Shareholders’ Equity”, “Equal Treatment of Shareholders”, and “Board Structure and 
Operation”, “Information Transparency” and “Corporate Social Responsibility” (Cheng, 2015). 
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been concerned about and discussed the issue of low salaries for entry-level em-
ployees. The salary of a top-level manager has always been widely discussed and 
its orientation should not only focus on social equity but also on the decisions 
about how to allocate corporate resources by top-level managers. Whether high 
salaries paid to managers by a company contributes to the firm’s performance is 
also a focus, many studies have found that executive compensation is strongly 
correlated with company performance (Sun & Cahan, 2009; Lin et al., 2013; 
Huang et al., 2016). 

Facing the problem of low wages in Taiwan and given companies’ high reve-
nue, one asks the question: Why are employees still low-paid? In 2019, the FSC 
stipulated that listed companies must publish employee salaries7 and, for the first 
time, revealed the salaries of all employees of listed companies, including the 
salaries of full-time employees in non-management positions. This not only 
made well-paying companies transparent but also made low salary company in-
formation public. Taiwan’s employee wages are important information, and this 
is the first time that listed companies in various industries declared salary in-
formation and subsequently had that information officially certified. Since May 
2019, according to FSC regulations, listed companies must disclose employee 
salary information. Listed companies are forced to disclose the average salary 
status of “full-time employees in non-management positions” in June 2019 
which signifies that companies are willing to pay higher salaries to treat em-
ployees better, which is a significant component of corporate governance8. After 
the salaries of employees of listed companies are disclosed, the FSC would also 
include this information as one of the evaluation items for corporate gover-
nance. The FSC first announced the average employee salary of listed companies 
in 2019, the TWSE and TPEx will further require all companies to announce the 
“median” employee salary in 2020 since averages are more susceptible to ex-
treme values. After the figures are announced, the salary distribution of the em-
ployees of each listed company will be clearer and make it easier for investors 
and job seekers to judge a company’s salary payment status. 

Since 2000, the Taiwanese government has actively followed the legal regula-
tion of US corporate governance and has gradually revised the Company Act 
and Securities and Exchange Law to introduce and standardize corporate gover-
nance-related mechanisms. Taiwan revised the “Guidelines for Recording Items 
in the Annual Reports of Public Companies” in 2004, requiring public compa-
nies to disclose in detail the salaries of their senior managers in the firm’s annual 
report so that report users can better understand senior managers’ remuneration 
situations. It is expected that the remuneration structure of company managers 

 

 

7According to the regulations of the Financial Supervisory Commission, listed companies must re-
port the annual salary information of employees. https://mops.twse.com.tw/mops/web/t100sb15 
8At the end of June 2019, the Market Observation Post System set up “Corporate Social Responsibil-
ity Related Information/Employee Benefits and Salary Statistics Related Information/Senior Manag-
er Compensation and the Salaries of Full-Time Employees in Non-Management Positions” in the 
“Corporate Governance Zone”. Users can search by different sorting functions such as securities 
code, industry category, or average salary cost. https://mops.twse.com.tw/mops/web/t100sb15 
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can be regulated and implemented with market mechanisms. Corporate gover-
nance stabilizes capital markets and protects investors. Besides, Lin et al. (2012) 
pointed out that the more managers are paid and the better the corporate go-
vernance mechanism, the higher the level of cash dividends a company will dis-
tribute. Since compensation regulation, as far as listed companies are concerned, 
is an important component of corporate governance and risk management, it is 
an additional social responsibility. In Taiwan, some companies have suffered 
losses with their operations, but directors, supervisors, and managers still receive 
high salaries which are not only unreasonable but also affect shareholders’ equi-
ty. Therefore, this research is different from previous research on executive com-
pensation and company performance because of this added element. In 2019, the 
Public Information Observatory disclosed the “the salaries of full-time employees 
in non-management positions” for the first time, Taiwan has not yet studied the 
impact on corporate governance of the difference between senior manager com-
pensation and the salaries of full-time employees in non-management positions. 
Therefore, this study uses the corporate governance evaluation system as a mea-
surement variable for corporate governance to examine the impact of the differ-
ence between senior manager compensation and the salaries of full-time em-
ployees in non-management positions (DME) on the corporate governance evalu-
ation system (CGES). The purpose of the research is to verify whether a compa-
ny’s salary level for managers is caused by DME or the performance of corporate 
governance evaluation. It also verifies whether it promotes the consistency of 
benefits to company insiders, outsiders, and improves the supervision to balance 
mechanism of a company’s governance structure. Additionally, the research is 
supplemented by information about the inspection of Big 4 CPA firms, types of 
conglomerate control, and lead and concurring CPA rotation to compare the 
impact of DME and verify that a larger DME can encourage employees, create 
better performance, and affect CGES. 

Except for the introduction, the structure of this article is as follows: Section 2 
provides literature review and hypothesis development; Section 3 reports the re-
search method; Section 4 provides the empirical results, and finally summarizes 
the conclusions and recommendations.  

2. Literature Review and Hypothesis Development 

Taiwan Stock Exchange Corporation (TWSE) and Taipei Exchange (TPEx) 
jointly entrust the Securities Futures Institute (SFI) conduct “Evaluation of cor-
porate governance system of listed companies”, the publication of evaluation 
results can help enterprises to positively compete and strengthen the level of 
corporate governance. The corporate governance evaluation system promotes 
the initial evaluation of quantitative standards and will continue to add qualita-
tive indicators and improve standards for various indicators that he is scoring 
requirements of the setting. 

The corporate governance evaluation system has won the attention of listed 
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companies and Taiwan has earned outstanding results such as the Asian Corpo-
rate Governance Association (ACGA) and RobecoSam. Various statistical data 
show that Taiwan’s corporate governance has been significantly improved and 
the results have also been recognized by international institutions (Hsieh, 2019). 
In terms of c promoting corporate governance, FSC has legalized many corpo-
rate governance concepts in the past 10 years, and based on the development 
trend of international corporate governance, and regarding Taiwan’s corporate 
governance practices, it has released the “2013 Blueprint for Strengthening Cor-
porate Governance in Taiwan”, and the first corporate governance evaluation 
was announced in April 2015. In the future, the remuneration information of 
directors, supervisors, and senior managers of listed companies will be more 
transparent, which is expected to bring greater pressure on the remuneration 
decisions of listed companies, especially loss-making companies. A company 
should actively communicate the basis of decision-making with employees from 
the perspective of remuneration philosophy and policy and assist supervisors at 
all levels to deliver correct and consistent messages. At the same time, a compa-
ny should review its overall remuneration policy and implementation promptly 
to meet both current corporate governance trends and its own operational 
needs. Corporate governance culture has not yet been popularized. The external 
world still believes that Taiwan’s promotion of corporate governance is from top 
to bottom, rather than an internalization of the enterprise into its culture. It is 
necessary for the three parties of enterprise, media, and investors to collectively 
shape Taiwan’s corporate governance culture for the better. The regulation for 
employee salary disclosure of listed companies, except for all employee benefits 
and average salaries disclosed in 2019, is necessary to further disclose the median 
salaries of full-time employees in non-management positions for corporate go-
vernance in 2020. The rankings have significant influence on companies for re-
cruiting talent and they will put pressure on lower-ranked companies. This will 
hopefully create a virtuous circle in Taiwan’s low-paid environment which is one 
of the FSC main purposes for the ranking’s announcement. 

Financial statements are one of the key tools for rational investors to make 
investment judgments and decisions. After the Asian Financial Crisis in 1997, a 
series of financial statement fraud cases occurred in Taiwan and other places 
(such as Enron, WorldCom, and Procomp Informatics). As a result, the trust by 
investors and the public in a company’s financial statements and corporate ac-
countants declined. This meant that there are problems with companies’ internal 
management and corporate governance. Since the outbreak of fraud with finan-
cial statements, investors, the public and competent authorities have devoted at-
tention to issues such as corporate governance. After the outbreak of the Global 
Financial Crisis in 2008, shareholders’ equity suffered damage, but the compa-
nies’ directors, supervisors, and senior managers still received generous remu-
neration. Issues have arisen in Taiwan and other places about whether compa-
nies’ compensation to directors, supervisors, and senior managers are reasona-
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ble. Currently, only Huang (2020) found that the greater the gap between execu-
tive compensation and salaries of full-time employees in non-management posi-
tions, the more likely a company’s salary regulation will give higher-level em-
ployees a higher level of salary. The size and complexity of customers require 
auditors, and a company invests significantly in auditing costs that need to pro-
vide auditors with high-quality financial reports and data sources requires high-
er audit fees. The impact of DME on corporate governance, however, has not yet 
been studied. Previous studies have shown that Big 4 auditors were charac-
terized by higher audit quality, as demonstrated by their propensity to other 
audit report modifications (Francis & Yu, 2009; Geiger & Rama, 2006; Me-
non & Williams, 2004). Therefore, this research first proposes that financial 
reports that are audited by Big 4 CPA firms are highly credible and play the role 
of an external supervision mechanism for corporate governance. The financial 
statements are audited by Big 4 CPA firms, so there are better corporate gover-
nance effects. This study uses corporate governance evaluation requirement in-
dicators as a measure of corporate governance and therefore expects that the 
larger the DME, the better the CGES standard. This article anticipates that the 
DME has a positive relationship with the CGES. Accordingly, this research es-
tablishes the following hypotheses: 

H1-a: The DME has a positive relationship with the CGES. 
H1-b: The DME is associated with the CGES under Big 4 CPA firms.  
Khanna and Rivkin (2001) believed that “Group” referred to a group of com-

panies with similar or identical behaviors based on formal or informal agree-
ments and were legally constituted independent entities. Differences in owner-
ship structure can affect the demand for audit quality (Lin & Lin, 2016). In 
addition, Lou and Lin (2011) pointed out that Taiwan’s family businesses 
typically outperform non-family businesses. The Taiwan Economic Journal 
(TEJ) refers to a group as related enterprises based on the provisions of a special 
chapter of the Company Act9. This chapter refers to independent companies as 
those that have mutual control, subordinated relationships, and invest stakes in 
one other. The type of control of the ultimate entity has always been one of the 
more common research variables in corporate governance research. Therefore, 
the TEJ began to collect and organize relevant data in 2006 and officially 
launched the “Group Control Type” in corporate governance module in 200710. 

 

 

9Article 369-9 of the Company Act. 
10“Ultimate owners” refers to the group that holds the most shares and has the greatest influence on 
the company’s decision-making, The types can be divided into: 1) Government control; 2) Single 
family business control; 3) Manager governance and 4) Co-governance four types of control. The 
government control: The ultimate owners of the company are the local government or the central 
government. Single family business control: The ultimate owners of the company consist of a group 
of people (natural person) with the same benefits and goals, and this group of people has a “Kin-
dred” with each other. Manager governance: The company has no obvious major shareholders, or 
although there are major shareholders, major shareholders do not directly participate in the compa-
ny’s operations and decision-making. The company’s major policies are led by the manager (the ul-
timate owners). Co-governance: The ultimate owners of the company are composed of two or more 
groups (maybe families, groups, or the government). These individual groups cannot unilaterally 
lead the company’s operations and important decisions without cooperating with other groups. 
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This research refers to the “TEJ Taiwan Economic Journal-Corporate Gover-
nance Module Explanation-Group Control Type: Government control, Single 
family business control, Manager governance, and Co-governance” for Taiwa-
nese enterprise groups. Control type classification applies DME to analyze 
whether different types of enterprise control influence corporate governance 
evaluation system. The following hypotheses are developed: 

H2-a: The DME is related to CGES in government control. 
H2-b: The DME is related to CGES in single family business control. 
H2-c: The DME is related to CGES in manager governance. 
H2-d: The DME is related to CGES in co-governance. 
In 2009, the Public Company Accounting Oversight Board (PCAOB) formu-

lated Auditing Standard No. 7: Engagement Quality Review, which regulates the 
Qualifications of the Engagement Quality Reviewer about the duty of the second 
CPA. An audit team’s audit process, judgment, and conclusion must be reviewed 
for overall quality after the assessment of no major defects has been found. A 
Concurring Approval of Issuance can be provided, and the CPA firm can only 
issue an audit opinion report to a client under investigation to further improve 
audit quality with this new requirement. In recent years, many studies have 
shown that the personal characteristics of accountants will affect audit quality 
(Gul et al., 2013; Aobdia et al., 2015). As a result, many countries around the 
world have required companies to disclose the names of the CPAs in audit re-
ports11. The audit environment in Taiwan is different than other places. In 1983, 
Taiwan regulated that a CPA shall handle the financial report audit approval 
criteria for a public company. This stipulates that a public company’s financial 
report must be signed by two CPAs, called the Dual-Signature Requirement. In 
Taiwan’s auditing practice, the two CPAs are distinguished between a lead CPA 
and a concurring CPA12. Therefore, the audit opinion report of the financial 
statements will show the CPA firm name and the names of the two CPAs13. The 
so-called lead CPA refers to the CPA who substantively reviewed the audited 
company’s financial statements. The concurring CPA conducts a written review 
of the evidence found without substantive review (Chen et al., 2012). The plan-
ning and execution of audit work contracting is the main responsibility of the 
lead CPA and the concurring CPA is typically only engaged during the review of 
the audit. Also, the dividend requirement is typically based on the lead CPA and 
the concurring CPA only receives a limited allowance (Lee et al., 2013). In short, 
the CPA mentioned in this article refers to the lead CPA. This CPA performs 

 

 

11CPA means Certified Public Accountant. 
12The signature of CPA in the audit report is from top to bottom that top is lead CPA and left to 
right that left is lead CPA (Chin & Chi, 2009; Chi & Chin, 2011; Lee et al., 2013; Liao et al., 2013). 
13Taiwan CPA Associations held a public hearing in the Legislative Yuan on March 30, 2010, advo-
cating that the current double-signature requirement for public company financial statements was 
changed to a single-signature requirement. However, Chen et al. (2012) pointed out that in Taiwan’s 
current double-signature requirement, Taiwan should maintain CPA has audit responsible more 
than single-signature requirement, and the results of the research tend to be the dual-signature re-
quirement that. 
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fieldwork on the front line and communicates the results of inspections with 
clients. The concurring CPA is responsible for reviewing work papers and are 
more susceptible to adjustments or changes due to internal manpower planning 
by the firm. Compared to the concurring CPA, the quality of the lead CPA’s in-
spection is therefore more likely to affect a customer’s choice. 

Auditor rotation is a significant and long-term problem in accounting 
firms. Practitioners and researchers have long noted that firms lose the costs 
of training employees who leave the firm. Recently, many in the auditing 
field have recognized that employee turnover may reduce audit quality. In 
past studies related to the tenure of CPAs, there were differing opinions on 
whether rotation regulation should be implemented. Because long-term cooper-
ation between CPAs and audit clients may reduce audit quality, Hoyle (1978) 
proposed implementing a mandatory CPA rotation. If a CPA conducts audits for 
the same company over a long period, the CPA’s audit quality will decline, and 
their independence may be lost. If CPA rotation regulation is adopted and a 
CPA is regularly replaced, they will pay greater attention to auditing public ex-
penses and resist any pressure exerted by a client. The CPA, however, may not 
be familiar with the characteristics of the industry, which may reduce the effi-
ciency of the audit and lead to poor corporate governance. Myers et al. (2003) 
identified that longer CPA tenures maintain better quality audits. This research 
therefore considers Taiwan’s unique dual-signature requirement and further di-
vides lead CPA and concurring CPA to explorer CGES is affected by the rotation 
of the lead CPA14 or the concurring CPA15 within 7 years. This study establishes 
the following hypotheses: 

H3-a: During the change of lead CPA, DME is related to the CGES. 
H3-b: During the non-change of lead CPA, DME is related to the CGES. 
H3-c: During the change of concurring CPA, DME is related to the CGES. 
H3-d: During the non-change of concurring CPA, DME is related to the 

CGES.  

3. Research Method 

3.1. Sample Selection  

The main purpose of this research is to explore the relationship between the 
corporate governance evaluation system and the natural log of the difference 
between senior manager compensation and the salaries of full-time employees in 
non-management positions, which will change corporate governance evaluation 
system grades. Because the Financial Supervisory Commission publicly disclosed 

 

 

141 if lead CPA has rotation and 0 otherwise. Both lead CPA and concurring CPA certification for 5 
consecutive years is equal to 1; from 2004 to 2007, any CPA certification for 5 consecutive years are 
equal to 1; from 2008, any CPA certification for 7 consecutive years is equal to 1. Data source: Tai-
wan Economic Journal (TEJ). https://www.tej.com.tw/webtej/plus/wcparpta.htm 
151 if concurring CPA has rotation and 0 otherwise. Both lead CPA and concurring CPA certification 
for 5 consecutive years is equal to 1; from 2004 to 2007, any CPA certification for 5 consecutive years 
are equal to 1; from 2008, any CPA certification for 7 consecutive years is equal to 1. Data source: 
Taiwan Economic Journal (TEJ). https://www.tej.com.tw/webtej/plus/wcparpta.htm 
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the average salaries of “full-time employees in non-management positions” for 
the first time in June 2019, this study selected all listed companies in Taiwan in 
2019 as the sample. There is a total of 1554 companies that have been evaluated 
but 487 observations without one complete year of financial data are eliminated 
which brings the total sample size to 1067. Relevant financial data include cor-
porate governance information, audit firm data, and signing auditor names from 
the Taiwan Economic Journal database (TEJ). The Taiwan Market Observation 
Post System data identified 1067 annual financial filings made by listed compa-
nies during the sample period.  

Panel A in Table 1 presents the distribution of Big 4 CPA firms and Corpo-
rate governance evaluation system used by research samples. It shows that the 
proportion of CGES companies using Big 4 CPA firms is 88.75 percent 
(947/1067), whereas only 11.25 percent (120/1067) of the sample’s companies 
used non-Big 4 CPA firms. The Deloitte category is 40.76 percent (386/947). 
CGES with 8 point for the top 5% is 4.87 percent (52/1067), 7 point for 6% to 
20% is 15.37 percent (164/1067), and 6 point for 21% to 35% is 14.71 percent 
(157/1067). Panel B presents the samples falling into the category of single fami-
ly business control companies are 59.14 percent (631/1067). Panel C in Table 1 
distinguishes between types of conglomerate control and Big 4 CPA firms’ com-
panies. It reveals the number of dominate single family business control compa-
nies that are audited by Big 4 CPA firms is 51.17% (546/1067), which indicates 
that the majority of listed companies are family-owned enterprises and they 
overwhelmingly trust the audit quality of Big 4 CPA firms.  

Finally, Panel D shows the distribution of the dual-signature requirement ac-
cording to the type of lead CPA and concurring CPA rotation. Sample compa-
nies dominated by the dual-signature requirement are as follows: Lead CPA ro-
tation companies are 8.15 percent, non-lead CPA rotation companies are 91.85 
percent, concurring CPA rotation companies are 6.47 percent, non-concurring 
CPA rotation companies are 93.53 percent regardless of lead CPA or concurring 
CPA. CPA rotation accounts for most of the proportion. 

3.2. Research Design and Proxies 

Empirical Models 
This study describes how the natural log of the difference between senior man-
ager compensation and salaries of full-time employees in non-management po-
sitions in Taiwanese listed companies will affect corporate governance. This 
study uses a corporate governance evaluation system as a measure of corporate 
governance. Because the CGES indicator has different levels, this article uses an 
ordered probit model regression to test the model (1). This article also refers to 
past literature and incorporates factors that may affect the CGES control in the 
model. The regression model (1) of this study is as follows: 

0 1 , 2 , 3 , 4 , 5 , 6 ,

7 , 8 , 9 , 10 , 11 , ,

CGES . DME SIZE DE ROA DP BHold
MHold PDM AGE Foreign National

i t i t i t i t i t i t

i t i t i t i t i t i t

i t β β β β β β β

β β β β β ε

= + + + + + +

+ + + + + +
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Table 1. Sample distribution. 

Pane A: Distribution of Big 4 CPA firms and corporate governance evaluation system (CGES) 

Types of CPA firmsb 

CGESa Big 4 
Non- 
Big 4 

Total Deloitte PWC KPMG EY Total 

1 
53 

(4.97%) 
14 

(1.31%) 
67 

(6.28%) 
22 

(2.32%) 
14 

(1.48%) 
9 

(0.95%) 
8 

(0.84%) 
53 

(5.60%) 

2 
146 

(13.68%) 
32 

(3.00%) 
178 

(16.68%) 
62 

(6.55%) 
30 

(3.17%) 
40 

(4.22%) 
14 

(1.48%) 
146 

(15.42%) 

3 
106 

(9.93%) 
19 

(1.78%) 
125 

(11.72%) 
46 

(4.86%) 
19 

(2.01%) 
22 

(2.32%) 
19 

(2.01%) 
106 

(11.19%) 

4 
133 

(12.46%) 
27 

(2.53%) 
160 

(15.00%) 
57 

(6.02%) 
30 

(3.17%) 
33 

(3.48%) 
13 

(1.37%) 
133 

(14.04%) 

5 
147 

(13.78%) 
17 

(1.59%) 
164 

(15.37%) 
62 

(6.55%) 
29 

(3.06%) 
37 

(3.91%) 
19 

(2.01%) 
147 

(15.52%) 

6 
153 

(14.34%) 
4 

(0.37%) 
157 

(14.71%) 
65 

(6.86%) 
47 

(4.96%) 
25 

(2.64%) 
16 

(1.69%) 
153 

(16.16%) 

7 
157 

(14.71%) 
7 

(0.66%) 
164 

(15.37%) 
51 

(5.39%) 
45 

(4.75%) 
43 

(4.54%) 
18 

(1.90%) 
157 

(16.58%) 

8 
52 

(4.87%) 
0 

(0.00%) 
52 

(4.87%) 
21 

(2.22%) 
12 

(1.27%) 
15 

(1.58%) 
4 

(0.42%) 
52 

(5.49%) 

Total 
947 

(88.75%) 
120 

(11.25%) 
1067 

(100%) 
386 

(40.76%) 
226 

(23.86%) 
224 

(23.65%) 
111 

(11.72%) 
947 

(100.00%) 

Pane B: Distribution of corporate governance evaluation system (CGES) and types of conglomerate control 

CGES 
Types of conglomerate control 

1 2 3 4 5 6 7 8 Total 

Government control 
1 

(0.09%) 
2 

(0.19%) 
0 

(0.00%) 
0 

(0.00%) 
6 

(0.56%) 
7 

(0.66%) 
7 

(0.66%) 
2 

(0.19%) 
25 

(2.34%) 

Single family business control 
38 

(3.56%) 
120 

(11.25%) 
84 

(7.87%) 
97 

(9.09%) 
94 

(8.81%) 
94 

(8.81%) 
84 

(7.87%) 
20 

(1.87%) 
631 

(59.14%) 

Manager governance 
17 

(1.59%) 
38 

(3.56%) 
26 

(2.44%) 
38 

(3.56%) 
44 

(4.12%) 
44 

(4.12%) 
56 

(5.25%) 
26 

(2.44%) 
289 

(27.09%) 

Co-governance 
11 

(1.03%) 
18 

(1.69%) 
15 

(1.41%) 
25 

(2.34%) 
20 

(1.87%) 
12 

(1.12%) 
17 

(1.59%) 
4 

(0.37%) 
122 

(11.43%) 

Total 
67 

(6.28%) 
178 

(16.68%) 
125 

(11.72%) 
160 

(15.00%) 
164 

(15.37%) 
157 

(14.71%) 
164 

(15.37%) 
53 

(4.97%) 
1067 

(100%) 

Pane C: Distribution of types of conglomerate control and Big 4 CPA firms 

Types of conglomerate control 
Types of CPA firms 

Government control 
Single family business 

control 
Manager  

governance 
Co-governance Total 

Big4 
24 

(2.25%) 
546 

(51.17%) 
271 

(25.40%) 
106 

(9.93%) 
947 

(88.75%) 

Non-Big4 
1 

(0.09%) 
85 

(7.97%) 
18 

(1.69%) 
16 

(1.50%) 
120 

(11.25%) 

Total 
25 

(2.34%) 
631 

(59.14%) 
289 

(27.09%) 
122 

(11.43%) 
1067 

(100%) 

Pane D: Distribution of dual-signature requirement 

Dual-signature 
requirement 

Change of lead 
CPA 

Non-change of 
lead CPA 

Total 
Change of  

concurring CPA 
Non-change of 

concurring CPA 
Total 

Total 
87 

(8.15%) 
980 

(91.85%) 
1067 

(100%) 
69 

(6.47%) 
998 

(93.53%) 
1067 

(100%) 

Note: aThe TEJ database divides the results of the corporate governance evaluation system (CGES) into eight levels, which are: top 5%, 6% to 20%, 21% to 
35%, 36% to 50%, 51% to 65%, 66% to 80%, 81% to 100%. Insufficient data that are not included in the evaluation have been replaced in this research with 
scores of 8 to 1, with 8 point for the top 5%, 7 point for 6% to 20%, 6 point for 21% to 35%, and so on. 81% to 100% are given 2 point and companies with 
insufficient data that not included in the evaluation are given 1 point. 
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where: 
 

CGES = 

The corporate governance evaluation system, the TEJ database divides the results of 
the corporate governance evaluation system (CGES) into eight levels, which are: top 
5%, 6% to 20%, 21% to 35%, 36% to 50%, 51% to 65%, 66% to 80%, 81% to 100%. 
Insufficient data that are not included in the evaluation have been replaced in this 
research with scores of 8 to 1, with 8 point for the top 5%, 7 point for 6% to 20%, 6 
point for 21% to 35%, and so on. 81% to 100% are given 2 point and companies with 
insufficient data that not included in the evaluation are given 1 point; 

DME = 
the natural log of the difference between senior manager compensation and salaries  
of full-time employees in non-management positions (Huang, 2020); 

SIZE = the natural log of total assets; 

DE = debt ratio; 

ROA = return on assets; 

DP = dividend payout ratio; 

BHold = the board of directors’ stock holding ratio; 

MHold = the manager shareholding ratio; 

PDM = the proportion of directors serving as managers; 

AGE  age of company establishment; 

Foreign  the holdings of foreign investors; 

Public  government agencies holding shares; 

ε  residual term. 

3.3. Related Variables and Operational Definitions 

3.3.1. Dependent Variable: Corporate Governance Evaluation System  
(CGES) 

The evaluation indicators of Taiwan’s corporate governance evaluation system 
are designed to protect the rights and benefits of shareholders, uphold stock-
holders’ equity, strengthen the structure and operation of the board of directors, 
enhance information transparency, and implement corporate social responsibil-
ity. The structure of the evaluation indicator is based mainly on the six prin-
ciples of corporate governance issued in 2004 by the Organization for Economic 
Co-operation and Development (OECD), and adjust it to the five major aspects 
of corporate governance evaluation system indicators “Maintaining the interests 
of shareholders”, “Treating shareholders equally”, “Strengthening the structure 
and operation of the board of directors”, “Improving information transparency” 
and “Implementing corporate social responsibility”, and in line with the OECD 
corporate governance principles promulgated in 2015. In the fifth index, the di-
mensions of “Shareholders’ equity” and “Equal treatment of shareholders” were 
combined and adjusted to four dimensions. This study divides the results of the 
6th CGES in 2019 into eight levels, which are: Top 5%, 6% to 20%, 21% to 35%, 
36% to 50%, 51% to 65%, 66% to 80%, 81% to 100%. Insufficient data that are 
not included in the evaluation have been replaced in this research with scores of 
8 to 1, with 8 point for the top 5%, 7 point for 6% to 20%, 6 point for 21% to 
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35%, and so on. 81% to 100% are given 2 point and companies with insufficient 
data that not included in the evaluation are given 1 point. 

3.3.2. Independent Variable: The Natural Log of the Difference between  
Senior Manager Compensation and Salaries of Full-Time  
Employees in Non-Management Positions (DME) 

The Taiwan Stock Exchange Corporation hopes that listed companies attach 
importance to operational performance and companies should attach impor-
tance to the rights and interests of employees, improve salaries of employees, 
promote a win-win situation for labor-management, and implement both cor-
porate governance and corporate social responsibility. Since 2019, Taiwan listed 
companies have reported “Salaries of full-time employees in non-management 
positions information” for the first time in 201816. The information reported by 
each company must be reviewed by a CPA to audit to ensure information dis-
closure reliability and comparability. In addition, “Employee Benefit Expenses” 
and other remuneration profile information of all employees must be disclosed 
in the notes of the annual financial report by the end of March of each year. 
Listed companies should also report the “Salaries of full-time employees in 
non-management positions information of the previous year before the end of 
April.” Declared items include the number of employees (excluding director of 
the board and managers), total salary, average salary, and median salary. Among 
them, the median salary is declared before the end of April 2020 and the infor-
mation for 2019 will be applicable. The Stock Exchange Corporation will dis-
close a company’s “Salaries of full-time employees in non-management positions 
information” at a public information observatory before the end of June each 
year to provide an external reference17. Currently, only Huang (2020) found that 
the greater the gap between executive compensation and salaries of full-time 
employees in non-management positions, the more likely a company’s salary 
regulation will give higher-level employees a higher level of salary. As for the in-
dependent variable by Huang (2020) estimates it as a proxy variable. 

3.3.3. Control Variables 
This study divides control variables into financial characteristics about operating 
performance (ROA, DE), corporate characteristics (SIZE, AGE), and corporate 
governance characteristics (DP, BHold, MHold, PDM, Foreign, Public). Oper-
ating performance is represented by return on assets (ROA) and debt ratio (DE) 
to explore whether corporate governance is the result of different operating per-
formance. A company may encounter different risks and, therefore, its risk pre-

 

 

16Listed companies in Taiwan have applied for “Salaries of full-time employees in non-management 
positions information” since 2019,  
https://www.twse.com.tw/zh/news/newsDetail/ff80808167ee6fdf01682c52ee3c01ca  
17Regarding employee salary declaration requirements, the Taiwan Stock Exchange Corporation has 
conducted “Business Promotion Conferences for Listed Companies” in the fourth quarter of 2018 to 
strengthen publicity, and completed the “Declaration Instructions” and “Frequently Asked Ques-
tions (FAQ)” by the end of 2018, each company can go to the information reporting system 
(https://sii.twse.com.tw) for inquiries. 
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mium would be different compared to other companies (Bosworth & Rogers, 
2001). Referring to past literature (Singhvi & Desai, 1971; McConnell & Servaes, 
1990; Calantone et al., 2002; Duchin et al., 2010), this study added the natural log 
of total assets as a measure of company size (SIZE) and years of company estab-
lishment (AGE) to measure whether there is a difference in the level of corporate 
governance. Additionally, this study refers to past scholars’ research to add cha-
racteristics of corporate governance (Pound, 1988; McConnell & Servaes, 1990; 
Finkelstein & D’Aveni, 1994; Stulz, 1999; Matsumoto, 2002; Eng & Mak, 2003; 
Schnatterly & Johnson, 2014; Liu et al., 2015; Shih & Huang, 2019; Liu & Huang, 
2019) with the dividend payout ratio (DP), the board of directors’ stock holding 
ratio (BHold), the manager shareholding ratio (MHold), the proportion of di-
rectors serving as managers (PDM), the holdings of foreign investors (Foreign), 
and government agencies holding shares (Public) as corporate governance con-
trol variables. The inference of the last variable is that stronger supervision of 
corporate governance maintains a higher relative quality of financial statements 
and better corporate governance. 

4. Empirical Results 

4.1. Descriptive Statistics 

Table 2 reports descriptive statistics for the sample to analyze the relationship 
between the corporate governance evaluation system and the natural log of the 
difference between senior manager compensation and the salaries of full-time 
employees in non-management positions. When comparing totals, Big 4 CPA 
firms, and non-Big 4 CPA firms, this study finds companies with Big 4 CPA 
firms have higher governance evaluation systems (with a mean of 3.6072), larger 
DME (with a mean of 14.7924), larger company size (SIZE), higher return on 
assets (ROA), a higher dividend payout ratio (DP), a higher board of directors’ 
stock holding ratio (BHold), a higher manager shareholding ratio (MHold), 
larger holdings of foreign investors (Foreign), a lower debt ratio (DE), a larger 
proportion of directors serving as managers (PDM), greater government agen-
cies holding shares (Public), and a younger age of company establishment (AGE). 
In other words, companies with Big 4 CPA firms for audit effectively have better 
corporate governance and financial performance. 

4.2. Correlation Matrix 

Table 3 shows the Pearson correlation matrix for the research variables. This 
study uses the difference between senior manager compensation and the salaries 
of full-time employees in non-management positions effect on the corporate 
governance evaluation system in the regression analysis. The analysis reported in 
Table 3 shows that CGES is significantly positively correlated with DME (the 
correlation coefficient is 0.334), which means companies with CGES have higher 
DME and better corporate governance. Additionally, CGES is also significantly 
positively correlated with SIZE, ROA, Foreign, and Public (with Pearson coeffi-
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cients of 0.340, 0.238, 0.306, and 0.159, respectively), The proportion of directors 
serving as managers (PDM) relationship shows a significant negative correlation 
(correlation coefficient of −0.070). 

 
Table 2. Descriptive statistics. 

Distribution of Big 4 CPA firms 

 Total sample (n = 1067) Big 4 CPA firms (n = 947) Non-Big 4 CPA firms (n = 120) 

Variablesa Mean Median Std. Dev Mean Median Std. Dev Mean Median Std. Dev 

CGES 3.4640 4.0000 2.0106 3.6072 4.0000 2.0100 2.3417 2.0000 1.6321 

DME 14.7520 14.7598 0.9771 14.7924 14.7867 0.9830 14.4336 14.4545 0.8694 

SIZE 15.4725 15.2600 1.4868 15.5183 15.2800 1.4859 15.1114 15.0250 1.4500 

DE 0.4105 0.4204 0.1836 0.4083 0.4176 0.1792 0.4277 0.4519 0.2147 

ROA 0.0816 0.0753 0.0962 0.0861 0.0798 0.0966 0.0468 0.0540 0.0860 

DP 1.2533 0.5981 18.6541 1.3497 0.6060 19.7988 0.4918 0.4516 0.6944 

BHold 0.2131 0.1708 0.1487 0.2136 0.1708 0.1502 0.2092 0.1705 0.1375 

MHold 0.0133 0.0041 0.0262 0.0135 0.0045 0.0264 0.0118 0.0022 0.0242 

PDM 0.1907 0.1429 0.1299 0.1874 0.1429 0.1280 0.2162 0.2000 0.1420 

AGE 32.2877 30.0000 13.5699 31.5343 30.0000 13.5022 38.2333 35.0000 12.6529 

Foreign 0.0135 0.0042 0.0263 0.1119 0.0531 0.1452 0.0118 0.0022 0.0242 

Public 0.1065 0.0491 0.1410 0.0090 0.0000 0.0405 0.0637 0.0275 0.0909 

aCGES: corporate governance evaluation system; DME: the natural log of the difference between senior manager compensation and salaries of full-time 
employees in non-management positions; SIZE: the natural log of total assets; DE: debt ratio; ROA: return on asset; DP: dividend payout ratio; BHold: the 
board of directors’ stock holding ratio; MHold: the manager shareholding ratio; PDM: the proportion of directors serving as managers; AGE: age of compa-
ny establishment; Foreign: h the holdings of foreign investors; Public: government agencies holding shares. 
 
Table 3. Correlation matrix. 

Variablesa,b CGES DME SIZE DE ROA DP BHold MHold PDM AGE Foreign Public 

CGES 1.000            

DME 0.334* 1.000           

SIZE 0.340* 0.411* 1.000          

DE −0.021 −0.030 0.353* 1.000         

ROA 0.238* 0.352* 0.204* −0.129* 1.000        

DP −0.036 −0.031 −0.004 −0.038 −0.015 1.000       

BHold 0.035 −0.081* −0.126* −0.048 0.025 −0.026 1.000      

MHold −0.018 0.037 −0.139* −0.018 0.044 −0.009 0.024 1.000     

PDM −0.070* 0.060* 0.003 0.024 0.049 0.016 −0.123* 0.187* 1.000    

AGE −0.060 −0.081* 0.300* 0.126* −0.054 0.027 −0.092* −0.171* −0.033 1.000   

Foreign 0.306* 0.407* 0.445* 0.017 0.274* −0.018 −0.059 −0.048 0.035 −0.047 1.000  

Public 0.159* 0.099* 0.220* 0.052 0.042 −0.008 0.112* −0.053 −0.102* 0.041 0.090* 1.000 

aCGES: corporate governance evaluation system; DME: the natural log of the difference between senior manager compensation and salaries of full-time 
employees in non-management positions; SIZE: the natural log of total assets; DE: debt ratio; ROA: return on asset; DP: dividend payout ratio; BHold: the 
board of directors’ stock holding ratio; MHold: the manager shareholding ratio; PDM: the proportion of directors serving as managers; AGE: age of compa-
ny establishment; Foreign: h the holdings of foreign investors; Public: government agencies holding shares. bPearson correlations in the lower diagonal. * 
Indicates significance at the 5 percent level. 
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The above significant correlations are all within plus or minus 0.4, which be-
longs to the range of low correlation. As for other variables, there are some sig-
nificant correlations, most of which are below 0.3. The correlation coefficient 
between SIZE and Foreign is as high as 0.45, which signifies that the size of a 
company is related to the holdings by foreign investors. The highly correlated 
threshold of 0.7, however, is not reached. Considering the problem of collineari-
ty, this article uses the variance inflation factor (VIF) as an auxiliary, and the 
VIF value of all variables in the regression are lower than the threshold value of 
10. 

4.3. Multivariate Analysis 

4.3.1. CGES and DME 
In the Taiwan auditing market, the Big 4 CPA firms account for a large market 
share18. The analysis tests how the natural log of the difference between senior 
manager compensation and salaries of full-time employees in non-management 
positions (DME) will affect their corporate governance evaluation system 
(CGES). This article uses an ordered probit model regression to test the hypo-
theses to make the relevant estimations. The empirical results are shown in Ta-
ble 4. Panel A divides the sample into total samples, the Big 4 CPA firms, and 
non-Big 4 CPA firms. The empirical results show the coefficient of the DME is 
significantly positive by total samples and the Big 4 CPA firms with estimated 
coefficients of 0.1600 (z = 4.11) and 0.1666 (z = 4.07), respectively. In companies 
with a large DME, there is a significant and positive correlation with the level of 
CGES and this supports research H1-a and H1-b. Non-Big 4 CPA firms reached a 
positive but insignificant level. This means that when companies pay higher 
salaries to management, it encourages them to make greater efforts with the 
temptation of a higher salary. It also means that the larger the difference be-
tween senior manager compensation and the salaries of full-time employees in 
non-management positions, the more it can motivate a manager to work. This 
helps improve a company’s overall operating performance and maintain better 
corporate governance standards. Compared with non-Big 4 CPA firms, the Big 4 
CPA firms have more resources and professional knowledge personnel to main-
tain the firm’s reputation provide better quality accounting information and 
corporate governance mechanisms.  

In terms of control variables, the empirical results show that company size 
(SIZE), return on assets (ROA), holdings of foreign investors (Foreign), and 
government agencies holding shares (Public) are significantly positive in total 
samples and with Big 4 CPA Firms. The debt ratio (DE), dividend payout ratio 
(DP), proportion of directors serving as managers (PDM), and age of company  

 

 

18According to the statistics of the Market Observation Post System on December 31, 2019, the 
number of clients audited by the Big 4 CPA Firms for approximately 89% of all listed companies. 
From the perspective of the market value of audited clients, the total market value of audited clients 
by the Big 4 CPA Firms that account for approximately 98% of the total market value of all listed 
companies. https://emops.twse.com.tw/server-java/t58query 
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Table 4. CGES and DME—Big 4 CPA firms and Non-Big 4 CPA firms. 

Panel A: Big 4 CPA firms and non-Big 4 CPA firms 

Variablesa 
 Total Big 4 CPA firms Non-Big 4 CPA firms 

Pred. Sign Coef. z-valueb Coef. z-value Coef. z-value 

DME + 0.1600 4.11*** 0.1666 4.07 *** 0.0905 0.72 

SIZE +/− 0.2390 7.31*** 0.2139 6.30*** 0.3404 2.78*** 

DE +/− −0.6221 −3.20*** −0.3633 −1.78* −2.0843 −3.01*** 

ROA +/− 1.1307 2.34** 1.2333 2.39** −0.6159 −0.36 

DP +/− −0.0012 −3.48*** −0.0013 −3.82*** 0.2574 1.33 

BHold +/− 0.3671 1.56* 0.2858 1.14 0.8660 0.99 

MHold +/− 0.5387 0.47 0.7117 0.59 2.1789 0.54 

PDM +/− −0.7258 −3.04*** −0.8365 −3.18*** 0.7292 1.23 

AGE +/− −0.0090 −3.40*** −0.0076 −2.70*** −0.0045 −0.38 

Foreign +/− 0.8459 2.82*** 0.8869 2.82*** −0.1556 −0.17 

Public +/− 2.1233 2.58*** 2.6063 3.58*** −2.5569 −3.09*** 

Wald χ2  291.55*** 274.59*** 50.81*** 

Pseudo R2  6.56%  6.49%  7.06%  

N  1067  947  120  

Panel B: Consider different Big 4 CPA firms 

Variables a 
 Deloitte PWC KPMG EY 

Pred. 
Sign 

Coef. z-value b Coef. z-value Coef. z-value Coef. z-value 

DME + 0.1532 2.60*** 0.2027 2.34** 0.2199 2.49** 0.0188 0.14 

SIZE +/− 0.2380 3.93*** 0.1741 2.56 ** 0.1947 3.13*** 0.1564 1.72* 

DE +/− −0.4514 −1.41 0.2831 0.71 −0.6049 −1.38 −0.9564 −1.52 

ROA +/− 1.5364 1.87* 0.6087 0.62 1.2878 1.28 1.0269 0.72 

DP +/− 0.1154 0.76 −0.0506 −0.40 −0.0014 −3.40*** −0.0029 −1.06 

BHold +/− 0.1163 0.28 1.2698 2.56** −0.2403 −0.43 −0.3384 −0.46 

MHold +/− −0.3828 −0.30 0.6539 0.21 5.1155 1.48 0.7608 0.17 

PDM +/− −0.9578 −2.49** −0.4895 −0.92 −1.7062 −2.63*** 0.1162 0.12 

AGE +/− −0.0079 −1.77* −0.0050 −0.84 −0.0043 −0.71 −0.0106 −1.25 

Foreign +/− 0.2075 0.43 1.0536 1.70* 1.6481 2.51** 1.8961 2.32** 

Public +/− 2.8456 2.85*** 4.0404 1.92* 2.6700 1.34 1.5199 1.67* 

Wald χ2  105.51*** 68.55*** 97.21*** 46.70*** 

Pseudo R2  6.88%  6.38%  9.64%  5.63%  

N  386  226  224  111  

aDME: the natural log of the difference between senior manager compensation and salaries of full-time employees in non-management positions; SIZE: the 
natural log of total assets; DE: debt ratio; ROA: return on asset; DP: dividend payout ratio; BHold: the board of directors’ stock holding ratio; MHold: the 
manager shareholding ratio; PDM: the proportion of directors serving as managers; AGE: age of company establishment; Foreign: h the holdings of foreign 
investors; Public: government agencies holding shares. bAsterisks *, **, *** indicate two-tailed significance at the 0.10, 0.05, and 0.01 levels, respectively. 
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establishment (AGE) show a significantly negative correlation. Companies with 
larger size (SIZE), return on assets (ROA), and a lower debt ratio (DE) are posi-
tively correlated. Larger companies reveal more information for financing con-
siderations, which, in turn, enables the investing public to have greater confi-
dence in the company’s fundraising. This means that the company’s capital 
structure is relatively sound, creditors have greater protection, and shareholders 
participate in the higher the value of a company with a sound corporate gover-
nance mechanism. The holdings of foreign investors (Foreign) and government 
agencies holding shares (Public) are significantly positively correlated, with the 
higher the shareholding ratio of institutional legal persons, the stronger the in-
tensity of corporate governance supervision. This indicates that a better corpo-
rate governance mechanism helps improve the internal control efficiency of a 
company’s financial operations. When companies have a lower dividend payout 
ratio (DP), controlling shareholders have greater incentives to engage in oppor-
tunistic behavior and deprive the interests of external shareholders, leading to 
significant agency problems. Corporate governance, therefore, tends to be poor. 
The proportion of directors serving as managers (PDM) is significantly nega-
tively correlated, illustrating the agency theory that the chairman and general 
manager positions should not overlap. In recent years in Taiwan and interna-
tionally, the prevention of money laundering has been continuously emphasized 
and companies must expose “beneficial owners.” These individuals may be im-
portant management or governance units within the company. The higher the 
proportion of directors serving as managers (PDM), the less likely that corporate 
governance evaluation is low. Finally, the younger the age of company estab-
lishment (AGE), the more likely a company’s internal mechanism is better, as 
reflected in excellent corporate governance. 

Panel B further explores the impact of the Big 4 CPA firms on CGES and di-
vides the research samples into Deloitte, KPMG, PwC, and EY for analysis19. The 
empirical results show that the estimated coefficients of Deloitte, KPMG, PwC, 
and DME are 0.1532 (z = 2.60), 0.2027 (z = 2.34), and 0.2199 (z = 2.49), which 
are all positive and reach a level of significance. It signifies that Deloitte, KPMG, 
and PwC have a clear influence on the corporate governance mechanism during 
a work inspection, which, in turn, enables a company to have a better evaluation. 
Additionally, because EY has the lowest market share among the Big 4 CPA 
firms20, the results of this study show that DME of EY has no clear influence on 
CGES.  

 

 

19Big 4 CPA Firms: Deloitte Certified Public Accountants and Touche Certified Public Accountants 
jointly established a new “Deloitte & Touche”, which became the international organization 
“Deloitte Touche Tohmatsu Limited (DTTL)” in 2003; PWC: PricewaterhouseCoopers; KPMG was 
merged with Peat Marwick International (PMI) and Klynveld Main Goerdeler (KMG) named 
KPMG in 1987; EY: Ernst & Young. From TEJ database.  
https://www.tej.com.tw/webtej/plus/wcparpta.htm  
20According to the statistics of the Market Observation Post System on December 31, 2019, the 
number of clients audited by the Big 4 CPA Firms accounted for approximately 89% of all listed 
companies. Among them, Deloitte, KPMG, PwC, and Ernst & Young accounted for 40%, 26%, 22%, 
and 11% of the Big 4 CPA Firms respectively. 
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4.3.2. CGES and DME: Types of Conglomerate Control 
Table 5 further divides sample companies according to the types of conglome-
rate control. As sub-samples, these categories include: Government control, sin-
gle family business control, manager governance, and co-governance. The re-
sults shown in Table 5 indicate whether the impact of types of conglomerate 
control is any different on CGES.  

The findings reveal that the coefficient for DME with manager governance 
and co-governance are 0.2788 (z = 3.53, p < 0.01) and 0.3566 (z = 2.37, p < 0.05), 
which are indicative of a significant and positive correlation with CGES. Differ-
ent from government control and single family business control, co-governance 
companies typically have a more dispersed shareholding structure, and no single 
group of shares has an absolute dominant advantage. The ultimate controller 
must therefore seek support from other shareholders, so the board of directors 
will typically be controlled by more than two groups. This type of manager go-
vernance is the most common in Taiwan’s electronics industry. For this type of 
manager governance, the ultimate controller must have a professional or tech-
nical background in addition to serving as a key director in the operation of the 
company and holding other important positions (General Manager, Chief Ex-
ecutive Officer, R&D Supervisor, etc.). These features imply a greater CGES and 
there is a more cautious level of corporate governance. The empirical results 
show that only manager governance and co-governance are the same as the ex-
pected hypothesis. Government control and single family business control are 
not significant, so H2-c and H2-d are empirically supported. 

 
Table 5. CGES and DME—Types of conglomerate control. 

Variablesa 
 Government control 

Single family  
business control 

Manager  
governance 

Co-governance 

Pred. Sign Coef. z-value b Coef. z-value Coef. z-value Coef. z-value 

DME + −0.4970 −1.32 0.0717 1.51 0.2788 3.53*** 0.3566 2.37** 

SIZE +/− 1.2005 3.65*** 0.1942 4.42*** 0.2960 4.38*** 0.0858 0.83 

DE +/− 0.1857 0.10 −0.8880 −3.39*** −0.3789 −0.96 0.2488 0.42 

ROA +/− 8.7077 3.62*** 1.3074 2.10** 0.7148 0.82 0.8980 0.61 

DP +/− −1.5391 −1.95* −0.0016 −6.95*** 0.0399 5.70*** 0.0262 0.66 

BHold +/− −4.4055 −1.93* 0.7264 2.26** 0.0189 0.04 0.5940 0.82 

MHold +/− 30.0705 1.51 0.8312 0.40 0.4978 0.39 −1.6709 −0.32 

PDM +/− −0.6139 −0.16 −0.6484 −2.12** −0.6847 −1.47 −2.1476 −2.35** 

AGE +/− −0.0476 −2.46** −0.0028 −0.79 −0.0254 −3.26*** 0.0040 0.52 

Foreign +/− −5.0603 −1.10 1.0033 1.85* 0.1948 0.46 1.7984 1.77* 

Public +/− −0.5429 −0.28 7.3270 2.39** 3.1542 1.18 0.8687 0.13 

Wald χ2  111.30*** 209.48*** 148.61*** 35.00*** 

Pseudo R2  44.62%  5.32%  10.08%  7.19%  

N  25  631  289  122  

aDME: the natural log of the difference between senior manager compensation and salaries of full-time employees in non-management positions; SIZE: the 
natural log of total assets; DE: debt ratio; ROA: return on asset; DP: dividend payout ratio; BHold: the board of directors’ stock holding ratio; MHold: the 
manager shareholding ratio; PDM: the proportion of directors serving as managers; AGE: age of company establishment; Foreign: h the holdings of foreign 
investors; Public: government agencies holding shares. bAsterisks *, **, *** indicate two-tailed significance at the 0.10, 0.05, and 0.01 levels, respectively. 
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4.3.3. CGES and DME: Change Lead CPA and Change Concurring CPA 
To understand whether two CPAs are simultaneously responsible or whether the 
dual-signature requirement has created an impact of DME on CGES, the Public 
Company Accounting Oversight Board (2009) identified that a signature of a 
CPA on an audit report may help increase accountability and transparency. 
Since 1983, Taiwan has required that financial statements filed with the Public 
Issuance Division must be audited by two CPAs and signed to certify the finan-
cial statements with jointly guaranteed responsibility (Chen et al. 2020). First, 
the empirical results in Table 6 shows that the DME estimation coefficient is 
0.1675 (z = 4.24, p < 0.01), reaching a significant level of 1%. This indicates that 
non-change lead CPA has a positive and significant impact on CGES, supporting 
the hypothesis of this research. Secondly, the empirical results show a significant 
level of positive correlation regardless of whether there is change concurring 
CPA with estimated coefficients of 0.4669 (z = 1.94, p < 0.05) and 0.1524 (z = 
3.81, p < 0.01), respectively. The audit work of contracting, planning, and ex-
ecuting are the main responsibility of the lead CPA. Because the lead CPA may 
be unfamiliar with the characteristics of the industry (due to a short tenure), the 
efficiency of inspections may be reduced, which lead to poor corporate gover-
nance. Change lead CPA cannot therefore connect with CGES, which is what 
causes reasons of non-significance. The longer the tenure of a CPA (non-change 
lead CPA), the better the quality of an audit and corporate governance. Whether 

 
Table 6. CGES and DME—Change lead CPA and change concurring CPA. 

Variables a 
 

Change of 
lead CPA 

Non - change  
of lead CPA 

Change of  
concurring CPA 

Non-change of  
concurring CPA 

Pred. Sign Coef. z-value b Coef. z-value Coef. z-value Coef. z-value 

DME + 0.1013 0.41 0.1675 4.24*** 0.4669 1.94** 0.1524 3.81*** 

SIZE +/− 0.0300 0.23 0.2550 7.59*** 0.2191 1.73* 0.2321 6.89*** 

DE +/− −0.3413 −0.46 −0.6299 −3.12*** −1.6220 −1.82* 0.5660 −2.83*** 

ROA +/− 0.5487 0.22 1.1800 2.38** −0.3706 −0.19 1.1724 2.37** 

DP +/− 0.0004 −0.18 −0.0013 −4.04*** 0.0539 0.53 −0.0012 −3.37*** 

BHold +/− −0.8621 −1.0 0.4697 1.89* 0.2955 0.30 0.3550 1.46 

MHold +/− 2.2955 0.69 0.2441 0.21 7.3701 1.06 0.3331 0.29 

PDM +/− −1.6915 −2.12** −0.6580 −2.60*** −1.3650 −1.30 −0.7308 −2.98*** 

AGE +/− −0.0003 −0.02 −0.0095 −3.47*** 0.0056 0.44 −0.0093 −3.37*** 

Foreign +/− 2.0922 1.61 0.7190 2.37** −0.4253 −0.58 0.9281 2.86*** 

Public +/− 7.1735 2.05** 1.8917 2.29** 22.5040 2.49** 2.0886 2.56** 

Wald χ2  41.18*** 288.19 *** 28.78*** 269.83*** 

Pseudo R2  5.39%  6.92%  0.25%  6.56%  

N  87  980  69  998  

aDME: the natural log of the difference between senior manager compensation and salaries of full-time employees in non-management positions; SIZE: the 
natural log of total assets; DE: debt ratio; ROA: return on asset; DP: dividend payout ratio; BHold: the board of directors’ stock holding ratio; MHold: the 
manager shareholding ratio; PDM: the proportion of directors serving as managers; AGE: age of company establishment; Foreign: h the holdings of foreign 
investors; Public: government agencies holding shares. bAsterisks *, **, *** indicate two-tailed significance at the 0.10, 0.05, and 0.01 levels, respectively. 

https://doi.org/10.4236/tel.2020.106084


Y.-T. Huang 
 

 

DOI: 10.4236/tel.2020.106084 1391 Theoretical Economics Letters 

 

the change concurring CPA is changed or not, the concurring CPA typically on-
ly engages in the review of auditing work paper, which both impacts DME and 
CGES. At the same time, the empirical results of this research also indirectly af-
firm the positive effects of the “CPA Rotation” of Taiwan’s Dual-Attestation 
Signature. The empirical results show that only change lead CPA is not signifi-
cant. The empirical results of the others are the same as that which are expected, 
supporting H3-b, H3-c, and H3-d. 

4.4. Additional Test 

Tobin’s Q and DME: Big 4 CPA Firms and Non-Big 4 CPA Firms 
Lindenberg and Ross (1981) stated that Tobin’s Q refers to the ratio of a com-
pany’s market value to the replacement cost of its tangible assets. Tobin’s Q con-
siders the value of intangible assets such as company exclusivity, goodwill, and 
patent rights. Tobin’s Q can therefore be used as a research variable to measure a 
higher firm value21. The greater the intangible assets created by a company or the 
greater the chance of growth, both which can be defined as a higher firm value. 
This study therefore adopts the approximate Tobin’s Q as proposed by Chung 
and Pruitt (1994) to use as a substitute indicator to measure firm value22. This 
study therefore explores whether the difference between senior manager com-
pensation and salaries of full-time employees in non-management positions 
(DME) will affect the company’s operating performance. The sample is divided 
into Big 4 CPA firms and non-Big 4 CPA firms. Table 7 illustrates that DME is  

 
Table 7. Tobin’s Q and DME—Big 4 CPA firms and non-Big 4 CPA firms. 

Variablesa 
 Big 4 CPA firms Non-Big 4 CPA firms 

Pred. Sign Coef. t-valueb Coef. t-value 

CONSTANT  2.4496 3.67*** 2.6506 3.98*** 

DME + 0.1286 2.65*** 0.0260 0.62 

SIZE +/− −0.1888 −6.02*** −0.1058 −2.97*** 

DE +/− −0.7066 −2.85*** −0.3349 −1.45 

ROA +/− 0.9250 0.91 0.7782 1.04 

DP +/− −0.0007 −3.90*** −0.0778 −1.68* 

BHold +/− 0.1420 0.75 0.2889 0.91 

MHold +/− 0.9886 1.02 −1.5913 −1.42 

PDM +/− −0.4764 −2.54** −0.3778 −1.37 

AGE +/− −0.0069 −3.51*** −0.0058 −1.36 

Foreign +/− 1.5949 4.41*** −0.0185 −0.05 

Public +/− 3.4823 2.7*** 1.2354 3.43*** 

Adj. R2  20.54%   

N  947  120  

aDME: the natural log of the difference between senior manager compensation and salaries of full-time em-
ployees in non-management positions; SIZE: the natural log of total assets; DE: debt ratio; ROA: return on 
asset; DP: dividend payout ratio; BHold: the board of directors’ stock holding ratio; MHold: the manager 
shareholding ratio; PDM: the proportion of directors serving as managers; AGE: age of company establish-
ment; Foreign: h the holdings of foreign investors; Public: government agencies holding shares. bAsterisks *, 
**, *** indicate two-tailed significance at the 0.10, 0.05, and 0.01 levels, respectively. 
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positively associated with a higher firm value (Tobin’s Q) for Big 4 CPA firms, 
which are more likely to receive favorable reactions from market participants 
and increases in firm value. Users of financial statements believe that auditors’ 
experience improves the quality of financial reporting and this is reflected with 
subsequent positive effects on the values of firms with Big 4 CPA auditors. The 
research results verify that the larger DME, the more employees can be moti-
vated to generate better performance for a better company value and perfor-
mance evaluation. 

5. Conclusion 

The Taiwan Stock Exchange established the “Corporate Governance Evaluation 
System” following the “2013 Blueprint for Strengthening Taiwan’s Corporate 
Governance”. Since 2014, all listed companies have been evaluated and the eval-
uation results have been announced to promote corporate governance and pro-
mote healthy competition among companies. From the initial standardized de-
sign of evaluated quantitative indicators to improve qualitative scores, corporate 
governance evaluation has gradually guided listed companies to adopt better 
corporate governance measures through various implementations to enhance 
corporate governance and corporate social responsibility. The Financial Super-
visory Commission mandated listed companies disclose employee salary infor-
mation in May 2019. In June 2019, for the first time, listed companies disclosed 
average salaries of “full-time employees in non-management positions”. As sal-
ary levels of employees in various industries are different, it is difficult to set 
standards. Companies, however, are now more willing to pay their employees 
higher salaries and treat them well, which is an especially important component 
of corporate governance. After salaries of employees of listed companies are dis-
closed, the FSC will also include this information as one of the items in corpo-
rate governance evaluation. Thus far, Taiwan has not studied the impact of the 
natural log of the difference between senior manager compensation and salaries 
of full-time employees in non-management positions (DME) on the corporate 
governance evaluation system (CGES). This article therefore takes the listed 
companies in Taiwan in 2019 (excluding banks and insurance companies) as the 
research object and explores whether greater differences between senior manag-
er compensation and salaries of full-time employees in non-management posi-
tions create more motivated employees that generate better performance. The 
company’s salary regulation will give higher-level employees a higher level of 
salary. Since treating employees is also an important component of corporate 
governance, companies will pay attention to and strengthen corporate gover-

 

 

21In the past, scholars studied the relationship between corporate governance ratings and corporate 
value, and often used Tobin’s Q as a measure of corporate value (Renders et al., 2010; Black et al., 
2014). 
22Chung and Pruitt (1994) developed a calculation formula that uses basic financial and accounting 
information to calculate a formula similar to Tobin’s Q, which approximates Tobin’s Q = (Equity 
Market Value + Liabilities Market Value)/(Equity Book Value + Liabilities Book Value), then it is 
often regarded as a proxy variable of firm value. 
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nance. 
This study uses listed companies in 2019 to evaluate and explore the relation-

ship between the DME and the corporate governance evaluation system. The 
corporate governance evaluation level is based on the evaluation results pub-
lished by the Securities and Exchange Commission and ranges from 1 to 8 points. 
Using a quantitative scoring method, a higher evaluation score indicates a better 
corporate governance evaluation level. The empirical results of the research us-
ing the ordered probit regression model indicate that DME has a positive and 
significant relationship with CGES under Big 4 CPA Firms. In other words, the 
results of this study indicate that larger DME companies use Big 4 CPA firms. 
Manager governance, co-governance, non-change lead CPA, change concurring 
CPA, and non-change concurring CPA show that companies have better corpo-
rate governance evaluation. A company’s salary regulation will give high-level 
employees higher level salaries and a company’s scale, risk, and customer com-
plexity will also be higher. Therefore, improving the quality of corporate gover-
nance will bring beneficial corporate governance effects. 

Since Taiwan’s listed companies first reported 2018 salary information with 
“Salaries of full-time employees in non-management positions” starting in 2019, 
the “median” senior manager compensation and salaries of full-time employees 
in non-management positions will be disclosed starting in 2020 to allow em-
ployees of all companies to allow the salary statistics of employees of various 
companies more referential and comparable. This study therefore suggests that 
the Taiwanese supervisory agency proposes to expand the provision for disclos-
ing salaries of full-time employees in non-management positions based on an 
employee’s gender, education, seniority, age, and company industry. It is also 
expected that the future corporate governance evaluation system will not only 
gradually increase qualitative factors, but also publish evaluation results by in-
dustry or other classification methods to encourage companies to attach impor-
tance to corporate governance. It is helpful to enhance the international compe-
titiveness of Taiwan’s capital markets so that investors can better understand a 
company’s financial statement information and the external supervision func-
tion of CPAs. 
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