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Abstract 

Purpose- The study aims to further improve and enrich the research scope of top 

management team heterogeneity by revealing the TMT heterogeneity affecting corporate 

performance and seeking evidence of the pay gap as a mediating variable.  

Design/methodology/approach- The Upper Echelons Theory states that heterogeneity of TMT 

determines the cognition and values of TMT members, which in turn affects business decisions 

and corporate performance. The quantitative research paradigm of empirical analysis was 

conducted using structural equation modelling from 30 new energy companies in China. 

Findings- Empirical results showed a significant influence of all dimensions of TMT 

heterogeneity on corporate performance. EL, AGE, CE, OB and GB signification influence 

CP. Empirical evidence has not supported that TE signification influence CP. Research results 

supported that CG mediates the relationship between EL, AGE, CE, OB, GB and CP. However, 

this research result did not support that CG mediates the relationship between TE and CP. 

Practical implications- The relationship between the top management team and company 

performance is evaluated based on the Upper echelons theory in China and has some creative 

value and realistic demand. This study will further improve and enrich the research scope of 

top management team heterogeneity by revealing the TMT heterogeneity affecting corporate 

performance and seeking evidence of the pay gap as a mediating variable. 

Keywords: TMT heterogeneity, corporate performance, compensation gap, new energy 

industry 
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1 Introduction 

The rapid expansion of the global economy in a globalized economy, which is less 

restricted by government policies, tariffs, and other artificial factors, brings both opportunities 

and challenges for companies (Bai, 2021). Consumers' needs tend to be diversified, and 

technological advancement has been overgrowing since the beginning of the 21st century—the 

rapid development of science and technology and the growth of economic growth throw 

globalization (Liu, 2021). In an unpredictable internal and external market and an arid 

competition environment, conventional management approaches and instruments are 

powerless and require the organization's overall process to respond quickly and adapt to 

environmental changes (Xia, 2021). In the current complex and dynamic environment, 

businesses face problems by constantly developing new strategies for retaining competitive 

advantages and improving business efficiency (Li, Lu & Cai, 2021). The conventional strategic 

leadership model, in which leading decision-makers control a single group in the top 

management of Chinese companies (Lin & Ma, 2021). China's GDP is increasing, from 

410,354.1 billion RMB in 2010 to 100,878.2 billion RMB in 2020 (National Bureau of 

Statistics, 2022), as shown in Table 1. 

Table 1: GDP of China from 2010 to 2020 
Year SC ST Total 

2016 5,134 1,195 6,329 

2017 4,238 984 5,222 

2018 4,490 1,073 5,563 

2019 6,659 1,759 8,418 

2020 6,895 1,849 8,744 

Source: National Bureau of Statistics (National Bureau of Statistics, 2022) 

As China's economy enters a new normal (Abdul-Rahaman & Yao, 2020), the role of 

TMT in developing enterprises is becoming increasingly critical. The new normal of China's 

economy is the symmetric state of economic structure. Sustainable economic development is 

based on the symmetric form of the financial system, including sustainable and steady 

economic growth (Abdul-Rahaman & Yao 2020). Increasingly depleting traditional energy and 

increasingly prominent environmental pollution problems, the new energy industry has 

attracted much attention (Lv & Sun, 2020). In China's "14th Five-Year Plan", the new energy 

industry has been taken as a strategic emerging industry (Abdul-Rahaman & Yao, 2020). As a 

renewable and clean energy source, hydropower occupies a significant position in China's 

history of energy development, supporting the sustainable development of the economy and 

society. At the same time, wind and nuclear energy have also been vigorously developed. 

Hydropower electricity production has increased from 698.94 billion kWh in 2011 to 1304.4 

billion kWh in 2019 (National Bureau of Statistics, 2022). Nuclear power generation has grown 

from 86.35 billion kWh in 2011 to 348.35 billion kWh in 2019 (National Bureau of Statistics, 

2022). Wind power production went from 70.33 billion kWh in 2011 to 406.03 billion kWh in 

2019 (National Bureau of Statistics, 2022), as shown in Table 2. 

Through the innovation and development of science and technology, the new energy 

industry has made remarkable achievements and formed a particular scale (Yuan & Yan, 2019). 

The new energy enterprises are getting more and more attention. There are few studies based 

on the impact of new energy TMT heterogeneity on corporate performance in China (Jia, 

2021). One hundred ninety new energy companies are listed on the A-share market in China 

(Eastmoney, 2021). By 2013, China had overtaken the European Union and the United States 

to become the world's top investor in the new energy industry, and its share of global new 
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energy investment rose rapidly from 5.6% in 2004 to 40% in 2015, making it the most 

deserving new energy power (Wang H. , 2021). 

Table 2: New Energy of China from 2011 to 2019 

 
Hydroelectric Production 

Power (Billion kWh) 

Nuclear production 

power (Billion kWh) 

Wind power production 

power (Billion kWh) 

2011 698.94 86.35 70.33 

2012 872.11 97.39 95.98 

2013 920.29 111.61 141.20 

2014 1072.88 132.54 159.98 

2015 1130.27 170.79 185.77 

2016 1184.05 213.29 237.07 

2017 1197.87 248.07 297.23 

2018 1231.79 294.36 365.97 

2019 1304.44 348.35 406.03 

Source: National Bureau of Statistics (National Bureau of Statistics, 2022) 

2.0 Literature Review 

2.1 Corporate performance 

Performance refers to the benefits or results an organization achieves during its 

business, and performance can be examined in terms of efficiency and effectiveness (Lang & 

Stulz, 1994). Lang & Stulz (1994) believes that: First, performance is organizational behaviour 

and is influenced by systemic factors; Second, performance is a result and is closely linked to 

organizational goals; Third, performance is a unity of the organization's behaviour and the 

results of that behaviour, and the prerequisite for results is behaviour. 

Corporate performance is an essential external reflection of a company's operating 

conditions, profitability, level of development, competitive strength, and governance system, 

so it is crucial to compensation attention to corporate performance issues (Feng, 2004). 

Corporate performance can be measured in various ways, with the most common classifications 

being financial and non-financial performance. Return on investment (Liu, 2018), return on 

assets (Wang, Wang & Zhang, 2021), return on equity (Cai & Wu,2021), revenue growth (Min 

& Li, 2021), economic value added (Liu, He, Zhu, Qin & Wang, 2020), sales growth (Miao, 

2020), and corporate profitability rate (Li & Wang, 2014) are commonly used measures of 

corporate financial performance to explain the historical operating performance of a company. 

Members of the executive team may be different in terms of age, gender, education 

level, tenure, professional background, overseas background, and so on (Han & Guo, 2020). 

The executive team is pivotal as the makers, organizers, and implementers of corporate 

strategic decisions (Deng & Li, 2021). Making strategic choices is an intricate process that 

requires a combination of all aspects to be considered, and it is not up to a single top manager 

to decide the direction of the business (Deng, Tang & Deng, 2019). Executives' decision-

making process is heavily influenced by the heterogeneity of the entire executive team (Han & 

Guo, 2020).  

According to Han (2020), conflicts may arise in strategic decisions due to differences 

in cognitive perceptions and the possibility of expressing opposing views even when dealing 

with the same issue. The impact of conflict on corporate performance has to be seen in two 

ways. New energy companies have more choices to select from, which will positively impact 
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the development of enhanced innovation and facilitate the right strategic decisions to improve 

corporate performance. The conflict caused by heterogeneity in the team hinders team 

communication (Sun, Liu & Xie, 2019). Conflict can negatively affect organizational cohesion, 

waste more resources on internal consumption and be detrimental to business performance. 

2.2 TMT Functional Heterogeneity 

Heterogeneity in the characteristics of the top management team is manifested in many 

ways, including differences in the age profile, tenure, level of education, professional 

background, compensation, government background, overseas background, and so on. Six of 

these dimensions were chosen in this study to measure executive team heterogeneity. The level 

of education reflects an individual's cognitive ability, with higher levels of education indicating 

a solid ability to learn and an ability to adapt to change, maintain clarity of thought, and make 

comprehensive and innovative decisions in an intensely changing and complex environment 

(Song, Wong, Zhong & Chen, 2020). A higher level of education also indicates a higher ability 

to access the information they need (Zhou, 2019). The average level of education of the top 

management team is an essential factor influencing the choice of corporate strategy. According 

to Zhong (2019), the level of education of the top management team is an antecedent variable 

of the team's strategic decisions, and the results of the study show that companies with a higher 

average level of education in their top management team have greater visibility, scope and 

speed of strategic action, and react more quickly when attacked by competitors.  

The age of a manager is related to his or her management experience, adaptability, and 

innovative spirit (Zhang & Dong, 2020). The average older top management team is less likely 

to make strategic changes, while younger managers are more adaptable, innovative, and more 

likely to make changes to corporate strategy (Wu, 2020). Top management teams with a lower 

average age are more confident in managing a business in a complex environment and are more 

willing to promote international diversification (Tihanyi, Ellstrand, Daily & Dalton, 2000).  

The tenure of TMT members is an essential factor in determining the effectiveness of 

collaboration within the team and in achieving information sharing (Luo, Liu & Jiao, 2019). 

Studies have shown that when the length of tenure of TMT members is similar, i.e., the more 

homogeneous the tenure, the higher the loyalty of TMT members to the organization and the 

lower the TMT replacement rate (Fan & Sui, 2019). Although teams with tenure homogeneity 

have deficient levels of conflict and good communication patterns, these teams can lack a 

healthy and rich diversity of perspectives (Li, 2019). The social and organizational experience 

of the TMT, which is made up of managers with different tenures, invariably constitutes an 

asset to the company's diversity (Chen, 2019). 

Managers' experience working in different industries, in different companies, and 

different functions within the same company influences their knowledge composition, 

conceptual formation, and work orientation (Wu & Yi, 2017). Managerial experience is linked 

to the type of strategy a company successfully implements, and leaders with experience in 

research and development can improve the performance of strategic operating units by 

developing innovative strategies (Su, Kang & Tao, 2020). According to Han (2017), 

heterogeneity of professional experience is positively associated with strategic corporate 

innovation. 

In recent years, with the rapid development of China's economy and the continuous 

optimization of the employment and entrepreneurial environment, the return of overseas talents 

has shown rapid growth. According to the China of Education Ministry (Study Abroad Service 

Centre Ministry of Education, 2018), in the 12 years from 2007 to 2018, the number of students 
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studying abroad each year rose from 144,000 to 662,000, a growth rate of 359%, while the 

number of students returning to China rose from 44,000 to 519,000, a growth rate of 1079%. 

Thousands of experts working in China have become important in developing China's 

modernization and construction (Liu, 2021). Overseas qualified people bring diverse 

perspectives and thinking to China's social and economic development, promoting 

international knowledge flows, technological innovation, and spillovers (Song & Zhang, 2021). 

TMT's government background is defined as "government relations" (Wu, Wu & Rui, 

2009). Leuz and Gee (2006) studied Indonesian firms and showed that government relations 

could help firms improve their performance. Hellman, Jones, and Kaufmann (2003) found that 

top managers with a government background led to more excellent protection of corporate 

products and services. The study also found that by building government relationships, firms 

could improve access to resources and business performance (Hellman, Jones & Kaufmann, 

2003). 

2.3 Compensation Gap 

The compensation gap within a company can positively affect the company's 

performance, and as the compensation gap increases, the company's performance be further 

improved (Eriksson, 1999). Research on the impact of the compensation gap on corporate 

performance is mainly based on tournament theory (Gao & Wu, 2019). The compensation gap 

for top corporate management is generally divided into two types: cash gap and equity gap 

(Huo, Li & Qiu, 2019). When the compensation of TMT is lower than the average TMT 

compensation in the same industry, TMT members will have the incentive to compensation 

comparison (Huo, Li & Qiu, 2019). This is detrimental to the executive team's harmony and 

harms the company's performance. Zhao et al. (2014) examined the period 2007-2011 and 

selected 52 listed companies in the energy sector, considering the availability and continuity of 

data. The compensation gap was positively related to corporate performance (Zhao, Zhang, Hu 

& Chen, 2014). 

There is a linear negative relationship between the compensation gap and the level of 

performance within a company, i.e., the higher the compensation gap, the lower the 

performance of the company, and vice versa, the higher the performance of the company (Yang 

& Wang, 2014). A widening compensation gap is also detrimental to the need for collaboration 

within the organization, and a high level of collaboration is positively associated with employee 

satisfaction (Ail, Anis & Yadav, 2015). Wu (2011) found that compensation inequality 

undermines the positive impact of tenure diversity and educational diversity on organizational 

change, leading to competition within the TMT and discouraging team effectiveness. 

The relationship between the compensation gap and corporate performance is in an 

inverted U-shape (Yang & Xiao, 2019). Yang and Klaas (2011) analyzed data from a survey 

of Korean firms and found an inverted U-shaped curve between compensation gap and 

financial performance, with a moderate size compensation gap having the most significant 

positive effect on firm performance. Gao and Lu (2015) also confirm an inverted U-shaped 

relationship between compensation gap and firm performance, where only a certain 

compensation gap has a positive effect on performance. 

2.4 Underlying theory 

The Upper Echelons theory and Tournament theory were employed for this study. The 

Upper Echelons theory suggests the relationship between the top management team 

heterogeneity and corporate performance. The relationship between the compensation gap and 

corporate performance is mainly based on Tournament theory. Hambrick and Mason (1984) 



  
 

Res Militaris, vol.13, n°2, January Issue 2023 1969 
 

introduced the Upper Echelons theory, which has started many scholars exploring top 

management teams. Carpenter (2004) improves on the Upper Echelons theory by adding 

executive team members' perceived levels and values to the research framework. The most 

important logic of the Upper Echelons theory is that the individual characteristics of TMT 

influence their judgment of the business process, influencing their choice of strategy and, 

ultimately, their performance. 

Upper Echelons theory emphasizes that managers, as finite rational beings, are faced 

with decision-making where it is often difficult for one person to perceive all aspects of the 

business both inside and outside. Especially during strategic adjustments or changes, their 

capabilities cannot meet the needs of the business. Researchers have looked at executive teams 

rather than focusing on one individual (Hambrick, 2007). The Upper Echelons theory focuses 

on the easily observable characteristics of managers (Chen & Yan, 2019). The Upper Echelons 

theory considers these factors as reflecting the preferences of managers at work (Cai & Wu, 

2021). The core of the theory is that the characteristics of the top management team influence 

corporate performance and the choice of corporate strategies through which corporate 

performance is determined (Deng & Li, 2021). 

Upper Echelons theory states that top management heterogeneity receives both external 

and internal environmental influences (Hambrick, 2007). Top managers are subject to the dual 

role of the internal and external environment, and their objective and psychological 

characteristics are consequently influenced (Sun, Liu & Xie, 2019). Based on different 

perceptions and values, the executive team may behave differently from one executive member 

to another when developing relevant strategic plans (Deng, Tang & Deng, 2019). Regarding 

age profile, older executive members are likely to be more risk-averse and conservative in their 

decision-making opinions, while younger executive members are more adventurous, 

innovative, and sensitive to environmental changes (Chen & Yan, 2019). 

The tournament theory developed by Lazear and Rosen in 1981 provides an essential 

empirical hypothesis for the compensation gap problem. Specifically, it is a way to motivate 

participants by having prizes in the tournament to increase participants' level of effort and 

maximize tournament production. A key idea of tournament theory is clear winners and losers 

(Lazear & Rosen, 1981). Any participant has the possibility of winning a prize. It is a function 

of the participant's willingness and ability to compete and the size of the competition. It is 

determined by its breadth (i.e., the number of competitors) and its depth (i.e., the level of 

possibility) (Li & Jiao, 2021). If the difference in prize money is too small, participants will be 

less motivated or even incentivized to compete, reducing the overall output of the competition 

(Zhang & Liu, 2020). 

Tournament theory suggests that a widening compensation gap can motivate employees 

to work harder and improve the company's business performance; company managers will also 

work diligently (Sun, Ye & Tang, 2019). Also, when the compensation gap widens, the 

company's performance indicators, such as return on total assets, stock return, and sales margin, 

increase. Applied to the top management teams, tournament theory views business executives 

as competitors in a tournament, with compensation being the reward for winning the 

competition (Zhang & Liu, 2020). Therefore, for executives in a tournament to achieve higher 

levels of play, they must win the tournament and earn it through promotion, and only those 

executives who perform well will be promoted and rewarded with the higher compensation 

that comes with their new position. The incentive effect of the tournament model is determined 

by a combination of the likelihood of promotion and the increase in income received after 

promotion (Ruan, Sun & Peng, 2019). As promotion becomes more complex and less likely as 
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the position increases, the increase in compensation before and after promotion should 

accelerate as the position increases. Tournament theory, therefore, encourages good 

competition within the company, and executives can only win if they give their all and give 

their best in the competition (Zhang & Liu, 2020). 

Therefore, based on the literature review above, this study aims to gain insight and 

better understand the compensation gap mediating between TMT heterogeneity and corporate 

performance in the theoretical framework in Figure 1. 

 

Figure 1: Theoretical framework（Creation by author 

3.0 Methodology 

In statistical surveys, questionnaires are mainly used to collect the required information 

(Dong & Li, 2021). As a tool for collecting survey information, the questionnaire plays a 

pivotal role in ensuring the validity and reliability of the survey (Wang & Gao, 2019). To ensure 

the content validity of the study, the questionnaire is pre-research reviewed and pretested by 

experts to ensure good reliability and validity (Creswell & Creswell, 2018). Pretest feedback 

is used to rephrase questions or items and the structure of the questionnaire to avoid ambiguity 

and misinterpretation by respondents. The term "validity" refers to the extent to which a test or 

meaningful instrument performs its intended function (Creswell & Creswell, 2018). The 

questionnaire of the pilot study Questionnaires for the pretest test is distributed and collected 

by email and WeChat. The questionnaire questions are as non-private as possible and are not 

tendentious or suggestive. Then 80 samples were distributed as of pilot study among TMT. 

Data from the pilot study were analyzed to check its reliability, and the result indicated that the 
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loading score of above 0.7 and the constructs AVE were greater than 0.50, as shown Table 3. 

Table 3: Summary of Variables 

In
d
ep

en
d
en

t 

V
ar

ia
b
le

s 

Construct Items Average Variance Extracted Cronbach's Alpha 

Education Level (EL) 6 0.649 0.890 

AGE (AGE) 6 0.725 0.923 

Tenure (TE) 6 0.658 0.894 

Career Experience (CX) 6 0.628 0.881 

Oversea Background (OB) 6 0.610 0.871 

Government Background (GB) 6 0.709 0.918 

M ed ia
t

in g
 

V ar
i

ab le
 

Compensation Gap (CG) 6 0.758 0.936 

D ep en d
e n
t 

V ar
i

ab le
 

Corporate Performance (CP) 6 0.604 0.869 

Source: Creation by Author 

According to Gong (2019), an operational definition of the top management team is 

designed for the research object; that is, the "top management team" referred to in this study is 

composed of senior managers of listed companies with the titles of vice president, chief 

accountant, chief economist, chief financial officer, chief engineer or above. This study will be 

a cross-sectional study, also known as a cross-sectional survey, which objectively reflects the 

distribution of findings at a point in time because the descriptive information obtained is 

collected at a point in time or within a shorter interval (Huang, 2020). Hiller and Vance (2006) 

have conducted extensive research and concluded that more than 50% of executives must 

complete the questionnaire in person, or 74% of the team must participate to ensure the 

accuracy of the data derived from the questionnaire. According to Cohen, Morrison & Manion's 

(2017) research, 2741 questionnaires would require a minimum of 338 sample size 

questionnaires to be returned for data analysis. 

Systematic sampling, also known as equidistant sampling, is an evolved form of pure random 

sampling, in which samples are arranged in a particular order based on random sampling, and 

a suitable interval is determined for sampling by the ratio of the total capacity of individuals to 

the sample to be selected (Li, 2012). In this study, equidistant sampling will be performed at 

intervals of 5 based on the ratio between the population and sample sizes. 

Smart PLS 3.0 was employed because it runs multiple regression models. The process involves 

separate assessments of the measurement models and the structural model. This included 

descriptive statistical analysis of the variables for the sample data, correlation analysis between 

the variables, and testing of hypotheses using multiple regression statistical analysis (Hair,F.J., 

Hult Ringle & Sarstedt, 2014).  

4.0 Results 

Based on Henseler et al. (2012), data analysis by Smart PLS has two steps: the 

measurement model and structural model assessment. The measurement was tested using 

indicator reliability, internal consistency, convergent validity and discriminant validity. Table 

4 is the model diagram and the path to be tested. 

Composite reliability (CR) and CB alpha tests were used to determine the dependability 

of the constructs (measurement model). CR values varied from 0.902 to 0.950, whereas CB 

alpha values ranged from 0.868 to 0.936. The results of both outcomes were much higher than 

the 0.70 threshold value advised by Hair et al. (2016). As a result, it is possible to infer that the 

variables are more trustworthy and acceptable (Hair, Hult, Ringle & Sarstedt, 2014), as shown 

in Table 4. The thumb rule has been strictly followed, and the variables adapted in this study 
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have reached acceptable scores for AVE and CR. This signifies that each construct measured 

for this study complies with the convergent validity prerequisite. All of the constructs 

(measurement models) were found to be dependable. Confirmatory factor analysis CFA was 

used to assess two-dimensional validity (convergent and discriminant), as shown in Table 5. 

The average variance extracted (AVE) values were utilized to examine the constructs' 

convergent validity. 

Table 4: AVE and CR Values for Both 1st Order and 2nd Order Constructs 
Construct Item Scale Loadings AVE CR 

Education Level 

EL1 

Reflective 

0.934 

0.649 0.917 

EL2 0.825 
EL3 0.729 
EL4 0.719 
EL5 0.778 
EL6 0.829 

Age 

AGE1 

Reflective 

0.770 

0.725 0.940 

AGE2 0.815 
AGE3 0.797 
AGE4 0.897 
AGE5 0.918 
AGE6 0.899 

Tenure 

TE1 

Reflective 

0.905 

0.658 0.920 

TE2 0.744 
TE3 0.770 
TE4 0.706 
TE5 0.848 
TE6 0.876 

Career Experience 

CX1 

Reflective 

0.743 

0.628 0.910 

CX2 0.817 
CX3 0.852 
CX4 0.729 
CX5 0.770 
CX6 0.834 

Oversea Background 

OB1 

Reflective 

0.830 

0.610 0.903 

OB2 0.782 
OB3 0.771 
OB4 0.741 
OB5 0.728 
OB6 0.828 

Government Background 

GB1 

Reflective 

0.852 

0.709 0.936 

GB2 0.827 
GB3 0.835 
GB4 0.841 
GB5 0.872 
GB6 0.823 
Second Order 

Compensation Gap 

CG1 

Reflective 

0.876 

0.758 0.950 

CG2 0.825 
CG3 0.912 
CG4 0.897 
CG5 0.885 
CG6 0.826 

Corporate Performance 

CP1 

Reflective 

0.777 

0.604 0.902 

CP2 0.787 
CP3 0.802 
CP4 0.771 
CP5 0.769 
CP6 0.757 

Source: Creation by Author 

The results of path analysis are exhibited in Table 6. The first variable, age, positively 
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correlates with corporate performance (t 3.677, p 0.000). The second variable, education level, 

positively correlates with corporate performance (t 2.379, p 0.018). The third variable, career 

experience, positively correlates with corporate performance (t 2.230, p 0.026). The fourth 

variable, tenure, negatively correlates with corporate performance (t 1.933, p 0.054). The fifth 

variable, oversea background, positively correlates with corporate performance (t 2.346, p 

0.019). The sixth variable, government background, positively correlates with corporate 

performance (t 2.690, p 0.007). The R-square values are 0.744, 0.468, respectively. While the 

R-Square Adjusted gives 0.723, 0.479. It is possible to conclude that the values of R-square in 

two constructions have a "significant" influence. Furthermore, R-square values larger than zero 

indicate that the two estimated models have a high predictive significance. Lastly, the effect of 

independent variables is significant in the overall sample. 

Table 5: Discriminant Validity (Fornell –Larker Criterion) 
Fornell-
Larker 

Criterion 

A
ge 

Career 
Experien

ce 

Compens
ation Gap 

Corporate 
Performanc

e 

Educati
on Level 

Government 
Background 

Oversea 
Backgroun

d t 

Ten
ure 

Age 
0.
85
1 

       

Career 
Experience 

0.
37
1 

0.792       

Compensatio
n Gap 

0.
60
7 

0.577 0.871      

Corporate 
Performance 

0.
49
5 

0.551 0.697 0.777     

Education 
Level 

0.
26
9 

0.479 0.554 0.478 0.806    

Government 
Background 

0.
44
3 

0.437 0.639 0.529 0.296 0.842   

Oversea 
Background 

0.
41
5 

0.361 0.618 0.519 0.371 0.439 0.781  

Tenure 
0.
36
7 

0.310 0.651 0.532 0.423 0.503 0.485 0.8
11 

Source: Creation by Author 

Table 6: Sample Mean, Standard Deviation, t-Value and p-Value for Structural Model 

Relationship Sample Mean (Structural Model) Std dev. (Structural Model) t-value 
p-value 

 

AGE        CP 0.165 0.046 3.677 0.000 

EL        CP 0.123 0.051 2.378 0.018 

CE        CP 0.127 0.054 2.230 0.026 

TE       CP 0.169 0.088 1.933 0.054 

OB      CP 0.131 0.054 2.346 0.019 

GB      CP 0.142 0.052 2.690 0.007 

Source: Creation by Author 

Table 7: R2 Criterion 
 R Square R Square Adjusted 

Compensation Gap 0.744 0.723 

Corporate Performance 0.486 0.479 
Source: Creation by Author 
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Table 8: Mediation Analysis Outcome 

Research Hypotheses Research Findings t-value p-value 
Confidence Intervals 

LL 2.5% UL 97.5% 

EL          CG        CP Supported 2.414 0.016 0.023 0.222 

AGE          CG            CP Supported 3.684 0.000 0.077 0.254 

TE             CG             CP Not Supported 1.955 0.051 0.015 0.351 

CE             CG            CP Supported 2.284 0.023 0.024 0.233 

OB          CG          CP Supported 2.592 0.010 0.025 0.221 

GB         CG           CP Supported 2.663 0.005 0.045 0.254 

Source: Creation by Author 

The study intends to determine if CG mediated TMT heterogeneity towards CP. The 

results are included in Table 8. The outcome of the analysis indicates that the entire mediation 

analysis seems to be significant; a part of TE through CG shows a zero relationship. The results 

of the hypothesis testing indicated that (a) EL, AGE, CE, OB and GB were the significant 

predictors of CP (H1, H2, H4, H5, H6) in the SM platform; (b) CG mediates the relationship 

(H7) between EL and CP; (c) CG mediates the relationship (H8) between AGE and CP; (d) CG 

mediates the relationship (H10) between CE and CP; (e) CG mediates the relationship (H11) 

between OB and CP; (f) CG mediates the relationship (H12) between GB and CP.  

Table 9: Results of all the Hypotheses Testing  
Research Objective (RO) Hypothesis Path Results 

RO2 (a prominent predictor of performance) 

H1 EL        CP Supported 

H2 AGE        CP Supported 

H3 TE        CP Not Supported 

H4 CE         CP Supported 

H5 OB        CP Supported 

H6 GB        CP Supported 

RO3 (influence of mediators between the independent and 

dependent variable) 

H7 EL      CG      CP Supported 

H8 
AGE     CG      

CP 
Supported 

H9 
TE       CG      

CP 
Not Supported 

H10 CE      CG     CP Supported 

H11 OB      CG     CP Supported 

H12 GB      CG     CP Supported 

Source: Creation by Author 

5. Discussion 

Upon completion of the bootstrapping procedure, the structural model was performed. 

The education Level of TMT members' significance influences Corporate Performance. 

The test of H1 proposes that EL signification influence CP (EL-->CP). People with 

higher qualifications are better learners, more thorough in their thinking, and more rigorous in 

their planning. The average level of education of the TMT is an essential factor influencing the 

choice of corporate strategy. The greater the heterogeneity in EL, the better it is for team 

members to work together and prevent in-group preferences among team members, thus 

ensuring and improving corporate performance (Zhu, Qiu & Zhao, 2019). The finding from 

this empirical study suggests that EL directly influence CP as the p-value is less significant 

than 0.05 (P with a path coefficient of 0.018). 
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The age of TMT members' signification influences Corporate Performance. 

H2 propose that AGE signification influence CP (AGE-->CP). Age heterogeneity 

refers to the fact that there are age differences in the composition of the entire top management 

team (Cai & Wu, 2021). Age heterogeneity is a significant factor that affects the team's 

effectiveness to a large extent and impacts the members' ability to work. Age heterogeneity 

determines the differences in education and so on, and therefore the perceptions of individuals 

differ significantly, which can lead to conflicts in the company's management (Chen, 2019). 

Empirical evidence has supported the proposition whit a p-value of 0.000. 

Tenure of TMT members' signification influences Corporate Performance. 

The H3 propose the TE signification influence CP (TE-->CP). Heterogeneity in tenure 

is reflected in differences between members of senior management in terms of the length of 

their tenure (Fan & Sui, 2019). Wang (2019) argues that tenure variability in TMT also affects 

the team's communication, which influences corporate performance. However, empirical 

evidence has not supported the proposition with a p-value of 0.054.  

Career Experience of TMT members' signification influences Corporate Performance. 

The H4 propose the CE signification influence CP (CE-->CP). Highly career 

experience in heterogeneous top management teams with non-overlapping experience skills 

and knowledge bases and a more comprehensive and insightful view of issues can improve the 

effectiveness of strategic decisions and contribute to corporate performance (Han & Guo, 

2020). Implementation of strategic decisions by TMT members will be more integrated and 

holistic, which in the long run will contribute to the company's long-term performance (Tao, Ji 

& Tao, 2016). Empirical evidence has supported the proposition with a p-value of 0.026. 

Oversea Background of TMT members' signification influences Corporate Performance. 

The H5 propose the OB signification influence CP (OB-->CP). An empirical 

examination of China's photovoltaic industry by Luo (2012) found that corporate executives 

with overseas education or work experience significantly improved their firms' technological 

innovation capabilities and patent protection and had significant technological effects on firms. 

Wright (2011) concluded that the overseas study and work experience of executives can bring 

about knowledge and technology effects for the firm and that such effects lead to an increase 

in the innovation capacity of high-tech firms. Empirical evidence has supported the proposition 

with a p-value of 0.019. 

Government Background of TMT members' signification influences Corporate 

Performance. 

The H6 propose the GB signification influence CP (OB-->CP). A top management team 

with a government background can help improve company performance (Huang & Zhu, 2016). 

TMT with a government background can better understand government policies and operating 

rules. Furthermore, they know how to communicate with the government more efficiently 

(Deng, Tang & Deng, 2019). More socially responsible companies are more recognized by the 

market, which improves corporate performance. Empirical evidence has supported the 

proposition with a p-value of 0.007. 

The mediating role of Compensation Gap between TMT heterogeneity and Corporate 

Performance. 

The H7 propose that the CG mediates between EL and CP(EL-->CG-->CP). The H8 

propose that the CG mediates between AGE and CP(AGE-->CG-->CP). However, the H9 

propose that the CG mediates between TE and CP(TE-->CG-->CP). The H10 propose the CG 
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mediated between CE and CP(CE-->CG-->CP). The H11 propose that the CG mediates 

between OB and CP(OB-->CG-->CP). The H12 propose that the CG mediates between GB 

and CP(GB-->CG-->CP). The top management team compensation gap mediates the effect of 

firm TMT heterogeneity on corporate performance (Cai, Chen & Ren, 2019). The TMT 

compensation gap mediates the effect of average education level on firm performance. There 

is a positive relationship between professional background heterogeneity and functional 

background heterogeneity, and corporate performance (Huo, Li & Qiu, 2019). The 

implementation of a compensation gap is sole because differences in professional and 

functional backgrounds would induce a sense of inequity among individual TMT members 

(Huo, Li & Qiu, 2019). With the compensation gap as a mediating variable, the compensation 

gap would have a reinforcing effect on the relationship between professional background 

heterogeneity and functional background heterogeneity of the TMT and the performance of 

firms (Wang, Wang & Zhang, 2021). Among executives with overseas and government 

backgrounds, the compensation gap as a mediating variable affects corporate performance 

(Song, 2021). Accordingly, this research result supported that CG mediates the relationship 

between EL, AGE, CE, OB, GB and CP, with a p-value of 0.016, 0.000, 0.023, 0.010, 0.005. 

Therefore, H7, H8, H10, H11 and H12 were supported. However, this research result did not 

support that CG mediates the relationship between TE and CP, with a p-value of 0.051. The 

H9 was not supported. 

6.0 Limitations and Future Research 

In order to carry out this research, the sectional method was adopted in which the 

samples were examined at a specific time. Therefore, the causal relationship between variables 

will not be fully reflected. Reflecting corporate performance requires a long-term process. The 

data used in this study span a short period, and the effect of TMT on corporate performance 

will only show up over a certain period with a lag. In particular, the effect of heterogeneity on 

corporate performance is not significant in a short time, and it takes longer for effect to show 

up. Therefore, future studies taking into account of the longitudinal method will help examine 

the causal influences among the variables that are being observed. Since the data were collected 

using questionnaires, it is challenging to exclude respondents from filling out the 

questionnaires subjectively in this way. Therefore, future research should encourage and 

monitor respondents to complete questionnaires objectively. 

7. Conclusion 

Based on the findings obtained from this study, this study examines the impact of TMT 

members' heterogeneity on firm performance in the context of the Upper Echelon theory. 

Further explores the role of the compensation gap as a mediating variable in the impact of TMT 

heterogeneity on corporate performance. The variables of TMT heterogeneity, including age, 

education level, career experience, government background, and overseas background, are all 

significantly and positively associated with firm performance and compensation gap. However, 

tenure does not show a signification influence on corporate performance. Moreover, the 

compensation gap does not mediate between the tenure of TMT and corporate performance. 

The findings of this study have solid practical implications: TMT heterogeneity can contribute 

to compensation gaps, and heterogeneity can positively impact corporate performance. The 

findings have important implications for how to weigh the heterogeneity of TMT in terms of 

age, educational level, career experience, overseas background and government background, 

and how to build effective TMT to arrange reasonable levels of compensation gap and improve 

corporate performance. 
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