Appendix A. Variable Definition
	Variable
	Definition

	Dependent variables 

	LS
	Aggregate compensation paid to employees divided by sales revenue. Aggregate compensation is measured as cash compensation paid to employees plus changes in employee compensation payable.

	LN_LS
	Logarithmically converted form of LS. LN_LS=ln(LS/(1-LS)).

	LSM
	Compensation paid to management divided by sales revenue.

	LN_LSM
	Logarithmically converted form of LSM. LN_LSM=ln(LSM/(1-LSM)).

	LSRE
	Compensation paid to rank-and-file employees divided by sales revenue.

	LN_LSRE
	Logarithmically converted form of LSRE. LN_LSRE=ln(LSRE/(1-LSRE)).

	HIRE
	The percentage changes in the number of employees.

	ABS_INEFFLABOR
	The absolute value of the residual obtained from the OLS estimation of Eq. (4) for firm i in year t.

	INEFFLABOR
	The signed value of the residual obtained from the OLS estimation of Eq. (4) for firm i in year t.

	ROA_P1
	Return on total assets of RM firms in the first year after the performance commitment period.

	ROA_P2
	Return on total assets of RM firms in the second year after the performance commitment period.

	Independent variables

	RM
	An indicator variable that equals 1 for treatment (RM) firms, and 0 for control (IPO) firms

	PC
	An indicator variable, taking the value of 1 for the commitment period of RM firms (years t, t+1, and t+2 of IPO firms), and 0 for the post-commitment period of RM firms (years t+3, t+4, and t+5 of IPO firms). We use t to denote the first year in which a firm is publicly listed.

	ACHIEVE1
	An indicator variable which equals 1 if the firm fails to achieve the performance target, and 0 otherwise.

	ACHIEVE2
	An indicator variable which equals 1 if the firm fails to achieve the performance target or just achieves the performance target within 5 percent, and 0 otherwise.

	CTB
	The amount of performance target in commitment divided by the book value of acquired assets.

	LS_AVG
	The average labor share over the commitment period.

	Control variables

	FIRST
	The percentage of shares held by the top one shareholder.

	DUAL
	An indicator which equals 1 if the CEO and board chair are the same person, and 0 otherwise. 

	SOE
	An indicator variable which equals 1 if the firm is ultimately controlled by the government, and 0 otherwise.

	WAGE
	The natural logarithm of cash paid to employees. 

	SIZE
	The natural logarithm of the firm’s total assets at fiscal year-end.

	LEV
	Total liabilities divided by the total assets of the firm.

	ROA
	Net income divided by the total assets of the firm.

	MARGIN
	Gross margin, measured as sales revenue minus cost of sales divided by sales revenue. 

	KY
	Capital-output ratio, measured as the book value of fixed assets divided by sales revenue. 

	CI
	Capital intensity, measured as the total assets divided by sales revenue.

	TOBINQ
	The market value of equity divided by the book value of equity.
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