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Abstract

Background: Executive remuneration has long been linked to company performance as a mechanism to align managerial and shareholder interests. However, crises such as the COVID-19 pandemic have raised questions about the robustness of this alignment, particularly in emerging markets where governance mechanisms are still maturing.

Aim: This study investigates how COVID-19 affected the relationship between executive pay and firm performance among companies listed on the Johannesburg Stock Exchange (JSE).

Setting: The analysis focuses on 222 JSE-listed companies spanning multiple sectors in South Africa, observed over a 10-year period from 2015 to 2024.

Method: A quantitative, non-experimental panel design was applied using secondary data. Multiple regression models tested the relationship between executive remuneration and firm performance (Return on Assets, Return on Equity and Tobin’s Q), controlling for firm size and leverage. A COVID-19 dummy variable and interaction terms assessed pandemic effects.

Results: The results indicate a weak association between executive remuneration and firm performance and show that while executive pay increased during the COVID-19 period, the sensitivity of pay to performance did not change significantly.

Conclusion: The pandemic coincided with higher executive pay but no significant change in pay-performance sensitivity, indicating persistent governance weaknesses and limited incentive alignment.

Contribution: The study provides novel empirical evidence on how executive remuneration behaves during a systemic global crisis in an emerging market context. Its originality lies in a 10-year panel spanning pre-, during- and post-pandemic periods and the use of multiple estimation strategies, contributing to debates on incentive alignment, corporate governance resilience and pay-for-performance integrity.
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Introduction

The COVID-19 pandemic severely disrupted global health systems and economies, with South Africa reporting its first confirmed case on 05 March 2020 and experiencing more than 4 million infections and 93 000 deaths by early 2022 (Bradshaw et al. 2022; Stiegler & Bouchard 2020). Although the government’s swift lockdown and testing response drew international praise (De Villiers, Cerbone & Van Zijl 2020), the restrictions and fatalities triggered widespread social and economic distress. Many industries remained non-operational, and numerous firms were forced to close their doors (Arndt et al. 2020; Muthu & Wesson 2023). The hospitality sector, for example, faced severe liquidity constraints and bankruptcies because of collapsing consumer demand and limited access to funding (Sucheran 2022).

The pandemic’s economic shock sharply reduced profitability across sectors, leaving many companies financially distressed. Empirical studies show that such distress often weakens the pay-performance relationship, as firms struggle to maintain incentive integrity under pressure (Carter, Hotchkiss & Mohseni 2020, Chang, Hayes & Hillegeist 2016). In South Africa, despite falling corporate earnings and gross domestic product (GDP) contraction (Arndt et al. 2020; Muthu & Wesson 2023), executive remuneration in some entities, for example, in state-owned enterprises, remained largely unaffected or even increased (Bezuidenhout 2021). Similar trends have been observed internationally; Ye, Chen and Kelly (2023) found that executive pay in 1280 S&P 1500 firms rose during the pandemic despite declining performance. These outcomes reinforce public concern that executive pay has become increasingly disconnected from actual performance, raising questions about fairness and the need for stronger regulation (Bebchuk 2009).

While prior studies have explored the general link between pay and performance, little is known about how this relationship behaves during periods of systemic crisis, particularly in emerging markets. Existing research has focused mainly on stable economic conditions in developed economies (Bedford et al. 2023; Eklund & Stern 2021; Mahssouni, Touijer & Makhroute 2022). The South African context remains under-explored despite its distinctive corporate landscape and the presence of advanced governance codes such as King IV, which emphasises ethical leadership, transparency and performance-linked remuneration (Scholtz, Jachi & Nel 2025).

The pandemic also exposed persistent governance challenges in aligning executive incentives with firm outcomes. Studies show that internal determinants, such as board decisions (Bussin 2015) and external factors like GDP and unemployment (Muthu & Wesson 2023), jointly contribute to company performance. Yet, even amid severe macroeconomic decline, executive pay often continued to rise (Ye et al. 2023). This misalignment suggests that the agency problem, where executives’ interests diverge from those of shareholders, may have intensified during the crisis (Jarby 2022).

Against this backdrop, and given the limited evidence from emerging markets on how pay-performance dynamics respond to systemic crisis, this study contributes to the literature by examining how executive remuneration responds to firm performance under conditions of systemic crisis within an emerging market context, thereby providing evidence on whether incentive alignment mechanisms remain effective during periods of economic disruption.

This study examines the impact of the COVID-19 pandemic on the relationship between executive remuneration and firm performance among Johannesburg Stock Exchange (JSE)-listed firms. Specifically, the study addresses the following research questions:


	RQ1: What is the relationship between executive remuneration and firm performance among JSE-listed firms over the period 2015–2024?

	RQ2: Did the COVID-19 pandemic alter the sensitivity of executive pay to firm performance?

	RQ3: Did executive remuneration increase during the pandemic independently of underlying firm performance outcomes?



In addressing these research questions, this study contributes to the literature in three key ways. Firstly, it provides empirical evidence from an emerging market context, addressing the limited evidence on pay-performance dynamics in Africa. Secondly, it extends the literature by examining how executive remuneration behaves during a systemic crisis, thereby testing whether incentive alignment mechanisms remain robust under extreme economic conditions. Thirdly, by using a longitudinal panel dataset spanning pre-, during- and post-pandemic periods from 2015 to 2024, the study provides a comprehensive assessment of whether changes in executive pay are driven by firm performance or broader structural and governance factors. These contributions provide important insights for policymakers, boards and investors seeking to design remuneration structures that remain equitable, transparent and performance-linked during periods of economic disruption.

Literature review

The study examines whether executive remuneration remained sensitive to company performance among JSE-listed firms during the COVID-19 pandemic. The literature first sets out the theoretical foundations that motivate performance-linked pay, then considers the main determinants of remuneration beyond performance. It next reviews evidence on how researchers measure performance and on how pay and performance move together in both stable times and in crisis. Finally, it situates the question in the South African governance and macroeconomic context and reflects on ethical and strategic behaviours that can distort incentives.

Theoretical perspectives and determinants of executive remuneration

Agency theory frames the incentive problem between shareholders and managers and motivates the practice of linking executive pay to observable outcomes to align interests and reduce agency costs (Durham & Bartol 2012; Jensen & Meckling 1979). In this view, contracts that weight variable remuneration against performance should direct managerial effort towards value creation. Practical frictions may weaken this logic. Executives may pursue personal utility rather than shareholder value, bear costs with limited direct benefit or prefer higher compensation for less effort, all of which reduce alignment (Copeland & Weston 1988; Jensen & Murphy 1990; O’Reilly & Main 2010). Evidence from developing markets further complicates the picture. Concentrated ownership and weak institutional enforcement limit the effectiveness of board independence and remuneration contracts and shift the conflict towards majority versus minority shareholders, which calls for stronger external oversight and auditing (Yusuf, Yousaf & Saeed 2018). During shocks such as the pandemic, firms also tend to change pay packages towards what is easiest to attain, for example, greater use of cash incentives (Carter et al. 2020; Jarby 2022).

Optimal contracting theory builds on the agency logic by emphasising contract design that balances motivation with risk sharing, and that combines fixed and variable components selected to proxy value creation (Bussin 2015). Early work links ownership and liability to agency costs and cautions that poor contract design weakens the sensitivity between pay and performance (Jensen & Meckling 1979). Later contributions argue that simple models miss real-world complexity and call for context-specific designs that link pay more tightly to performance requirements (Edmans & Gabaix 2009). Managerial power theory provides a behavioural counterpoint by arguing that executives can influence the level and structure of their own pay through ownership, structural, expert and prestige power, especially when monitoring is weak, which disconnects compensation from performance (Chen, Ezzamel & Cai 2011; Finkelstein 1992).

While agency theory and optimal contracting theory both assume that remuneration structures are designed to align executive incentives with shareholder interests, they differ in their underlying assumptions about how effectively this alignment is achieved in practice. Agency theory emphasises incentive alignment through monitoring and contract design (Jensen & Meckling 1979), whereas optimal contracting theory focuses on efficiency in balancing risk and reward through well-designed compensation structures (Bussin 2015; Edmans & Gabaix 2009). In contrast, managerial power theory challenges both perspectives by arguing that remuneration outcomes may reflect executive influence over boards rather than optimal or efficient contracting (Chen et al. 2011). This theoretical tension suggests that observed pay-performance relationships may not always reflect alignment, particularly in contexts characterised by weak governance or external shocks.

Beyond incentives, structural characteristics such as firm size, complexity and risk exposure strongly influence executive pay. Larger organisations demand greater managerial capability and thus pay higher compensation (Ciscel & Carroll 1980; Tosi et al. 2000). Managerial experience and age also affect pay levels (Bussin 2015). These determinants imply that any assessment of incentive alignment should control for firm-specific characteristics.

Performance measurement underlies the pay-performance link. Accounting-based indicators such as earnings per share, return on assets and return on equity capture internal performance but can be manipulated and may ignore risk and inflation (Bussin 2015). Market-based indicators, including stock returns and market-to-book value, better reflect investor sentiment but are sensitive to market noise (Bussin 2015). Value-based metrics such as economic value added (EVA) and market value added (MVA) incorporate the cost of capital and aim to measure true economic profit, though their advantages are context specific rather than universal (Bussin 2015; Obeidat & Darkal 2018).

Evidence on the pay-performance relationship and the South African context

Empirical studies reveal a complex and often inconsistent relationship between executive pay and firm performance. While some studies document a positive and significant association between executive pay and firm performance, consistent with agency theory predictions (Bussin 2015; Kirsten & Du Toit 2018), others report weak, insignificant or context-dependent links, particularly in South African and other emerging market settings (De Wet 2012; Duffhues & Kabir 2008). This divergence suggests that pay-performance sensitivity is highly context dependent and may weaken under conditions where managerial discretion, governance quality or external economic shocks override the incentive mechanisms embedded in remuneration contracts (Ntim et al. 2015). During periods of financial distress or macroeconomic turbulence, the correlation between pay and performance tends to weaken further, as firms under liquidity pressure often adjust compensation towards short-term incentives that prioritise cash flow management rather than long-term value creation (Carter et al. 2020). Research on distressed or restructured firms indicates that even when executives experience pay cuts or bonus reductions, total wealth losses remain modest compared to declines in company performance (Gilson & Vetsuypens 1993).

International evidence supports this trend. Jarby (2022) found that Swedish executives were effectively ‘paid for failure’ during the COVID-19 pandemic, receiving high remuneration despite poor performance outcomes. In the South African context, research indicates that while agency and optimal contracting theories explain pay dynamics during stable periods, executive remuneration is also significantly influenced by governance structures, consistent with managerial power perspectives (Ntim et al. 2015). Across global studies, variable pay demonstrates a stronger association with firm results than fixed pay, though this relationship becomes weaker during recessions (Bussin 2015; Gerhart & Milkovich 1990; Gregg, Jewell & Tonks 2010; Shaw 2011).

Corporate governance frameworks provide the institutional boundaries within which remuneration policies operate. Governance encompasses the systems, principles and processes that define how boards, executives and shareholders interact to achieve accountability and transparency (Dalton et al. 2007; Gutterman 2020). In South Africa, the evolution from the King III to King IV Code introduced stricter disclosure and fairness requirements, including the obligation to report on performance criteria, targets and outcomes, as well as to ensure pay equity within firms (Scholtz et al. 2025). These measures aim to enhance trust between firms and their stakeholders and align remuneration with sustainable performance. External governance mechanisms, such as those enforced by the JSE, further reinforce accountability (Aras & Crowther 2016; Rehman et al. 2021).

The COVID-19 pandemic had severe macroeconomic shocks on South Africa, marked by declines in output, employment and revenue across sectors (De Villiers et al. 2020). While JSE-listed firms experienced revenue and market value contractions, the magnitude of the impact varied by industry. Technology, telecommunications and healthcare demonstrated resilience, while real estate and basic materials recorded steep declines (Akinola, Anderu & Mbonigaba 2021; Mamaro & Mabandla 2022; Muthu & Wesson 2023; Tawiah & Keefe 2024). These uneven effects raise questions about whether executive remuneration accurately reflected firm-level performance during the crisis or whether embedded managerial influence shielded pay outcomes.

Ethical considerations further shape this debate. Studies highlight that robust corporate ethics enhance employee commitment, stakeholder trust and long-term performance (Chun et al. 2013). However, weak ethical cultures can promote opportunistic behaviour, such as manipulating financial outcomes to justify bonuses or severance packages. During the pandemic, cost-cutting measures such as retrenchments protected corporate liquidity but worsened unemployment and inequality (Arndt et al. 2020). To counteract short-termism, an increasing number of firms have linked executive pay to environmental, social and governance indicators, promoting sustainable performance and stakeholder accountability (Matemane, Moloi & Adelowotan 2022).

Overall, the literature indicates that although pay-performance alignment is a central objective of corporate governance, it remains unstable across contexts and particularly vulnerable to economic shocks and institutional weaknesses (Bussin 2015; Gregg et al. 2010). In the South African context, the COVID-19 pandemic amplified these challenges, raising concerns about whether executive remuneration continued to reflect underlying firm performance. Despite extensive research, there is limited consensus on the strength and consistency of the pay-performance relationship, particularly within emerging market contexts where governance structures influence remuneration outcomes (Ntim et al. 2015). This gap suggests that existing theoretical frameworks may not fully explain remuneration dynamics under conditions of heightened uncertainty. Accordingly, this study empirically examines whether the COVID-19 pandemic altered the pay-performance relationship among JSE-listed firms, providing evidence from an emerging market context where governance structures and external shocks intersect.

Methods

The aim of the study was to investigate the relationship between executive remuneration and company performance during the COVID-19 pandemic and to assess whether the sensitivity of pay to performance changed under conditions of economic disruption. Agency theory proposes that remuneration contracts should align managers’ incentives with shareholders’ interests through performance-linked compensation (Jensen & Meckling 1979). The COVID-19 shock generated abrupt and largely exogenous changes in profitability and market valuation (Ye et al. 2023), providing an appropriate context to test whether the traditional pay-performance alignment persisted. A quantitative and deductive research strategy was implemented to analyse the relationship between total directors’ emoluments and firm performance using a non-experimental longitudinal panel ex post facto correlational design. The ex post facto nature of the design means that remuneration and performance outcomes are historical and cannot be manipulated by the researcher. The longitudinal panel structure allows the analysis to track pay-performance sensitivity over time and to compare years within the same empirical framework.

Setting, data collection and sampling strategy

The focus area of the study was companies listed on the JSE, South Africa. The JSE setting was used because listed firms are required to disclose audited, standardised financial statements and remuneration information, allowing comparable measurement of executive pay and performance across firms and sectors (Kirsten & Du Toit 2018). Firms from all JSE sectors were included to capture remuneration dynamics across cyclical and non-cyclical industries and across firms of varying size and complexity, which are established determinants of executive remuneration (Ciscel & Carroll 1980; Duffhues & Kabir 2008).

Company financial and market data were obtained from the IRESS database. Executive remuneration values were gathered from total directors’ emoluments disclosed in audited annual financial statements and reconciled with IRESS data where available to ensure completeness and accuracy (Kirsten & Du Toit 2018; Muthu & Wesson 2023). The study’s population comprised all firms listed on the JSE main board between 2015 and 2024, totalling 234 companies. A purposive census-style sampling approach was applied by retaining all firms subject to data availability across the period. Firm-year observations were included when directors’ emoluments and the accounting and market variables required to compute the study measures were available for that year. Observations were excluded where remuneration disclosures were missing or where key financial or market variables were incomplete. Firms were removed only when missing data were extensive across the period. After applying these criteria, 12 firms were excluded as a result of insufficient data, leaving 222 firms. The final dataset contains 2010 firm-year observations in an unbalanced panel because some firms do not have data for every year.

The study time frame covers 10 financial years and was divided into three phases: A pre-pandemic period 2015 to 2019, the pandemic period 2020 to 2021 and a post-pandemic recovery period 2022 to 2024. This periodisation allows direct comparison of pay-performance sensitivity under normal conditions and during the COVID-19 shock, consistent with pandemic-era pay-performance studies that isolate COVID effects through period dummies and interactions (Jarby 2022; Tusiime 2024). Monetary values were recorded in South African rands. Where firms reported in foreign currencies, values were converted into rands using average annual exchange rates for balance-sheet items and year-end exchange rates for income-statement items to ensure comparability across firms and years (Shaw 2011).

Variables and measurement

Executive remuneration is the dependent variable. Executive pay (ExecPay) was measured as total directors’ emoluments disclosed in firms’ annual financial statements. This measure captures fixed salary, bonuses, benefits and other disclosed pay components, providing a comprehensive proxy for executive compensation (Kirsten & Du Toit 2018). Executive pay was transformed using the natural logarithm to normalise the distribution and reduce the influence of extreme observations, consistent with remuneration modelling practice (Cieślak 2018; Gao & Li 2015; Jarby 2022; Tusiime 2024).

Company performance was measured using both accounting-based and market-based indicators. Accounting performance was captured by return on assets (ROA), defined as net income divided by total assets, and return on equity (ROE), defined as net income divided by shareholders’ equity. Return on assets reflects overall profitability and is widely used in pay-performance research, while ROE reflects profitability relative to shareholder capital (Obeidat & Darkal 2018; Shaw 2011). Market performance was captured by Tobin’s Q (TQ), which was computed using the IRESS market capitalisation and book value of assets as a proxy for replacement cost, reflecting investor valuation and growth expectations (Fu, Singhal & Parkash 2016). Using multiple performance measures is appropriate because no single indicator captures all dimensions of firm performance relevant to executive compensation (Bussin 2015).

Two control variables were included to account for firm characteristics that influence remuneration. Firm size (FSize) was proxied by the natural logarithm of total assets, capturing organisational scale and complexity, which are associated with higher executive pay (Ciscel & Carroll 1980). Firm leverage (FLev) was defined as total liabilities divided by total assets, capturing financial risk and capital-structure constraints relevant to remuneration policy (Duffhues & Kabir 2008; Tusiime 2024).

To isolate the COVID-19 shock, a binary indicator (COVIDDummy) was coded 1 for the pandemic years 2020–2021 and 0 for all other years. Interaction terms were constructed between the COVIDDummy, and each performance measure to test whether pay-performance sensitivity differed during the pandemic relative to the surrounding periods (Jarby 2022). Definitions and operationalisation of all variables are summarised in Table 1.
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While multiple performance measures are used to capture different dimensions of firm outcomes, each proxy is subject to inherent limitations. Accounting-based measures such as ROA and ROE are derived from financial statement data and primarily reflect historical aspects of firm performance, which may limit their ability to capture future growth expectations and market perceptions (Obeidat & Darkal 2018). In contrast, market-based measures such as Tobin’s Q, obtained from the IRESS database, are sensitive to market volatility and investor sentiment, particularly during periods of economic disruption such as the COVID-19 pandemic (Bussin 2015). Consequently, Tobin’s Q may capture broader market conditions and forward-looking investor expectations rather than purely firm-specific performance (Fu et al. 2016). To address these limitations, the study employs both accounting- and market-based indicators, consistent with prior literature (Kirsten & Du Toit 2018; Nkwadi & Matemane 2022), to provide a more comprehensive and balanced assessment of firm performance and its relationship with executive remuneration (Bussin 2015).

Data preparation and analyses

All data were compiled into a firm-year panel and screened for missing observations and consistency before estimation. Continuous variables were winsorised at the 1st and 99th percentiles prior to log transformation to reduce the influence of extreme outliers in line with previous pay-performance studies (Jarby 2022). The analysis began with descriptive statistics to summarise the distributions of remuneration, performance and control variables, followed by a Pearson correlation matrix to examine preliminary associations among variables.

Ordinary least squares (OLS) panel regression with year and industry fixed-effects is adopted as the primary estimation technique because it provides transparent and interpretable baseline estimates of pay-performance sensitivity across the full panel, consistent with prior executive compensation studies (Bussin 2015, Gerhart & Milkovich 1990). This approach is appropriate given the study’s focus on estimating average relationships across a large panel while controlling for observable time and industry effects. However, OLS may not fully account for unobserved firm-specific heterogeneity and potential endogeneity arising from the simultaneous determination of executive pay and firm performance, as remuneration and performance may be jointly determined (Ntim et al. 2015). Accordingly, firm fixed-effects and dynamic generalised method of moments estimations are subsequently employed as robustness checks to control for unobserved heterogeneity, reverse causality and persistence in remuneration dynamics (Arellano & Bond 1991).

Pay-performance sensitivity was examined using panel OLS regression incorporating year and industry fixed-effects, which control for economy-wide shocks and structural sectoral differences in remuneration practices, respectively. The moderating role of the COVID-19 period was tested by introducing a binary pandemic indicator and its interactions with each performance measure into the same regression framework.

Baseline pay-performance sensitivity is estimated as follows (Equation 1):
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where i indexes firms, t indexes years, γt are year fixed-effects and δS are industry fixed-effects.

To test whether pay-performance sensitivity differed during the COVID-19 period, the baseline model is extended to include the pandemic dummy variable and interaction terms:

COVID-19 interaction model (Equation 2):
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Robustness checks were conducted in two steps. Initially, a firm fixed-effects model was estimated to account for unobserved time-invariant firm heterogeneity that could affect remuneration, while still controlling for year effects. A dynamic panel generalised method of moments estimator, specifically the difference generalised method of moments (GMM) approach following Arellano and Bond (1991), was employed to address potential endogeneity, simultaneity and persistence in executive pay and performance. Lagged instruments from t-2 onward were used to reduce reverse causality and limit instrument proliferation. Model validity was assessed using the Arellano-Bond AR(1) and AR(2) tests for serial correlation, together with the Sargan and Hansen tests of over-identifying restrictions to confirm instrument validity and overall specification consistency (Arellano & Bond 1991).

Ethical considerations

Ethical clearance to conduct this study was obtained from the University of Pretoria Faculty of Economic and Management Sciences Research Ethics Committee, University of Pretoria (No. EMS146/25). All variables were derived from publicly available audited secondary sources (IRESS and company annual reports), and no human participants were involved. Consequently, issues of informed consent, confidentiality and anonymity did not arise. The results of the empirical analyses are presented and discussed in the next section.

Results

The data were analysed to evaluate the relationship between executive compensation and firm performance among JSE-listed companies over the period 2015–2024. The analysis included 2010 firm-year observations drawn from 222 companies across 10 industries. Outliers were winsorised at the 1st and 99th percentiles to minimise distortion.

Descriptive analysis

The descriptive results (Table 2) provide an overview of directors’ emoluments and firm-level characteristics. Director emoluments ranged widely, from approximately R1.9 million to R367 million, reflecting differences in company size and sector. The mean total emolument was R49.1 million, higher than the median value of R28.3 million, suggesting a right-skewed distribution. Firms financed nearly half their assets through debt, and leverage rose slightly during the pandemic years.
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Average ROA and ROE were positive at 6.9% and 8.7%, respectively, although both measures displayed large variability. Tobin’s Q averaged 1.13, indicating modest growth expectations. A comparison of non-COVID and COVID means revealed that average directors’ emoluments increased slightly during the pandemic, while all three performance measures declined marginally. The results show that executive remuneration did not move in line with performance across the two periods, indicating a potential disconnect between pay and outcomes during the COVID-19 pandemic.

Correlation analysis

Table 3 presents the Pearson correlation coefficients and VIF values for the study variables. All coefficients fall well below the multicollinearity threshold of 0.8, indicating that the independent variables are suitable for regression analysis (Gujarati & Porter 2009). In addition, variance inflation factor values are well below the threshold of 10 used to diagnose multicollinearity, indicating that collinearity is unlikely to materially affect the estimation of the regression coefficients (Gujarati & Porter 2009). The strongest bivariate association is observed between directors’ emoluments and firm size (r = 0.70), suggesting that larger firms tend to pay higher executive remuneration irrespective of profitability.
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Regression analysis

The regression results in Table 4 present five model specifications examining the determinants of directors’ emoluments. Model 1 provides the baseline pay-performance regression, while Models 2 to 4 include the COVID-19 dummy and its interaction with the three performance measures (ROA, ROE and Tobin’s Q). Model 5 is the full specification, incorporating all variables and controlling for firm size, leverage and fixed-effects for industry and year.
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The models show stable explanatory power, with R-squared values of about 0.59 and F-statistics significant at the 1% level. The coefficients are consistent in sign and magnitude across models, confirming robustness in the relationships identified.

Among the performance measures, Tobin’s Q shows the strongest positive and significant association with directors’ emoluments. In the full model, a one-unit increase in Tobin’s Q is associated with an estimated 3.1% increase in compensation. This result suggests that boards reward executives in firms with stronger market valuations and higher future growth expectations. Return on assets is also positive and significant, but with a smaller magnitude, indicating that firms with better asset efficiency tend to pay slightly higher remuneration. The stability of this coefficient across specifications implies that operational performance remains a modest but reliable driver of pay. Return on equity is insignificant across all models, indicating that shareholder-based profitability does not play a central role in determining executive pay.

The coefficient on the COVID-19 dummy is positive and significant at the 1% level, showing that directors’ pay was higher during the pandemic years after controlling for performance and firm characteristics. The magnitude of this increase, about 11%, implies that firms may have provided additional incentives to retain or compensate executives under heightened uncertainty. However, the interaction terms between COVID-19 and the three performance indicators are insignificant, suggesting that the relationship between pay and performance did not materially change during the pandemic. Pay levels increased, but sensitivity to performance remained weak.

Among the control variables, firm size has the most pronounced effect on directors’ emoluments. A 10% increase in firm size corresponds to an estimated 3.7% increase in pay, highlighting that larger, more complex firms tend to reward executives more generously. Leverage is also positive and significant, indicating that directors in more highly geared firms receive higher compensation, possibly as a premium for managing financial risk.

Overall, the regression analysis shows a weak but positive link between executive pay and firm performance. Market-based and accounting-based measures have limited explanatory power, while structural characteristics such as firm size and leverage are stronger predictors. Although executive pay rose during the COVID-19 period, this increase was not accompanied by greater sensitivity to performance, pointing to persistent misalignment between remuneration and firm outcomes.

Robustness analysis

All models control for industry and year fixed-effects. Dependent variable: Natural logarithm of directors’ emoluments.

Results confirm that firm size remains the most consistent determinant of directors’ pay across all panels. Pay-performance sensitivity is weak across industries and time periods, with marginal strengthening in high-performing firms and weakening during the COVID-19 period.

The dependent variable is ln(directors’ emoluments). The fixed-effects model controls for unobserved, time-invariant firm heterogeneity. The dynamic panel GMM model addresses potential endogeneity and persistence by instrumenting explanatory variables with their lagged values, including the lagged dependent variable.

Diagnostic tests for the GMM specification are as follows: Arellano-Bond AR(1): z = −3.50 (p = 0.000); AR(2): z = 2.10 (p = 0.036). Sargan χ2 = 33.46 (p = 0.03); Hansen χ2 = 24.59 (p = 0.22). While the AR(1) result is as expected, the significant AR(2) statistic indicates potential second-order serial correlation and raises concerns regarding instrument validity. The Hansen test fails to reject the null of valid instruments, whereas the Sargan test rejects it, suggesting mixed evidence. The GMM results are therefore presented alongside the fixed-effects estimates as a complementary specification.

To assess the stability and reliability of the baseline findings, a series of robustness checks was conducted using alternative sample partitions and estimation techniques. These tests address potential concerns related to industry heterogeneity, period-specific effects, performance-level asymmetries, unobserved firm characteristics and endogeneity in the pay-performance relationship.

Subsample and cross-sectional robustness tests

Firstly, the baseline model was re-estimated across industry subsamples, time periods and performance-based firm groupings, as reported in Table 5. Industry-level regressions address the possibility that pay-performance sensitivity varies systematically across sectors because of differences in governance structures, capital intensity and market cyclicality, for example. Consistent with prior governance studies, firm size remains the most stable and economically significant determinant of executive remuneration across all industries (Matovic 2021; Nkwadi & Matemane 2022), while performance measures exhibit weak and heterogeneous effects. Importantly, the COVID-19 dummy remains positive and significant in several sectors, indicating that elevated executive pay during the pandemic was not confined to a specific industry but reflected a broader market phenomenon.
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Secondly, period-based regressions examine whether the pay-performance relationship differed across the pre-pandemic, pandemic and post-pandemic periods. This test addresses concerns that pooled estimates may mask structural breaks associated with the COVID-19 shock. The results show that while accounting- and market-based performance measures retain some explanatory power before and after the pandemic, their influence weakens during the COVID-19 period. This pattern supports the central finding that pay-performance sensitivity deteriorated under conditions of economic disruption, consistent with evidence from pandemic-era remuneration studies.

Thirdly, performance-level subsample analyses distinguish between high- and low-performing firms to account for potential non-linearities in remuneration contracts. This test addresses the concern that average effects may obscure differential incentive structures across firm types. The results indicate marginally stronger pay-performance sensitivity among high-performing firms, while low-performing firms exhibit weaker and less consistent links between remuneration and performance. However, the COVID interaction remains insignificant in both groups, reinforcing the conclusion that pandemic-era pay increases were not performance contingent.

Firm fixed-effects and dynamic panel estimation

Initially, a firm fixed-effects model was estimated to account for unobserved, time-invariant firm heterogeneity, including latent characteristics such as governance quality, corporate culture and ownership structure while still controlling for year effects. Subsequently, a dynamic panel generalised method of moments estimator, specifically the difference GMM approach following Arellano and Bond (1991), was employed to address potential endogeneity, simultaneity and persistence in executive pay and performance. By instrumenting explanatory variables with their lagged values, this approach mitigates reverse causality between pay and performance. The lagged dependent variable is positive and highly significant, confirming strong persistence in executive pay setting practices. Diagnostic tests, including the Arellano-Bond serial correlation tests and the Hansen test of over-identifying restrictions, provide broadly supportive evidence regarding instrument validity and overall model specification. The GMM estimates should therefore be interpreted alongside the fixed-effects results, offering complementary insights while accounting for potential endogeneity concerns (Arellano & Bond 1991), as reported in Table 6.
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Across all robustness checks, the direction and magnitude of the key results remain largely unchanged. Executive remuneration exhibits a weak association with firm performance, while the COVID-19 period coincides with higher pay levels that are not consistently related to performance outcomes. The interaction terms between performance measures and the COVID-19 indicator are generally insignificant, suggesting that the pandemic did not materially alter the sensitivity of executive pay to firm performance. Overall, these findings indicate that pay-performance alignment remained weak during the pandemic.

Discussion

The results of this study reveal a weak but positive relationship between directors’ emoluments and firm performance, measured by Tobin’s Q and return on assets. The coefficients are statistically significant but economically small, suggesting that while profitability and market value influence remuneration, they are not the dominant determinants of executive pay among JSE-listed firms. These findings align with prior South African evidence that pay-performance sensitivity measures via traditional financial and market metrics is weak or inconsistent across sectors (De Wet 2012; Matemane et al. 2023; Ngwenya & Khumalo 2012) and confirm earlier international studies that document limited incentive alignment in the presence of managerial discretion (Bebchuk 2009). Return on equity was found to be insignificant, echoing research showing that shareholder returns, while central in theory, rarely serve as reliable drivers of pay in practice (Aduda 2011, Carlson & Bussin 2020).

From a theoretical standpoint, the findings strongly support Managerial Power Theory, which argues that executives possess the influence and authority to shape their own compensation packages (Bebchuk 2009). Within this framework, weak pay-performance sensitivity is not a market failure but a governance outcome. Executives, by virtue of their structural and informational advantages, can influence board decisions in ways that preserve favourable pay levels even when performance weakens. The findings also resonate with studies suggesting that remuneration contracts may be used strategically to sustain leadership stability, prestige and control rather than to maximise shareholder value (Jarby 2022). These findings extend the theoretical literature by suggesting that, within a crisis context, the predictive power of agency theory and optimal contracting theory, both of which assume that incentive alignment is maintained through contract design, may be weakened. In contrast, managerial power theory, with its emphasis on executive influence over governance processes, appears to provide a more plausible explanation for the observed remuneration dynamic (Bebchuk 2009; Pepper 2021).

The results further show that directors’ emoluments increased significantly during the COVID-19 pandemic, independent of firm performance. The positive coefficient on the COVID-19 dummy variable and the insignificance of the interaction terms with performance measures suggest that executive pay rose in absolute terms but did not become more performance sensitive. This pattern indicates that the pandemic triggered a pay-level effect rather than a structural shift in incentive mechanisms. These findings are consistent with those of Shaw (2011), who observed that crises often weaken pay-performance alignment as firms prioritise leadership retention. They also parallel the findings of Jarby (2022), who reported that in Swedish firms, executive pay increased during the pandemic without a corresponding improvement in sensitivity to performance. Such patterns reinforce the interpretation that crises strengthen managerial bargaining power, allowing executives to secure higher pay justified as risk premiums or continuity rewards (Aldogan Eklund 2022).

The robustness analyses offer deeper insights into the structure of remuneration and its responsiveness across contexts. Across industries, firm size emerged as the most consistent determinant of directors’ emoluments, confirming earlier findings that larger firms pay more because of both operational complexity and executive influence (Ciscel & Carroll 1980; Nkwadi & Matemane 2022). However, the dominance of firm size over performance variables suggests that structural characteristics, rather than results, anchor executive pay decisions. Sectoral differences were evident: Profitability, proxied by ROA, was significant in Basic Materials and Consumer Discretionary industries, while Tobin’s Q carried greater weight in Industrials and Real Estate. This variation implies that industry context shapes the emphasis on accounting versus market-based metrics, reflecting discretionary adaptation rather than a unified performance standard.

The period-based robustness analysis provided further evidence of cyclical fragility in incentive mechanisms. The pay-performance relationship weakened during the pandemic years but reappeared afterwards, confirming that performance-based remuneration is most effective in stable conditions. Fixed-effects models confirmed that the relationship between pay and performance persisted even after controlling for unobserved firm-specific factors, strengthening the internal validity of the results. The dynamic GMM estimation revealed that lagged pay was strongly significant, suggesting that remuneration decisions are path-dependent and exhibit inertia over time. Such persistence supports the notion of remuneration ratcheting, where executive pay levels are adjusted upwards in good times but rarely corrected downwards when conditions worsen (Gschwandtner & Hirsch 2018). This pattern reflects the entrenchment predicted by Managerial Power Theory and points to institutional rigidity within remuneration practices.

Taken together, the results demonstrate that executive remuneration in South Africa is shaped more by firm size, governance discretion and historical pay norms than by real economic performance. The weak responsiveness of pay to profitability and market valuation suggests that remuneration committees may not be fully enforcing the principle of ‘pay for performance’. Instead, pay structures appear to reward positional authority and firm scale more than actual outcomes, a pattern consistent with the agency problem and the prevalence of rent extraction in executive pay (Bebchuk 2009).

The policy and governance implications are significant. Boards and remuneration committees should enhance transparency by explicitly disclosing how executive pay responds to firm performance. Disclosure should include both the level of remuneration and its elasticity relative to key financial and non-financial performance indicators. In line with King IV’s principle of ethical and effective leadership, remuneration frameworks should integrate longer-term, risk-adjusted measures such as economic value added and equity-based performance targets. There is also scope for including Environmental, Social and Governance (ESG) indicators to ensure that pay practices reinforce sustainable value creation (Matemane et al. 2023). Regulators could strengthen remuneration disclosure standards by requiring firms to explain deviations between pay outcomes and performance, while investors should use their voting power to hold boards accountable when such deviations occur.

This study has limitations that warrant consideration. The sample includes only publicly listed firms and therefore does not capture remuneration patterns within private- or state-owned enterprises, where governance mechanisms may differ. The study also aggregates directors’ emoluments, preventing distinctions between fixed, short-term and long-term pay components. Future research could disaggregate these categories to assess how each element responds to changes in firm performance and governance conditions. Additional governance variables, such as board independence, ownership concentration, Chief Executive Officer (CEO) tenure and the composition of remuneration committees, should also be considered to capture the micro-dynamics of pay setting.

Conclusion

In conclusion, this study provides robust evidence that the pay-performance relationship among JSE-listed firms remains weak and largely dominated by firm characteristics rather than firm outcomes. The COVID-19 pandemic intensified this pattern by raising executive pay levels without enhancing pay-performance sensitivity. The persistence of these findings across robustness tests, fixed-effects estimation and dynamic GMM analysis underscores the institutional stability of executive remuneration practices in South Africa. These results reaffirm the relevance of managerial power as a theoretical explanation for weak incentive alignment and highlight the need for governance reforms that focus not only on remuneration levels but also on responsiveness and fairness. By improving transparency, broadening performance metrics and reinforcing board independence, South African firms can move toward a more accountable and performance-driven remuneration culture that supports equitable corporate leadership and long-term economic sustainability.
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TABLE 5: Robustness summary — Industry, period and performance-level analysis.

Panel ROA Tobin's @ COVID dummy COVID x ROA Firm size Leverage R
Panel A: Industry-level analysis

Basic materials 0.005** 0012 0.150%* -0.001 0.383%+* 0.191%4* 0710
Consumer discretionary 0.005** 0.054++* -0.112 0.005* 0.434%+% 0.007 0590
Consumer staples -0.003 0.128%*+* 0.187* 0.001 0.207%+* 0.035 0560
Industrials -0.000 0.156%** 0.087 0.009%+* 0.349%+* 0.091 0.660
Real estate 0.003 0.163* 0.290%*+* -0.012+* 0.578%+* 0.204 0620
Technology 0.003 -0.010 0.375%+* -0.012%+* 0.408%+* 0.287%+* 0.790
Panel B: Pay-performance relationship by period

Pre-COVID (2015-2019) 0.003*#* 0.029%#* - - 0.358%+* 0.147%4* 0581
During COVID (2020-2021) 0.002 0.034+* - - 0.370%+* 0.048 0.601
POst-COVID (2022-2024) 0.004%* 0.023 - - 0.380%+* 0.106%* 0615
Panel C: Performance-level analysis (high vs low firms)

Low-performance firms 0.001 0.023* - -0.004* 0.364%+* 0.221%4* 0615
High-performance firms 0.001 0.030%*+* - 0.001 0.391%+* -0.065* 0610

Note: Standard errors omitted for brevity.
ROA, return on assets.
* »<0.1; ** p<0.05; ** p<0.0L.
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TABLE 6: Firm fixed-effects and dynamic panel generalised method of moments
results.

Variables (1) Firm fixed-effects (FE)  (2) Dynamic panel GMM
Coefficient SE Coefficient SE
Lagged director - - 0592+ 0.172
emoluments
Return on assets (ROA) 0.001* 0.001 0.002 0.003
Return on equity (ROE) 0.000 0.000 0.000 0.002
Tobin's 0.023***  0.009 0.037 0.032
COVID-19 dummy 0.130%+*  0.023 0.854++ 0344
COVID x ROA -0.000 0.001 0.003 0.003
COVID x ROE 0.000 0.000 -0.001 0.002
COVID x Tobin's O -0.005 0.010 -0.048 0.033
Firm size (log of total 0322+ 0.027 0.136%* 0.059
assets)
Firm leverage -0.059 0.038 0.121%+ 0.059
Constant - - 0.854++ 0344
Observations 2.010 - 1.786 -
Number of firms - - 219 -
R-squared 021 - - -
Industry FE Yes - Yes -
Year FE Yes ) Yes -

GMM, generalised method of moments; SE, standard error.
* 1< 0.10; ** p<0.05 and ***, p < 0.01.
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TABLE 3: Correlation matrix and variance inflation factors.

Variables (1) Director emoluments  (2) Return on assets (3) Return on equity  (4) Tobin’s @ (5) Firmsize  (6) Firm leverage VIF
(1) Director emoluments 1 - - - - - -
(2) Return on assets 0.112* 1 - - : : 1.790
(3) Return on equity 0.145* 0.614* 1 - - - 1.680
(4) Tobin's 0 0.073* 0.357* 0.202* 1 - - 1270
(5) Firm size 0.704* -0.030 0.113* -0.072* 1 - 1120
(6) Firm leverage 0.283* 0.068* -0.020 0.284* 0.236* 1 1190

Note: Al variables are winsorised at the 1st and 99th percentiles. Variance inflation factors indicate no multicollinearity concerns, as all values are below the conventional threshold of 10
(Akinwande, Dikko & Samson 2015). Please see the full reference list of the article, Lionjanga, A.P. & Matemane, R., 2026, ‘The COVID-19 pandemic and the pay-performance nexus among
Johannesburg Stock Exchange ~ Listed companies’, South African Journal of Economic and Management Sciences 29(1), a6743. https://doi.org/10.4102/sajems.v29i1.6743 for more information.

VIF, variance inflation factors.
* 5<0.1; ** p<0.05; *** p<0.01.
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TABLE 4: Regression results for directors” emoluments and firm performance (baseline and COVID-19 interaction models).

Variable Sub-variable (1) (2) (3) (4) (5)
Return on assets p-value 0.003*+* 0.005*#* - - 0.003#+*

SE 0.001 0.001 - - 0.001
Return on equity p-value 0.000 - 0.002++* - 0.000

SE 0.000 - 0.000 - 0.001
Tobin's © p-value 0.031%+* - - 0.044%+% 0.031%+*

SE 0.007 - - 0.008 0.008
COVID # ROA p-value : -0.001 - - -0.001

SE : 0.001 - - 0.001
COVID # ROE p-value - - -0.001 - -0.000

SE - - 0.001 - 0.001
COVID # Tobin's 0 p-value - - - -0.005 -0.003

SE : - - 0014 0015
covip p-value - 0.096*+* 0.095%+* 0.114%+% 0.115%+*

SE - 0.032 0.031 0.034 0.035
Firm size p-value 0.369%+* 0.365%+* 0.364%+* 0.374%4% 0.368%+*

SE 0.009 0.009 0.009 0.009 0.009
Firm leverage p-value 0.099%+* 0.124%+% 0.137%+* 0.086%+* 0.099%**

SE 0.025 0.025 0.025 0.025 0.025
Constant p-value 1,758+ 180744 1.828%%+ 1732445 1757+

SE 0.066 0.065 0.066 0.067 0.066
Observations - 2010 2010 2.010 2,010 2010
R-squared : 0592 0589 0583 0585 0593
Industry FE - Yes Yes Yes Yes Yes
Year FE - Yes Yes Yes Yes Yes

Note: F(23, 1986) = 125.540; Prob > F = 0.000; Adj R-squared = 0.588; Root MSE = 0.292.
SE, standard error; MSE, mean squared error; FE, fixed effects; ROA, return on assets; ROE, Return on equity.
* < 0.1; %% p<0.05: *F* p<0.0].
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TABLE 1: Variable definition and measurement.

Variable Description Operationalisation

ExecPay Executive remuneration In (total directors’
emoluments)

ROE Return on equity Net income divided by
shareholders’ equity

ROA Return on assets Net income divided by total
assets

TQ Tobin's 0 Market value of firm divided
by replacement cost of
assets

Fsize Firm size control In (total assets)

Flev Firm leverage control Total liabilities divided by
total assets

COVIDDummy Pandemic period indicator 1 for 2020-2021; 0 for

COVIDDummy_ROE
COVIDDummy_ROA
COVIDDummy_TQ

COVID moderation of ROE
COVID moderation of ROA
COVID moderation of Tobin’s 0

2015-2019 and 2022-2024
COVIDDummy x ROE
COVIDDummy x ROA
COVIDDummy x TQ
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TABLE 2: Descriptive statistics.

Variable Mean SD Median Min Max Non-COVID mean COVID mean
Director emoluments (000s) 49076 62449 28324 1896 367458 48377 50612
Return on assets 6.880 12.636 7.205 -47.700 40.350 6.968 6.687
Return on equity 8.700 23.296 10.290 -113.870 77.080 9.014 8.011
Tobin’s O 1129 1113 0.820 0.00 9.945 1.204 0.965
Firm size (000s) 108 056 034 308591 350 10572181 122965 1870954 942 105 314 540 114075117
Firm leverage 0.474 0.305 0.430 0.000 1.990 0.465 0.493

SD, standard deviation: min, minimum: max, maximum.
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In(ExecPay), = a+pROE, S ROA, +,1Q,+p FSize, +
BFLev, +fCOVIDDummyt+
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