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Abstract: Executive compensation system, based on the accounting performance, is the mainstream today and has been widely utilized

worldwide. But more and more research evidence suggests that the relationship between executive compensation and accounting per-

formance is insufficient to be the theoretical basis of executive compensation system. Therefore, this paper proposes that only when ex-

ecutive compensation incentive schemes follows the principle of shareholder wealth supremacy can it not only meet the expectations of

the executives on compensation, but also fulfill the goals of shareholder wealth maximization on the premise of the firms sustainable de-

velopment. Cost of equity capital is the basic factor and core parameter in the designing of executive compensation system.

Key Words: cost of equity capital; executive compensation; shareholder wealth
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