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Social Insurance Law of China as a quasi-experiment, we apply a difference-in-
differences approach. Our findings indicate that increased social insurance contribu-
tions unexpectedly amplify within-firm wage inequality. We propose a model of
executive compensation to explain how firms adjust innovation and investment strat-
egies in response to rising labor costs, driving greater wage inequality. Empirical
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tests validate the model’s mechanisms. These results
suggest that labor market reforms aimed at improv-
ing employee welfare may inadvertently prompt
corporate policy adjustments, potentially exacerbat-
ing wage inequality with broader socioeconomic
implications.
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