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Incentive or Deterrent? The Effect of Executive—Employee Pay

Disparity on Talent Attraction
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Abstract

This study examines the effect of pay disparity between executives and rank-and-
file employees on a firm’s ability to attract talent and investigates the moderating roles
of the industry-relative pay levels of both groups. The results show that greater pay
disparity between executives and rank-and-file employees is associated with a stronger
ability to attract talent, and that this positive relationship varies according to the
industry-relative pay levels of executives and rank-and-file employees. Consistent with
the predictions of tournament theory, these findings suggest that hierarchical pay
disparity may convey positive signals to external talent regarding opportunities for
career advancement, performance-based rewards, and future pay growth, rather than
being perceived solely as pay inequality. This study extends research on pay disparity
to the recruitment context, demonstrating that corporate compensation structures not
only serve an internal incentive function but may also affect firms’ ability to attract
talent in the external labor market. Accordingly, when designing compensation systems,
firms should not only consider internal pay equity but also carefully assess the career-
incentive signals conveyed by hierarchical pay disparity to enhance their ability to
attract talent.

Keywords: executive—rank-and-file employee pay disparity, talent attraction,
tournament theory, industry-relative pay, compensation structure



