
Abstract4This study explores the impact of pay dispersion

between different ranks (TMT vs.  Non-TMT group) on firm

short-term financial performance with mediation effect of or-

ganizational turnover with the light of Tournament theory and

Stewardship theory. This relationship is also examined with the

moderating effect of firm control type which is categorized into

family firms vs. non-family firms. We used a firm level data set

of  1398 samples  collected from TEJ database  (from 2018 to

2020) to test the proposed model. The results showed that verti-

cal  dispersion  (2018)  negatively  impacts  organizational

turnover (2019) and consequently improve firm financial per-

formance (2020). In addition, the indirect effect (vertical dis-

persion-organizational turnover-financial performance) is pro-

nounced in  family  firms rather  than in  non-family  counter-

parts.

Index  Terms4Family  firm,  performance,  organizational

turnover, vertical dispersion.

I. INTRODUCTION

Pay dispersion (or pay gap) is defined as the differences

in pay levels within a job position rank (horizontal pay dis-

persion) or inter-rank job positions (vertical pay dispersion)

[1]. Studies investigated on the influences of pay dispersion

on both  individual  and  firm outcomes  [2,  3]  has  showed

mixed findings.  Does wide pay disparity  across hierarchy

tiers within the organization aid in boosting firm financial

performance? How does this impact employee behaviours

and organizational outcomes? Most of the previous studies

indicated that reward allocations or incentives schemes can

affect employees9 attitude, and behaviour, which results in

influencing employees9 productivity and organizational out-

comes [3]. However, little work done on the influence of in-

ter-rank pay dispersion (vertical pay dispersion), and its im-

pact on organizational outcomes [1, 4, 5]. In addition, most

research investigating vertical pay dispersion in relation to

firm financial performance other than human resource out-

comes (productivity or turnover) [3]. The present paper fol-

lows the approach of Lazear and Rosen [10] and adopted by

other scholars [1, 5] to investigate the impact of vertical pay

dispersion, specifically the differences between top manage-

ment team (TMT) pay and non-top management team (non-

TMT)  pay,  on  organizational  effectiveness  for  human re-

sources management than financial outcomes.  

Based  on  Tournament  theory,  vertical  pay  dispersion

serves as a mechanism to filter the outperformers while driv-

ing-out underperformers from the organization [6]. Tourna-

ment theory argues that if vertical pay dispersion is high, in-

tra organization turnover (like promoting to a higher-level

position)  may  increase,  but  for  the  overall  organizational

turnover rate (leaving the company) may decrease.

Drawing on stewardship theory, which is widely used in

research of family firms, the effect of vertical pay dispersion

on both human resource outcome (turnover rate) and firm fi-

nancial  performance  is  studied.  Besides,  we  compare  the

performance variance between family and nonfamily busi-

nesses. In addition, a moderated mediation model that expli-

cates the impact of vertical pay dispersion on the firm finan-

cial performance with the organizational turnover as a medi-

ator.  We use  data  collected  for  1398  Taiwanese  publicly

firm in three consecutive years since 2008 (when the TMT

and Non-TMT pay dispersion was reported) to test the pro-

posed model.

II. HYPOTHESES DEVELOPMENT

A. Veritcal Pay dispersion, Organizational Turnover, 

and Firm Financial Performance

Tournament theory served as a foundation when inquiring

performance compensation  schemes research  which  stipu-

lates that wide variations in terms of payment offer substan-

tial incentives to employees, leading to exerting more effort

to get wage increments and improve the firm's financial per-

formance [7, 8]. It focuses on upward pay comparisons [7,

9],  following  the  principle  of  "winners-take-all",  that  is,

when  employees  vie  for  a  higher  position  in  a  zero-sum

game, winners are rewarded with higher status and compen-

sations, while losers are left with nothing [10, 11]. Vertical

pay dispersion serves as a compensation scheme that filters

out the underperformers within the organization [6]. Particu-

larly in managerial positions, talented and qualified individ-

uals have higher motives to stay in the organization to en-

hance financial performances, as such are strongly related to

their performance, while the underperformers tend to seek

ways to quit the contest [3]. Therefore, a wide spread of ver-
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tical pay dispersion can motivate talented and skilled em-

ployees to stay and enjoy the rewards, whereas the under-

performers were expected to leave the company. 

By implementing this compensation structure,  organiza-

tions can retained qualified staffs and attract more prospec-

tive  talents  [2].  In  addition,  the  top  management  teams

(TMT) who possess  information,  expertise,  and  skills  en-

gage in decision-making in terms of both strategic and oper-

ational routine activities [12]. By boosting the firm perfor-

mance, they can have gain more compensation as well as

foster their current stances, even upgrade to more prominent

and outstanding  positions  in  the  organization [10].  More-

over, the lower-ranking employees, in short-term, who have

both  motivations  from the  pay  awards  for  higher-ranking

positions and the influence from passionate and skilled man-

agers, tend to improve their performance and productivity to

seek internal promotion. Thus, we posit that:

Hypothesis 1: Vertical pay dispersion negatively affects

organizational turnover.

Hypothesis 2: Organizational turnover mediates the rela-

tionship between vertical pay dispersion and firm financial

performance.

B. The Moderation Effect of Family vs. Nonfamily 

Business Type (Firm Control Type)

Family businesses play a significant socio-economic role

around the world [13,  14].  Many studies have recognized

that firms could be differ in their human resource strategies,

such as compensation, turnover, and labour relations corre-

sponding to firm control type with ownership structure [15].

Therefore, it might cause biases if  we ignore the business

control  type, that  is,  family business  vs.  non-family busi-

ness. Based on ownership structure, the board management

will determine compensation and pay dispersion among dif-

ferent positions. Drawing on Stewardship theory, the man-

agers in family business will not be selfish and less empha-

size their personal interest [16]. They serve as "steward" or

"custodian" for the company that turns to closer supervision

which  favourable  associated  with  firm  performance  [17].

Therefore, we argue that family-controlled firms are like to

serve  as  context  to  foster  the vertical  pay  dispersion-firm

performance linkage in comparison with nonfamily counter-

parts. We hypothesize:

Hypothesis 3: Firm control type moderates the relation-

ship  between  vertical  pay  dispersion  and  organizational

turnover,  such that this  relationship is  stronger in  family

business rather than non-family business.

Hypothesis 4: The indirect effect of vertical pay disper-

sion on firm performance through organizational turnover

will differ from firms control types, such that this relation-

ship is stronger in family business rather than non-family

business.

III. METHOD

A. Sample and Data Collection

The  proposed  model  was  empirically  tested  with  data

from publicly  traded firms in  the  Taiwan stock exchange

market from 2018 to 2020.  The collection involved three

steps.  First,  1694  listed  companies  were  identified  and

tracked between a three-year observation period. Second, we

excluded 32 firms from the financial services sectors since

they constructed their financial statements applying different

methods. We then eliminated 264 firms with insufficient re-

porting (e.g., remuneration policy, the average salary of the

employees, and remuneration of the directors and supervi-

sors). This yielded a final sample of 1398 firms. In which,

73.7% of firms are controlled by family, 27.3% are nonfam-

ily firms. The average year of operation was 33.450 years

(SD = 13.705 years). The average year of operation of fam-

ily firms was 35.460 years and nonfamily firms are 27.820

years. Mean of the pay dispersion ratio of TMT and non-

TMT employees in 2018 was 4.638 (SD=4.705), in particu-

lar, this ratio of family firms was 4.336 and of 5.488 for the

other  group.  Mean of  organizational  turnover  (2019)  was

14.581%  (SD=12.697%)  (14.732%  for  family  enterprises

and 14.155% for nonfamily enterprises).

B. Measures

Independent Variable: This study measured vertical pay

dispersion by using a ratio which is calculated by the rate

between average TMT total compensation and average non-

TMT total compensation in yeart.

Mediator: Organizational  turnover  captures  the  rotation

of workers among occupations in organization and the ex-

tent of unemployment and employment during a defined pe-

riod. This variable is calculated by dividing the number of

employees  retained  from  the  end  of  yeart  to  the  end  of

yeart+1 is determined with the number of employees at the

end of yeart then time 100%.

Moderator: Firm  control  type  (family  vs.  nonfamily

firms) operationalizes as the types of controlling sharehold-

ers as a dichotomous variable.  Following previous studies

on classifying family business [18], family members control

a minimum of 5 percent voting stock is identified as family

firms and was labelled as 1, 0 otherwise.

Dependent  Variable: Firm  financial  performance  was

measured by ROA which was calculated by subtracting the

disposal gain/loss from the firm9s net income and dividing it

with its average total assets [19].

Control variables: family chairman, family conglomerate,

firm age, and firm size. We included four control variables

based on past research on compensation, HR practices, and

firm performance. A family firm's heterogenetic culture is

deeply rooted in its tradition, culture, and personal values;

thus, two variables, family chairman and family conglomer-

ate, are controlled by operationalizing them as dummy vari-

ables. The family chairman variable is labeled as 1 if a fam-

ily  chairman  was  identified  in  the  board  of  directors,

whereas the family conglomerate variable represents a com-

pany's affiliation with the family conglomerate. If the firm is

considered as part of the family conglomerate, it is labelled

as 1 and 0 elsewhere. We also included firm characteristics

in  this  research,  variables  such  as  firm  age  and  size  are

added as these analyses may affect the relationship of inter-

est (e.g., [7], [20]). Firm age measures the number of years

since the business was founded, and firm size calculates the

total number of employees at the end of each year after the

natural log function.
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C. Analytic approach

We used hierarchical regression analysis and moderation

analysis with the support of SPSS 28.0 to test the hypothe-

ses. To test the moderated mediation model, we followed the

Hayes PROCESS macro [20] with the bootstrapping of 5000

resamples to obtained bias-corrected bootstrapped with 95%

confidence intervals for the conditional indirect effect as a

proxy for the robustness of the mediation effects of organi-

zational turnover [20]. The moderation effects of firm con-

trol type in the influence of vertical pay dispersion on firm

financial  performance via organizatioanl turnover,  we fol-

lowed mediated  moderation  model  testing  guidelines  pre-

sented by Preacher, et al. [21]. 

IV. RESULT

A. Descriptive and correlation analysis

The descriptive statistics analysis results showed that the

mean of the pay dispersion ratio of TMT and non-TMT em-

ployees in 2018 is 4.638 (SD = 4.705). The mean of organi-

zational turnover (2019) and ROA (2020) are 14.581% (SD

= 12.697%) and 8.058% (SD = 9.763%), respectively. The

mean of firm control type is 0.738, it indicated that 73.7% of

samples are controlled by family. The mean value of family

chairman is 0.714, implying that 71.4% of firms have chair-

man who is family member. The average year of operation

is 33.450 years (SD = 13.705 years). The correlation coeffi-

cient between vertical pay dispersion in 2018 and organiza-

tional turnover in 2019 is -0.093 (p<.01), and ROA in 2020

is 0.171 (p<0.01).  It  indicates that the higher vertical pay

dispersion  between  TMT  and  non-TMT  employees  may

negatively impact organizational turnover of the following

year and positively impact ROA subsequently. The correla-

tion between organizational turnover 2019 and ROA in 2020

is -0.230** (p<0.01) which refer to negative impact of orga-

nizational  turnover  and  firm  financial  performance.  The

above correlation results our expectation that will be sup-

ported for further analysis.

B. Hypothesis Testing

Hypothesis 1 proposed that there is negative association

between vertical pay dispersion and organizational turnover

of  the  following  year.  The  results  presented  in  Table  I

shown that after we controlled the control variables, vertical

pay dispersion (2018) negatively associated with organiza-

tional  turnover  (2019)  (b  =  -0.195**,  p<0.01)  (Model  1,

Model2). Consequently, the Hypothesis 1 is supported.    

Hypothesis 2 tested the mediation role of organizational

turnover. Model 6 and model 7 showed that ROA (2020) is

negatively  affected  organizational  turnover  (2019)  (b  =  -

0.163, p<0.01) and positively affected by vertical pay dis-

persion (2018) (b = 0.182, p<0.05). Model 8 showed that

when vertical pay dispersion and organizational turnover to-

gether affect ROA, the coefficient value of vertical pay dis-

persion decreased (b = 0.152, p<0.01). We used bootstrap-

ping with re-sampling 5000 to robust this result. Thus, Hy-

pothesis 2 is supported.

  Hypothesis 3 tested the moderation role of firm control

type, such that the vertical pay dispersion-turnover relation-

ship  is  accentuated  in  the  company  controlled  by  family

rather than the other. Model 4 showed that the moderation

role of firm control type is statistically significant with the

coefficient of -0.239 (p<0.05). The interaction effect of ver-

tical pay gap and firm control type was graphed in Fig. 1. In

particular, the negative effect of vertical pay dispersion on

turnover is weakened in family firms than non-family firms.

Thus, Hypothesis 3 is supported.

Hypothesis 4 tests the moderated mediation effect of con-

trol type on the indirect effect of the model. Specifically, the

extent of the influence of vertical pay dispersion on firm fi-

nancial performance through turnover will vary correspond-

ing company9s control type. This mentioned indirect effect

is stronger in family firm (b = 0.051, boot SE = 0.018, 95%

bias-corrected  interval  CI  =  [0.024,0.093]  which  did  not

contain zero. While the researched indirect effect is not sig-

nificant in the non-family firms (b=0.012, boot SE=0.015,

95% bias-corrected interval CI= [-0.016,0.049]. Thus, Hy-

pothesis 4 is supported at the significant level of 5%.

TABLE I

SUMMARY OF MODERATED MEDIATION MODEL TESTING

Turnover rate ROA

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8

(Constant) 21.399*** 21.347*** 20.821*** 19.878*** -1.674 1.188 -1.625 2.473*

Firm size -0.514* -0.346 -0.324 -0.262 1.997*** 1.914*** 1.840*** 1.785**

Firm age -0.019 -0.022 -0.031 -0.031 -0.069*** -0.072** -0.066*** -0.069***

Family chairman -2.652** -2.645** -2.845** -2.863** 0.054 -0.378 0.047 -0.374

Family cconglomerate -2.197** -2.155** -2.167** -2.212** -0.760 -1.118* -0.799 -1.142*

Independent variable

Vertical pay dispersion (2018) -0.195** -0.186** -0.078 0.182* 0.152**

Mediator

Organizational turnover -0.163*** -0.159***

Moderating variable

Firm control-type 1.053 2.228*

Interaction

Vertical pay dispersion x 

Control-type

-0.239*

R2 0.021 0.026 0.027 0.029 0.102 0.146 0.109 0.151

R2 change 0.021 0.005 0.001 0.002 0.102 0.042 0.007 0.042

F 7.574*** 7.442*** 6.486*** 5.952*** 39.520*** 47.524*** 34.051*** 41.124***

Note: N=1398, * p<0.05, ** p<0.01, *** p<0.001
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V. DISCUSSION AND CONCLUSION

Our study examined and confirmed the role of  vertical

pay dispersion in fostering firm short-term financial perfor-

mance with mediating effect of organizational turnover. Be-

sides, the moderating role of company control type in the

above-mentioned linkage was examined. As predicted, we

found that  vertical  pay  dispersion  has  positive  impact  on

firm financial outcomes through reducing the organizational

turnover. This result supports the tournament theory [11, 22]

that  not  only  work  for  within  same rank  pay  dispersion,

TMT or CEO level [7, 12] but also for inter-rank pay disper-

sion. The results also revealed that organizational turnover

as the underlying mechanism in which the variance of inter-

rank  pay  affect  organizational  financial  performance.  The

study also demonstrated that firm control type exert as mod-

erator in the indirect effect relationship of vertical pay dis-

persion  on  firm  financial  performance  through  organiza-

tional turnover was confirmed. More specifically, this rela-

tionship is enhanced in family business rather than non-fam-

ily counterparts. This is one of our significant findings of

our study because a number of research ignore this variable,

family business vs. Non-family business, in doing research

related to human resource practices [15, 23], while this type

of  company  has  idiosyncratic  feature  in  human  resource

practices  and  management  that  make  it  outperforms  than

other types of setting [24, 25]. Our findings indicates that

the  association  between family  business  type  and  vertical

pay dispersion is conditional on firm financial performance,

such that this association is more robust in family business.

Our result is aligned with the findings of Ensley, et al. [26]

about the more detrimental  impact of  horizontal  pay gap,

within the TMTs pay dispersion, in family business vs. non-

family business. Thus, family business serves as a distinc-

tive context for investigating the disparity in compensations

structure both horizontal and vertical. 

Our  study  deliberates  the  managerial  implications.  De-

spite  pay  dispersion  is  a  crucial  indicator  for  social  and

labour relations. However, relatively little literature focus on

contextual factors in vertical pay dispersion across organiza-

tions and whether  those observed differences have conse-

quences for performance outcomes. Therefore, how to de-

sign a compensation scheme that can utilize the pay disper-

sion between TMT vs. Non-TMT group is a critical means

to rebuild social contract at work and plays important role in

improving the living standard of low-rank labour and their

families. Consequently, the organizations can retain the tal-

ents. In addition, the family firms can consider pay disper-

sion as a tool to motivate their employees to improve the

firm performance. 

Our study contains several limitations. First, this studies

just investigate the short-term firm performance. Thus, fu-

ture studies can base on longitudinal data to scrutinize the

relationships.  Second, this study only investigated the im-

pacts of vertical pay dispersion, future studies to further in-

vestigate how difference form of pay dispersion associate to

organizational outcomes as well as the impact of the hetero-

geneity of family business. Third, using data retrieved from

the published reports may conceal the psychological percep-

tion of relevant individuals that can be a better explanation

for the research questions. Finally, this study used data of

Taiwanese  firms  in  multiple  industries  that  will  limit  the

generalizability and implication of the findings.
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